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Abstract

A very small percentage of potentially viral advertisement messages actually go viral. The creativity of these

advertisement messages is considered crucial in making them viral. Through a review of literature, this study

develops a measure to assess the creativity of potentially viral advertisement messages that can help predict their

success. Using a controlled experiment on a sample of internet users, it pre-tests the measure of viral ad message

creativity and explores its role in predicting viral success. The study assesses and compares the creativity, sharing,

and liking of a sample of viral advertisements versus a sample of control advertisements. The results indicate the

significant positive effects of perceptual creativity on shares and likes, which in turn determine viral success.
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Introduction :

Consumers are spending more time online than with any

other marketing channel. The media landscape is

changing. Peripheral activities that constituted online

advertising take over the core of marketing strategy

(Edelman 2007).  These fundamental changes give more

control to customers. After a century of being barraged

with one-way marketing messages, customers have

become more demanding and sophisticated; they expect

more information, more value and more fun. It is essential

for marketers to deliver engaging experiences that inform,

educate and entertain. To spread a buzz or engage

customers, marketers all over the world are going ‘viral’.

The pages of recent newspapers and trade journals are

full of reports of controversies related to content of a viral

advertisement or the results of successful viral campaigns

(Porter and Golan 2006). However, on the academic front,

very few empirical studies (Phelps et al. 2004; Porter

and Golan 2006; Chiu et al. 2007) discuss viral

advertisements. This study adds to the sparse academic

literature on viral advertisements; more specifically, it

focuses on the link between creativity and effectiveness

of the viral advertisements.

Within the traditional advertising industry structure,

because of unbundled media planners and creative team,

there has been a never-ending struggle between those

who created the advertisements and those managers

who insisted them to be effective (Kover, Goldberg and

James 1995). Many managers and academicians have

mistrusted creative advertising. According to them,

creative advertising may win awards but may have little

to do with advertising effectiveness (Gaylord 1994).

Creative advertisements do not always result in more

favorable brand attitude and purchase intention (Ang and

Low 2000). The distinction between effectiveness and

creativity has been more of structural, reflecting different

goals and needs of different departments (Ibarra 1992).

However, this traditional advertising industry structure is

fundamentally changing, which shakes the roots of the

distinction between effectiveness and creativity.

As the peripheral activities that constituted online

advertising take over the core of marketing strategy, they

are driving some radical changes in priorities,

organizations and operations of marketers (Edelman

2007). These forces are restructuring advertising industry;

they are bringing media-planners and creative teams

closer than ever before. The idea of unbundled planners

and creative teams made sense for traditional advertising,

where models were set and clearly defined, and flexibility

was slim. In the context of interactive internet and viral

advertisements, the lines between media planners and

creative teams are unclear and the level of flexibility is

great. On the front end, creative teams work with media

planners; on the back end, they work with campaign

management teams to determine return on investment.

It is not possible to design the interactive online

experience without a deep understanding of the media.

Great online advertising ideas come from teams, where

there is no separating line between creative team and
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media planners. Technology advancements and

consumer intelligence insist media planners and creative

teams to work and think closely together. In the context

of interactive internet and viral advertisements, goals and

needs of these two departments are merging. Hence,

the distinction between creativity and effectiveness may

blur too. Creativity may play increasingly important role

in driving effectiveness of the interactive advertisements.

Few studies (Ang, Lee, and Leong 2006; Till and Baack

2005; Ang and Low 2000; Stone, Besser, and Lewis 2000;

Kover, Goldberg and James 1995) have explored the link

between creativity and effectiveness in the context of

traditional media advertisements. These studies are not

enough to address creativity-effectiveness relationship

in the context of interactive advertisements. Till date, in

my knowledge, no study has explored the link between

creativity and effectiveness in the context of interactive

advertisements. Due to considerable lack of research in

this field, I derive broad research questions, which allow

flexibility and receptivity of new themes that might

emerge in the course of the study. Using a controlled

experiment with a sample of Indian internet users, I

assess the impact of creativity on the effectiveness of a

set of selected viral advertisements. The paper is

organized as follows. In the first section, I describe

conceptual background and research questions.

Following this, research methodology is explained, which

includes procedure, stimuli, participants, and measures.

Thereafter, data analysis and results are presented.

Lastly, I discuss the results in terms of their implications

for research and practice, and direction for future

research.

Conceptual Background and Research Questions

Viral Marketing and Advertising

In this study, viral advertising means an “Unpaid peer-to-

peer communication of provocative content originating

from an identified sponsor using the Internet to persuade

or influence an audience to pass along the content to

others” (Porter and Golan, 2006, p. 33). Porter and Golan

(2006) discussed the concepts of viral marketing and

viral advertising in detail. Therefore, instead of going into

the further conceptual details, I very briefly review

important scholarly works in this field.

Helm (2000) used the Hotmail case to interpret viral

marketing as a method of both marketing and distribution

of digital products via emails. The “viral” concept was

limited to only digital products. Welker (2002) expanded

this concept to include the possibility to distribute

information about non-digital products virally and defined

viral communications. Subramani and Rajagopalan,

(2003) further enhanced this concept by focusing on

persuasive and influence potentials of the viral

communications. Viral marketing has also been referred

to as “word-of-mouth,” “creating a buzz,” “leveraging the

media,” and”network marketing (Wilson 2000). Focusing

on e word-of-mouth, Phelps et al. (2004) empirically

examined consumer responses and motivations to pass

along email and recommended that viral advertisers

should focus on desires for fun, entertainment and social

connections. More recently, Smith, et al. (2007)

examined nature and influence of social networks,

characteristics of the most influential individuals and

characteristics of viral marketing messages. Niederhoffer,

et al. (2007) explored role of buzz in new product

launches.  Chiu et al (2007) conducted an important study

to find out determinants of the effects of a viral campaign.

Though these studies have important insights for viral

advertisers, specifically, from advertising point of view,

the viral concept has got very limited scholarly attention.

Porter and Golan (2006) first time defined viral

advertisements and identified important differences

between television and viral advertisements. Till date, in

my knowledge, no study has discussed concepts of

creativity and effectiveness of viral advertising and link

between them.

Effectiveness of Viral Advertising

Advertising effectiveness is described as being a

hierarchy of effects; advertisements may change

people’s perception and that eventually may change their

behavior (Vakratas and Tim 1999). Traditionally, marketers

used to set different kinds of objectives for advertising

and marketing, based on the notion that advertising works

on the communication aspects of the hierarchy (e.g.

awareness, attitude), while marketing works on the

higher-level behavioral goals (e.g. purchase, brand

loyalty). Advertising took place only in the media, while

the retail environment was the only place to focus on
changing behaviors. Based on such notion, in the

literature, measures of traditional media advertising

effectiveness used to focus on recall or persuasion. These

traditional advertisement effectiveness measures include

likeability, (Leather, McKechnie, and Amirkhanian 1994),

attractiveness (Wells 2000), attitude toward the brand

(Ang and Low 2000), and recall (Higie and Sewall 1991).

Though, these measures of traditional media

advertisement effectiveness may be useful to measure

interactive internet and viral advertisement effectiveness,

they are not sufficient. Internet and viral advertising

compresses the hierarchy of effects (Mcmillan 2004);

they may build awareness of a brand, at the same time,

they are also designed to encourage click-through to a

website that often sells the products or services.

Therefore, along with recall and liking for the interactive

internet and viral advertisement, it is also important to

use some more action oriented web-specific measures.

Examples of action oriented web-specific measures of

advertisement effectiveness  are click-through rates,

advertising transfers (Briggs and Hollis 1997), visit

duration (visit to the company’s website that sells the

product or service), conversion rate (visit to purchase),

number of transactions (Dreze and Zufryden 1998) or

number of visitor sessions, and average length of the

sessions (Keiser 2002).

Creativity of Viral Advertising

Creativity is a very complex human behavior to describe

(Amabile 1982; Runco and Sakamoto 1999). Wide variety
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of views described creativity. After long debates, in

developing a definition of creativity, researchers have

achieved some consensus. First, they agree that at least

one facet of creativity must be originality, novelty, or

newness (Sternberg and Lubart 1996). Second, they

agree that originality is not enough and creativity is

therefore multifaceted (Mumford and Gustafson

1988).However, the question of what constitutes the

second factor has been widely debated. One suggestion

is that creative products are novel and useful or satisfying

to some group at some time (Stein 1953), others define

creative products as original and having worth or

usefulness (Rothenberg and Hausman 1976), and still

others argue that the second facet should be related to

problem solving, situational appropriateness, goal

accomplishment (MacKinnon 1965) or even value (Young

1985). Although these second facets appear related,

when operationalized, they again become varied.

Summarizing these works, Runco and Charles (1993)

proposed and tested a measurement model for creative

outputs based on two variables: originality and

appropriateness. Though other views are still being

advanced (e.g., Mellou 1996), the originality-

appropriateness model has become the most widely

accepted (Amabile 1998; Kasof 1995).

Reid, King, and De Lorme (1998, p.3) defined advertising

creativity as “original, and imaginative thought designed

to produce goal directed and problem solving

advertisements”. This definition is in line with the

mainstream creativity research, which emphasize

originality or novelty, and meaningful or appropriateness.

However, Ang, Lee and Leong (2007) argue that the

novelty and meaningfulness are not enough because both

these facets address advertising creativity from the

message stand point; a more complete account of

advertising creativity should include perspectives of

audience in terms of connectedness. Creative

advertisements must connect with the audience.

According to them, a creative advertisement is “perceived

by its audience to be novel and different, and whose

central message is interpreted meaningfully by, and

connects with, its audience” (p. 7).

Creativity refers to a wide range of activities such as

original or novel thinking, exploration, experimentation

and imagination as well as more postmodern qualities

of intuition, playfulness and self expression (Higgins and

Morgan 2000). When it comes to traditional media

advertising, creative term has been used in a somewhat

narrow sense. Conceptually, the term “advertising

creativity” has been used for the “process of producing

and developing advertising ideas” (El Murad and West

2004, p. 188). Though, the advertising process included

media-planning, targeting, development, execution,

measurement, and feedback, advertising creativity term

referred to creativity of only one part of the whole

advertising process.

In the context of interactive advertising, creativity is no

longer linked to only development of advertising ideas.

All three important processes of interactive

advertisements i.e. targeting, development and

measurement have enormous potentials to be creative.

Creativity in targeting of advertisement may get reflected

in its use of medium; creativity in development of

advertisement may get reflected in its copy writing and

design; creativity in measurement may get reflected in

its ability to measure actual impacts and get feedback

for further innovation. Judging criteria for the most

respected internet advertisement awards and competition

also revolves around all these dimensions. For example

the judging criteria for Web Award Internet Advertising

Competition (IAC) developed by the Web Marketing

Association include innovation, impact, design, copy

writing, use of the medium and overall creativity.

Organizations are striving to achieve creativity in all the

three interactive advertising processes. Due to

comparatively less control, and more importance of the

luck factor, instead of targeting, development and

measurement, the more appropriate approach for viral

advertising is experiment, monitor and respond. And

creativity is again at the heart of all three phases of viral

advertising process.

Advertising creativity commonly referred to creativity of

an advertisement idea i.e. a creative product-an output

of a process. In the context of traditional media, barring

a study (Hill and Johnson 2004) almost no scholarly work

has focused on a creative advertising process. “What”

were the advertising ideas had the highest potentials to

be creative, compared to “How” they were planned,

conceived, executed, monitored and responded. Creative

products were more important than the creative process;

art was more important than creative technology or

science. Advertising creativity has been considered the

“least scientific” aspect of advertising (Reid, King, and

Delorme 1998).

In the context of interactive advertising, creativity is

definitely not the “least scientific” aspect of advertising.

Enormous data are bombarding marketing organizations

from multiple sources like advertising servers, search

engines and websites. With all these complex data flows,

organizations need to merge art with creative technology

for targeting and measurement of interactive advertising.

Creative teams, analysts and media-planners work closely

together. Designs for campaigns have targeting and

optimization planning baked into them, as the analytics

wonks join the account and media planners at the

program concept design table (Edelman 2007). Even in

case of development of interactive internet and viral

advertisement, art or beauty is again powered by a

framework of technology. “What-if” analysis linked to an

advertising idea must meet “how to” part of it, where

creative technology plays an important role. Creativity of

interactive internet and viral advertising is the most

scientific and the most artistic aspect of advertising,

where the interactive advertising process and its output

i.e. interactive advertisement both are important. This

study mainly focuses on creativity of the viral

advertisements i.e. creativity of a central idea and content

of the viral advertisements. During the experiment, while

assessing effects of viral advertisement’s creativity on

its effectiveness, viral advertising process is controlled.



4 Srusti Management Review, Vol -IX, Issue - II, July-December 2016

Effects of Viral Advertisements’ Creativity on

Effectiveness

Creative idea is an essential part of a viral advertisement.

For a viral advertisement to work, it has to be extremely

good, absolutely hilarious or shocking. However, after

creating the most creative advertisements ever, one

simply can’t expect to post them on You Tube and let

them go viral on their own (Greenberg 2007). For achieving

true effectiveness, the viral advertising idea and process

both require creativity. Hence, there are chances that

even less creative advertisement may be more effective

with the use of more creative viral advertising process

and vice versa. This argument implies that creativity of

content of viral advertisements may not matter much.

However, another argument suggests that when

separating lines between analysts, media planners, and

creative teams are blurring, creative idea of a viral

advertisement is a result of a creative advertising process

and it reflects creativity of the advertising process. Hence,

there are very high chances that the creative viral

advertisements, being the results of creative viral

advertising process are more effective. In the absence of

previous research, to explore effectiveness of creative

viral advertisements, instead of deriving propositions in

favor or against of any of these arguments, in the following

section, I derive broad research questions.

As creativity of viral advertisements is essential, it is not

possible to compare creative viral advertisements with a

non-creative one, and find out which one is more effective.
Non-creative viral advertisement does not exist. Hence,

it is important to understand how to operationlize creativity

of viral advertisements.  A variety of operationalizations

for creativity emerged in the previous research, including

the use of advertising award-winners as a proxy for

creativity (e.g., Kover, Goldberg, and James 1995). This

method is based on the concept that creativity is, in the

end, a subjective concept best evaluated by professionals

(Amabile 1982). Therefore, if the judges of these awards

determine that the advertisement is creative enough to

be recognized for this award, then this judgment is an

appropriate measure of creativity (White and Smith 2001).

There have been a lot of criticisms that advertising awards

are like “beauty contests” (Moriarty 1996, p. 54), focusing

on industry-specific criteria (Kover, James, and Sonner

1997; White and Smith 2001) rather than on the actual

effectiveness of the advertisements. With such an

industry focus on creative advertising, and criticisms of

creative advertising competitions, it is surprising that so

little research really looks directly at the effectiveness of

award-winning advertisements. Few studies in the context

of traditional media advertisements (Kover, Goldberg, and

James 1995; Ang and Low 2000; Stone, Besser, and

Lewis 2000; Brian, Till and Baac 2005) are quite important

in providing some initial signs that creativity may be

positively linked to the effectiveness. No study till date

in my knowledge has explored effectiveness of award-

winning internet advertisements or viral advertisements.

Therefore, the study aim to explore,

Research Question-1: Do the award winning viral

advertisements have significantly higher effectiveness

than non-award winning (control) internet viral

advertisements?

Understanding whether creative award winning internet

viral advertisements are more effective than others is vital,

but a fundamental and frustrating limitation is that

concept of creativity is subjective, and perceptions of

creativity differ depending on whom one asks. In addition

to the criticisms of use of award winning advertisement

as a proxy of creativity, Kover, Goldberg, and James,

(1995) provide the empirical evidence that the creativity

awards judges’ perceptions of creativity differ from the

consumers’ perceptions of it. As creativity is supposed

to be essential part of viral advertisements, it is more

interesting to explore weather the consumers really

perceive the award-winning advertisements to be more

creative or not. Therefore, the study aim to explore,

Research Question-2: Do the award winning internet viral

advertisements have perceived to be significantly more

creative than non-award winning (control) internet

advertisements?

Perceptions about subjective advertising creativity have

been generally measured on the two facets: novelty, and

meaningfulness. Both these facets of subjective creativity

have found to be important in affecting different measures

of advertisement effectiveness (Pieters, Warlop, and

Wedel 2002; Smith and Yang 2004; Till and Baack 2005).

Ang, Lee and Leong (2006) added one more dimension

of advertising creativity i.e. the connectedness. They

found that advertisements which connected with the

audience elicited higher recall, more favorable attitudes

toward advertisement elements, and warmer feelings than

those that did not connect. Till and Baack (2005)

observed that award-winning advertisements facilitated

higher unaided recall but did not enhance brand attitude,

and purchase intention. Possibly, award-winning

advertisements are novel but less meaningful or

connected. There is no study till date explores relative

importance and effects of these three dimensions of

advertising creativity on advertisement effectiveness.

Therefore, the study aim to explore,

3) Do the perceptions of novelty, meaningfulness and

connectedness affect effectiveness of the viral

advertisements?

Figure-1 broadly describes the conceptual foundation of

the study that links creativity and effectiveness of the

viral advertisements.
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Fig 1 : Linking Creativity With Effectiveness of Viral Advertisements

Research Method

This study is based on a controlled experiment conducted

to explore the effects of creativity on effectiveness of

internet viral advertisements.

Procedure

Following a pre-test with a sample of academic

professionals and graduate students, through the intranet,

four viral advertisements were sent to 150 graduate

students from two Indian Universities in four different

mails.  In a next mail, instructions and evaluation sheets

were attached. After viewing the viral advertisements,

participants were asked to rate each viral advertisement

for its creativity and liking. The students’ perception of

creativity and liking were measured. Within a week, 135

students returned the mails with filled evaluation sheets.

After one week of the first mail, one more mail was sent

to each participant to measure advertisement recall and

transfers, in which they were asked to list the viral

advertisements that they could recall, and the viral

advertisements that they have forwarded to one or more

people. Within a week, all 135 students replied the mail

and provided the required information.  4 participants’

evaluation sheets had some missing information. Total

of 131 participants’ data were used for further analysis.

Before the students participate and fill the evaluation

sheet, it was ensured that he/she did not come across

any of these viral advertisements before.

Stimuli

Creative viral advertisement sample included two Abby

awards winning viral advertisements of 2006. The ABBY

awards organized by Ad-club Bombay are the most

prestigious advertisement award show to honor creativity

in Indian advertising. Control viral advertisement sample

included two non-award winning viral advertisements.

Appendix A presents links and descriptions of these viral

advertisements. The sample of viral advertisements is

not age or gender specific. All the advertisements in the

sample are humorous, and of general interest and are

part of a same brand campaign. Brand familiarity is one

variable shown to affect advertisement effectiveness

measures (Kent and Allen 1994; Pieters, Warlop, and

Wedel 2002). To rule this out as a possible explanation

for the results, I preferred to include all the same brand

advertisement in the sample. The relatively new

phenomenon of viral advertising required the use of a

convenience sample of award winning and control viral

advertisements.

Participants

A sample of 131 graduate students from two Indian

Universities participated in the study. All the students

had 24 hours internet access and they were regularly

surfing Internet and checking e-mails minimum once a

day. 44 percent of the students were females and other

56 percent were males; their mean age was 24 years.

Though, the participants were demographically diverse,

all of them knew Hindi (the language used in the viral

advertisements) and English languages.

Measures

All the measurement items are adapted from the existing

scales.  17 items questionnaire developed and pre tested

with one viral advertisement on a small sample of

academic professionals and graduate students ensures

clarity. The questionnaire consists of two sections: (1)

creativity of the viral advertisement, and (2) effectiveness
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of the viral advertisement. A five point (1 = strongly

disagree, 5 = strongly agree), Likert type scales are used

to assess creativity and effectiveness of the viral

advertisements, and scale points are summed to create

a scale score.

Creativity of Viral Advertisements

Researchers at the State University College at Buffalo

(Besemer and O’Quin 1986; O’Quin and Besemer 1989)

have developed a 55 item measure called Creative

Product Semantic Differential Scale (CPSS) to measure

three product creativity dimensions: 1) novelty, 2)

resolution and 3) elaboration and synthesis. White and

Smith (2001) have adapted the CPSS to measure

advertising creativity and developed a 15 item measure

of advertising creativity, which has been further shortened

in the study of Ang, Lee and Leong, (2006). These

researchers have developed six item measure of

advertising creativity; they used two item each to measure

three dimensions of advertising creativity i.e. novelty,

meaningfulness and connectedness. According to the

pre test results, connectedness measure adapted from

the study of Ang, Lee and Leong (2006) is suitable in the

context of viral advertisement; it uses two items: i) how

well the ad connected with their past experience, and ii)

the extent to which the ad identified with them.  Cronbach

ás of the viral advertisements’ connectedness ranged

from 0.63 to 0.82.

Pre test with academic professionals highlighted the need

for more customized measures for novelty and

meaningfulness in the context of viral advertisement.

Hence, these two measures are developed on the basis

of two previous studies (Ang, Lee and Leong 2006; White

and Smith 2001); and these measures were refined with

the use of Varimax rotation procedure for factor analysis

during the pretest. To assess novelty, participants’ are

asked about their overall impression of the viral

advertisement on five items: i) overused-fresh, ii)

predictable-novel, iii) usual-unusual, iv) unique-ordinary,

and v) original-conventional. The results of factor analysis

lead to a two item scale of novelty (overused-fresh and

original-conventional); these two items explain 82 percent

of total variance. The Cronbach ás for the two-item

measure of viral advertisements’ novelty range from 0.70

to 0.88.

To assess meaningfulness, participants are asked about

their overall impression of the viral advertisement on five

items: i) illogical-logical, ii) make sense-do not make

sense, iii) convey the respective benefits do not convey

respective benefit, iv) relates to the main message-do

not relates to the main message, v) relevant –irrelevant.

The results of factor analysis led to two item scale of

meaningfulness (convey respective benefits-do not

convey respective benefits and make sense-do not make

sense); these two items explain 86 percent of total

variance. The Cronbach ás for the two item measure of

viral advertisements’ meaningfulness range from 0.60 to

0.71.

Effectiveness of Viral Advertisements

According to the pre test results, the measure of viral

advertisement liking is suitable in the context of viral

advertisement. This measure is adapted from the study

of Till and Baack (2005). It uses five items: i) dislike-like,

ii) unfavorable-favorable, iii) negative-positive, iv) inferior-

superior, and v) bad-good.  Participants are asked about

their overall impressions of the viral advertisement on

these five items. The Cronbach ás of liking for viral

advertisements ranged from 0.66 to 0.82.

For measuring recall, Till and Baack (2005) looked at

recall for two different aspects of advertising: commercial

feature and brand name. This study focused on recall for

only one aspect of viral advertising that is recall for

commercial feature, while the brand names are same for

all the viral advertisements.  For measuring recall, after

a week, participants were asked to list down

advertisements that they could recall.

Along with traditional measures of recall and liking, an

action oriented and web-specific measure-advertising

transfer is also used to measure the viral advertisements’

effectiveness. Advertising transfers refers to forwarding

of the advertisement message to other people. Unlike

previous studies (Harrison-Walker 2001; Chiu et al. 2007)

that focused on measuring intention to forward, this study

focus on actual forwarding behavior of the participants.

After a week of sending the viral advertisements,

participants are asked about weather they forwarded any

of the advertising messages to other people or not. If

yes, they are asked to list down advertisements that

they have forwarded.

Results

Effectiveness of Award-winning vs. Non Award-

winning Viral Advertisements

First research question asks, weather the award-winning

viral advertisements are more effective than non award-

winning viral advertisements or not. Means and standard

deviations for advertisement liking, advertisement recall

and advertisement transfer of all four viral advertisements

are given in Table-1. To determine the effects of advertising

type (award-winning vs. non award-winning) on advertising

effectiveness, a one way repeated measures ANOVA

statistical analysis is used. The analysis is done to

determine the effects of advertising type on three

dependent variables, i) advertisement liking, ii)

advertisement recall, and iii) advertisement transfer. A

separate ANOVA is used to analyze each dependent

variable.

Advertisement liking as a dependent variable

When the dependent variable is advertisement liking, a

repeated-measure ANOVA is found to be significant, F

(4, 102) = 117.22, p < .001. This result suggests that

there is a significant difference among mean

advertisement likings of all four viral advertisements.

However, award-winning viral advertisements do not

always have higher levels of mean advertisement liking.
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For example, as presented in table-1, mean

advertisement liking for award-winning advertisement-V2

is significantly less than mean ad liking for non award-

winning advertisement-V3. It means award-winning viral

advertisements are not always liked more than non

award-wining viral advertisements.

Advertisement recall as a dependent variable

When the dependent variable is advertisement recall, a

repeated-measure ANOVA is not found to be significant,

F (4, 102) = 1.81, p>0.1. This result suggests that there

is not a significant difference among mean advertisement

recall of all four viral advertisements. There is no

significance difference between ad recall of award-winning

viral advertisement and non award-winning viral

advertisements. It means, award-winning viral

advertisements are not always recalled more than the

non award-winning viral advertisements.

Advertisement transfer as a dependent variable

When the dependent variable is advertisement transfer,

a repeated-measure ANOVA is not found to be significant,

F (4, 102) = 0.45, p>0.1. This result suggests that there

is not a significant difference among mean advertisement

transfer of all four viral advertisements. There is no

significance difference between advertisement transfer

of award-winning viral advertisement and non award-

winning viral advertisements. It means, award winning

viral advertisements are not always forwarded more than

the non- award winning viral advertisements.

Table-1 : Effectiveness of Award-winning vs. Non Award-winning Viral Advertisements

Liking 
Award Winning Viral Ads. Non Award W inning Viral  Ads 

V1 V2 V3 V4 

Mean 22 19.6 21.2 17.8 

Standard deviation 1.9 2.1 1.6 1.7 

Ad recall 

Mean 0.57 0.54 0.54 0.42 

Standard deviation 0.5 0.49 0.5 0.49 

Ad transfer 

Mean 0.39 0.35 0.36 0.32 

Standard deviation 0.49 0.47 0.49 0.47 

Creativity of Award-winning vs. Non Award-
winning Viral Advertisements

Second research question asks whether there is a

difference between award-winning and non award-winning

viral advertisement in terms of its perceptions about

creativity. Means and standard deviations for perception

about novelty, meaningfulness and connectedness of all

four viral advertisements are given in Table-2. To determine

the effects of advertising type (award-winning vs. non

award-winning) on the perceptions about advertising

creativity, a one way repeated measures ANOVA

statistical analysis is done to determine effects of

advertising type on perceptions of advertising creativity

i.e. novelty, meaningfulness and connectedness. A

separate ANOVA is used to analyze each dependent

variable.

Novelty as a dependent variable

When perception about novelty of the viral advertisements

is a dependent variable, a repeated-measure ANOVA is

not found to be significant, F (4, 102) = 1.54, p >0.01.

This result suggests that there is not a significant

difference among mean novelty of all four viral

advertisements. It means award winning viral

advertisements are not perceived to be more novel than

the non award-winning viral advertisements.

Meaningfulness as a dependent variable

When perception about meaningfulness of the viral

advertisements is a dependent variable, A repeated-

measure ANOVA is not found to be significant, F (4, 102)

= 3.78, p >0.01. This result suggests that there is not a

significant difference among mean meaningfulness of all

four viral advertisements. It means, award winning viral

advertisements are not perceived to be more meaningful

than the non award-winning viral advertisements.

Connectedness as a dependent variable

When perception about connectedness of the viral

advertisements is a dependent variable, A repeated-

measure ANOVA is found to be significant, F (4, 102)

=96, p < .001. This result suggests that there is a

significant difference among mean connectedness of all

four viral advertisements. However, award-winning viral

advertisements do not have higher levels of mean

connectedness. For example, as shown in table-2, mean

connectedness for award-winning advertisements V2 is

significantly less than mean connectedness for non-award

winning advertisement V3.  It means award winning viral

advertisements are not always perceived to be more

connected than the non-award winning viral

advertisements.
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Table-2: Creativity Perceptions of Award-winning vs. Non Award-winning Viral Advertisements

Novelty 
Award Winning Viral Ads Non Award Winning Viral Ads 

V1 V2 V3 V4 

Mean 8.8 8.6 8.6 8.6 

Standard deviation 1.17 1.21 1.02 1.36 
Relevance 

Mean 8.11 7.94 8.03 7.77 
Standard deviation 0.72 0.77 0.60 0.59 

Connec tedness 
Mean 9.2 8.0 9.2 7.0 

Standard deviation 1.17 1.10 1.17 1.17 

Effects of Creativity on Effectiveness of Viral

Advertisements

Third research question asks about effects of creativity

perceptions on viral advertisements’ effectiveness. Three

multiple regression analyses for each of the four viral

advertisements i.e 12 regression analyses serve to

answer the third research question. Dependent variables

in each of these regression analysis are advertisement

liking, advertisement recall and advertisement transfer

respectively.  Predictor variable in all these cases are

participants’ perceptions about novelty, meaningfulness

and connectedness of the selected viral advertisement.

Table-3 provides the results of the multiple regression

analyses.

Table - 3 : Results of Multiple Regression Analysis

 
Award Winning Viral Advertisements Non Award Winning Viral Advertisements 

V1 V2 V3 V4 

DV= Ad liking β T-value β T-value β 
T-

value 
β T-value 

IVs 

Novelty 0.46 6.0* -0.07 -2.3 -0.13 -2.0 0.10 2.6 

Relevance 0.17 3.3* 0.52 7.5* 0.31 6.6* 0.01 0.3 

Connectedness 0.43 5.7* 0.52 8.0* 1.1 16.1* 0.92 22.1* 

F-value 105* 979* 273* 174* 

R
2
 0.77 0.97 0.90 0.85 

Adjusted R
2
     

 

DV= Ad recal l β 
T -

value 
β 

T-
value 

β T -value β T-value 

IVs 

Novelty 0.64 6.8* 0.62 4.2* 0.26 2.0 0.56 5.8* 

Relevance 0.001 0.01 -0.23 -1.8 0.55 6.2* 0.23 2.6* 

Connectedness 0.17 2.1 0.16 0.92 0.37 2.9* -0.21 -2.1 

F-value 36.6* 17.92 54.25* 14.1* 

R
2
 0.54 0.37 0.61 0.31 

Adjusted R
2
  0.35   

 

DV= Ad T ransfer β T-value β T -value β T-value β T-value 

IVs 

Novelty 0.37 3.2* 0.49 3.8* 0.63 6.6* -0.05 -0.5 

Relevance -0.02 -0.2 0.49 3.6* 0.33 4.1* 0.27 0.3 

Connectedness 0.3 3.0* -0.1 -0.9 0.001 0.01 0.51 4.9* 

F-value 14.4* 39.4* 57.7* 9.9* 

R
2
 0.32 0.56 0.65 0.24 

Adjusted R
2
     

* p<0.01
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Except for one award winning viral advertisement,

perceptions about novelty are insignificant in affecting

advertisement liking of the viral advertisements. However,

these perceptions about novelty positively influence

advertisement recall of all four viral advertisements, and

significantly and positively affect advertisement transfer

of three out of four viral advertisements. Except for one

viral advertisement, connectedness does not significantly

affect advertisement recall.

The result suggests that the participants’ perceptions

about meaningfulness and connectedness of the viral

advertisements positively influence advertisement liking

of all four viral advertisements. When dependent variables

are advertisement recall and advertisement transfer

effects of meaningfulness and connectedness is mixed

and not very clear. For a couple of viral advertisements

these effects are positive and significant while in other

viral advertisement these effects are insignificant.

Conclusions

Discussions

Our results suggest that award-winning viral

advertisements are not significantly more effective than

non award winning viral advertisements. Award winning

viral advertisements don’t have significantly higher levels

of advertisement liking, recall or transfer. These results

are not surprising, in that earlier, Till and Baack, (2005)

have found that in the context of traditional media

advertisements, award-winning advertisements are not

more effective, more specifically, these advertisements

do not enhance brand attitude, aided recall and purchase

intention. However, the award winning advertisements

facilitated higher unaided recall (Till and Baack 2005).

In the traditional media context, award-winning

advertisements may be more novel but less meaningful

or connected (Ang, Lee and Swang 2006). The higher

levels of novelty of the award winning advertisement may

be an important reason for facilitating unaided recall.

The results of this study are different in suggesting that

award winning viral advertisements don’t even have higher

levels of unaided advertisement recall. Reason for the

different finding may be rooted in different nature of viral

advertisement. Novelty is an essential element for all

viral advertisements irrespective of being award-winning

or not. Therefore, award-winning viral advertisements may

not necessarily be more novel or better recalled viral

advertisements.

Another finding of the study suggests that participants

do not perceive award winning advertisements to be

significantly more creative than non-award winning

advertisements. The participants do not perceive the

award winning viral advertisements to be significantly

more novel, meaningful and connected than non-award

winning viral ads. Therefore, the study supports the

argument that creativity awards’ judges perceptions of

creativity differs from students perceptions of creativity.

In the traditional media advertisements, Koslow, Sasser,

and Riordan, (2003) also highlighted subjective nature

of creativity and found that creativity perceptions differs

depending on whom one asks.

Overall, the results of multiple regression analysis

indicate that the participants’ perceptions about novelty,

relevance and connectedness affect effectiveness of the

selected viral advertisements and help predict its viral

success. Perceptions of connectedness and

meaningfulness are more important in affecting viral

advertisement liking, while perceptions of novelty is more

important in affecting viral advertisement recall, and all

three of these variables are important in affecting viral

advertisement transfer and viral success. The literature

suggests a possible explanation for this difference of

effects among different advertisement effectiveness

variables. Novelty entails breaking out from a preexisting

schema and a fundamental change is made in the

existing cognitive structure (Mandler 1982). Being

unexpected, advertisements’ novelty not only increases

the chances of attentive processing but also facilitates

the development of the associative memory network and

higher levels of recall (Hirschman and Wallendorf 1980).

Meaningfulness and connectedness are related to

relevant and appropriate advertisement message. The

importance of meaningfulness and connectedness is

hinted by Miniard, et al. (1991), who distinguished

between what they termed relevance (whether a stimulus

conveys issue-pertinent information) and appropriateness

(what is deemed proper). The latter involves a value-based

judgment from a reader regarding the acceptability of

the advertisement information. Information that is deemed

inappropriate would not connect positively with a reader

and vice versa and would not lead to empathetic affective

response in terms of advertisement liking. For achieving

advertisement transfer an advertisement message need

to spark strong emotion-humor, fear, sadness or

inspiration, so that consumers forward them for their

desire of fun, entertainment and social connections

(Phelps et al. 2004). For sparking such strong emotions,

the combination of meaningfulness and connectedness

must meet novelty.

Managerial Implications

Viral advertisements are not subject to much regulation.

The “anything goes” environment of the World Wide Web

appears to encourage viral advertisers to create violent

and sexually charged content presented in a humorous

context without overt branding. Across the board, all

industries are using these provocative appeals at equally

high levels in their viral advertising. Advertisers are using

a lot of ethical or unethical and relevant or irrelevant ways

to push an advertisement to go ‘viral’. Advertisers are

getting more skeptical about importance of creative

content of the viral advertisement. At this point of time,

this study is important in highlighting importance of

creative content of the viral advertisement in driving its

effectiveness.

Award-winning and exceptionally novel idea may not be

very effective in going ‘viral’. It does not mean that

creativity of the viral advertisements does not matter,

but it means that that the exceptionally novel idea may

not be very well connected. Customers’ perceptions of

creativity are very important in driving effectiveness of

the viral advertisements. Hence, more engagement and
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involvement of customers in developing advertisement

concepts may result in more meaningful and connected

viral advertisement. Novelty, meaningfulness and

connectedness of an advertisement concept are very

crucial to make an advertisement viral. Hence, it is very

important not to distort an interesting concept to promote

a brand, instead one should promote a novel, meaningful

and connected advertisement concept, which is linked

to the brand.

Limitations and Directions for Future Research

This study focuses on creativity-effectiveness link only

in the context of viral advertisements. Future studies can

explore this link in the context of other types of

interactive advertisements. The convenience sample of

award winning and non award winning viral

advertisements examined in this study precludes the

generalizability of these results. Future studies should

make use of a random sample of award winning and non

award winning viral advertisements. Student respondents

were employed in this study. Enhanced external validity

would be obtained by using more representative samples.

This study is a first step towards assessing the link

between creativity and effectiveness of interactive

advertisements. Future studies can employ more refined

measures of each dimensions of advertising creativity.

In this study, I focused on only one web-specific measure

of advertisement effectiveness i.e. ad transfer. Future

studies can employ other web specific measures of

advertisement effectiveness like visit to the brand website,

duration spent on the website etc.

This study focuses on the effects of creativity of viral

advertising idea on its effectiveness. Along with creativity,

there can be other factors that affect advertisement

effectiveness, for example, advertisement appeals such

as sexual, violent, shocking, humorous, and inspiring,

specific advertisement themes, types of message, and

gender of the audience may also affect advertisement

effectiveness. Future studies can explore combined

effects of creativity and these others factors on

effectiveness of a viral advertisement. Though this study

answers some questions about effects of creativity of

viral advertisements on its effectiveness, here the focus

is on creativity of viral advertisements, not on viral

advertising process. Future studies can focus on

creativity of viral advertising process. Future experimental

designs can investigate effects of different viral advertising

processes on its effectiveness of the similar viral

advertisements. With increasing importance of viral

advertising practices, we need more academic research

to explore and grow this important new field.
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Appendix - A

Award Winning Viral Advertisements

Link: V1: http://www.webchutney.com/virals/udi.html

Description: This viral advertisement is based on a

popular Indian children’s game called “Chidiya Udi”. In

this game, objective is to trick the other players into

making all kinds of objects fly - be it people, places or

anything inanimate. The name literally means “the bird

flies”. One player takes the lead in rattling off a list of

objects using one’s index finger as a representative

gesture of flying. The catch is to resist following the

leader’s action, if the object named does not have the

power to fly. In this viral advertisement, however, as the

older girl mentions ordinary people and lifts her finger as

though they can fly, the small child follows suit. The

laundry guy, the gardener, the vegetable vendor along

with a bunch of ordinary people can now fly owing to the

lowest airfares being offered by Makemytrip.com. While

“uda” and “udi” are Hindi translations of the phrase “can

fly”, “ula” and “uli” mean the same but with a child’s lilt.

Nikhil, Ashi and Himanshu are other common Indian

names.

V2: http://webchutney.com/virals/chalo_lanka.html

This viral advertisement is a sort of sequel of V3; it is

based on the epic Ramayana, in which Ravana kidnapped

Sita- wife of Ram. Ram won a great war with the mighty

Ravana, killed him and rescued his wife Sita. In this viral,

there is a new humorous twist to the popular kidnapping

incident. The two brothers, Ram and Lakshman along

with their faithful sidekick, Hanuman pick the affordable

airfares to Sri Lanka by MakeMyTrip to reach Sita instead

of the treacherous journey that they undertake in the

original epic.

Non Award Winning Viral Advertisements

V3: http://webchutney.com/virals/sita_haran.html

This viral advertisement is the first in series of two; it

centered on the Indian festival of Dusshera and titled as

“Dusshera cancled”.  In the epic Ramayana, Ram won

the war again Rawan who kidnapped his wife Sita, and

thus Dusshera is celebrated across India to mark this

victory of good over evil. In this viral, however, Ravana,

while on a mission to hoodwink and kidnap Sita

encounters the enticing offer from Makemytrip.com and

unable to resist it, he rushes off to claim it and drop his

plans to kidnap Sita.

V4: http://www.webchutney.com/virals/moving_

train.html

This viral advertisement is a humorous take on the popular

Indian movie “Sholay” a movie about Dacoits and Bandits.

The opening scene has all the filmy drama. Armed dacoits

are chasing a train on horseback accompanied by typical

action movie soundtrack. After a good chase, the dacoits

climb aboard the train and warn the passengers not to

move; only to realize a moment later that the

compartment is empty. His equally perplexed henchman

moans, “there is no one in the train!!!”. That very moment

the hapless gang sees a plane flying by full of happy

passengers. Even as the dacoits stare at the plane, one

of them asks, “Kya ab hawai jahaj ko lootiyega ka?”

(Will you now loot the airplane?)



13Srusti Management Review, Vol -IX, Issue - II, July - December 2016

Women Directors in Corporate- A Kindling Move towards Women
Empowerment

Dr.Manisha Singh
Faculty of Finance, IBS, Bangalore, Karnataka, Email: manisha@ibsindia.org

Akinchan Buddhodev Sinha

Assistant Director, ICSI-CCGRT, Navi-Mumbai & Research Scholar, ICFAI University Jharkhand

Email: akinchanbsinha@gmail.com

Abstract

In India, recognizing the significance of the role of woman in the growth and development of the corporate, The

Securities and Exchange Board of India vide its circular date 17th of April, 2014 made it compulsory for all the listed

companies to appoint at least one Woman Director on their Board by 31st of March, 2015 in alignment with the

requirements of Section 149 of the Indian Companies Act, 2013, under corporate governance norms. Thus days are

gone when women were ignored and their role was undermined. Today women are pillars of the business organization

and making noteworthy contribution towards the success of business. In view of the burgeoning significance of

women in corporate houses, this article makes an endeavor to delve deep into the need of women empowerment,

how presence of women on corporate boards have enhanced the performance of the business organizations, the

regulations governing the appointment of women directors on corporate boards and legal ramifications, takeaways

from global practice and other important aspects.

Keywords:  Women empowerment, start-ups, Corporate performance, Legal framework

Prologue- Women Empowerment

According to Nobel Laureate and Founder of UNDP’s

Human Development Index, Amartya Sen, once stated

that empowering women and girls with more choices and

more freedoms is vital to accomplish a better future for

all. Women agency and freedom are among the

significant catalyst for increasing development. It has

been observed that countries which have expanded

opportunities for women and girls in education and work

in recent decades have largely attained prosperity and

moderated population growth while restricting child

mortality and accomplishing social progress for all.

Despite numerous initiatives taken both legal and political

the condition of women is not so impressive, especially

in corporate. In an article titled, “What’s Keeping Women

From the Corporate Heights”?, wherein there is a mention

of existing discrimination in corporate boards. With

reference to Europe the quotas to improve gender balance

on corporate boards and threats to introduce them have

gone some way to pushing Europe in terms of female

representation in directorships. But the fact is on a global

scale women are amazingly scarce in the higher spheres

of corporate management.

In the U.S., gender-based discrimination is illegal, yet

the June 2014 issue of Fortune magazine reported that

the proportion of women CEOs had touched the historical

level of 4.8 percent. What was striking that this

development was described as “impressive progress”,

as in 1998 only one Fortune 500 company was led by a

woman. Even in the gender and socially progressive

Scandinavian countries female presence in executive

management remains abysmal. One of survey revealed

that merely 3 percent of the 145 biggest Scandinavian

market capitalizations have a female leader. The same

was found true with France.

Coming to India, according to a recent study on ‘Women

On Board 2016’ by global recruitment tendering platform

MyHiringClub.com and online job portal JobPortal.co.in

presence of women members on boards of Indian

companies is seen to be lower than the overall average

for developing countries. In the mentioned study

conducted online, a total of 38,313 listed corporate

houses participated globally and in India 1,459 listed

employees participated. The study revealed that overall

percentage of women directors on board is 6.91% in

these listed incorporations as against 6.69% in 2015.

Norway once again led the table with a higher percentage

of women on board at 40.12%, followed by Sweden

(29.31%), Finland (25.89%), South Africa (18.31%) and

the United States (17.37%). The report further noted that

the average board life of male directors in India is 3 years

more than their female counterparts while globally, the

difference is merely about 2 years. Moreover, it was

observed that women directors on an average are 5 years

younger than males.
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Review of literature

Gender diversity in corporate leadership relates to efficient

allocation of human talents as an economic resource.

The issue has increasingly inveigled the attention of

academics and regulatory institutions in recent years.

Several governments overtly urge corporate houses to

step up female representations in boardrooms and senior

management positions. For instance, United Kingdom

(UK) proposes a minimum of 25%, Norway mandates

40%, and Germany mandates 30% female representation

in boardrooms. These legislative initiatives are based on

the view that tapping female talent pools could exert a

positive impact on the corporate governance and

performance. Academic studies using European and

United States (US) data, however, could not reached to

a definite conclusion. For instance, while Carter, Simkins,

and Simpson (2003) exhibit a positive relation between

gender diversity and corporate performance, Adams and

Ferreira (2009) observed a negative effect.

Grant Thornton International (2015), drawing on 5,404

interviews in 35 economies and 20 in-depth interviews

with senior business leaders, reports that women’s

progress is restricted by numerous factors, from

ensconced social norms and gender bias to parenthood

and antiquated business practices. The report also

recommends initiatives to improve the advancement of

women in corporate leadership. These measures include

for society to stop holding female leaders up to a higher

standard, for government to build requisite infrastructure

and legislation, for women to reach for higher level

assignments, and for corporate houses to make a top-

level commitment to support women leaders.

Three theories have been put forward to explain the low

ratio of female leadership, i.e. “Glass ceiling”,

“Motherhood”, and “Selection process”. The glass ceiling

theory views the low representation of females in

corporate leadership as a remaining gender

discrimination issue, given that women were historically

discriminated in social rights until the last century.

Albrecht, Bjorklund, and Vroman (2003), based on a

survey of 19,941,998 individual labourers in Sweden

labour market create barriers for women from reaching

the top of the wage distribution- a glass ceiling effect in

top management. After extensive controls for gender

difference in age, education (both level and field), sector,

industry and occupation, the authors observed that the

glass ceiling effect in the raw data persists to a

considerable extent. Lyness and Judiesch (1999) studied

over 30,000 employees from multinational financial

services firms in the US. Consistent with predictions

based on sex stereotype research, they show that relative

to men, women were more likely to be promoted than

hired into management positions, and also relative to

men, women in higher-level positions received fewer

promotions than women in lower level. Based on a two

year follow up study with eBay workforce, Angier and

Axelrod (2014) report that women experience the

company in strikingly different manners from men, even

though they possess equal desire to move up. More

women than men feel that they are not understood and

their opinions are not listened to.

The Need for Women Empowerment

If one refers to the Indian constitution, then one can

clearly see that there is no place for inequality, which is

unfortunately present in the society. The Indian

constitution also enshrines the provisions which deal with

the significance accorded to women in workplaces too

and that women do have equal means of livelihood as

compared to that of men. Other recognition includes

provision for equal pay for equal work done by a women,

maternity relief and such other provisions. It can be said

without an iota of doubt that women have proved

themselves in all spheres of career. Recognizing the

growing importance of women, The Indian Companies

Act, 2013 have incorporated the concept of ‘Women

Directors on Corporate Board’.

Now the pertinent question emerges why women

empowerment is required or in other words what

advantages an economy can derive by embracing the

idea of women empowerment. Probably the answer lies

in the following points:

a) Entrepreneurial quality: Women possess paramount

entrepreneurship abilities, in the sense that from

home based micro-businesses to small start ups,

they can set up and bring into operation any form of

businesses. According to Forbes, women will

generate over half of the 9.72 million new small

business jobs by 2018. Not only are women creating

jobs, the National Federation for Independent

Businesses opined that women-owned small

businesses can withstand recessions more effectively

and display more adaptability than men owned small

businesses.

b) Ability to innovate: Women have been innovators and

have proved their excellence in the fields of science

and math for hundred years despite witnessing

discrimination and harassment. There is a noteworthy

instance of a girl from Nigeria who constructed pee-

powered generator. A Turkish girl who figured out how

to turn bananas into bioplastic and Ada Lovelace who

invented the first computer program. In a nutshell,

more empowerment implies more women in science,

which means more life-saving inventions.

c) Half the globe’s populace is women: As it is

considered that almost half of the population of the

planet comprises of women, and of this what is

shocking is that 50% of world’s women population

suffers discrimination, enhanced risk of assault and

other problems almost on a daily basis. Now when

on the one hand women possess tremendous

potential in contributing substantially towards the

economic development of a country, it is extremely

shameful that they are exposed to such atrocity,

thereby exerting a deleterious impact on their

creativity.
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d) Beneficial for economy: Financial empowers provide

impetus to economic growth of a country, which in

turn, play a crucial role in providing stability, alleviating

poverty, and enhancing global competitiveness. In

other words, having more bargaining chips on the table

can assist a country’s leaders in striking better deals

with other governing bodies, as well as receive

assistance and succor more effectively.

e) Food for All: The majority of women  (almost 80%) is

engaged in agriculture. Empowerment to grow, buy,

and sell the crops they want reduces malnourishment

in producing countries and enhances the quantum of

food available for export.

It is a well-established fact that more women on team

can provide an impetus to the performance. For instance,

citing private internal research of 20,000 client teams,

EY’s vice chair Berth Brooke has stated that the more

diverse teams enjoys higher profitability and high client

satisfaction than non-diverse teams.

At this juncture it will be interesting to note the study

done by Professor Aaron A. Dhir. Professor Dhir

conducted a qualitative, interview-based study of

Norwegian corporate directors, peeping deeply into the

experiences of 23 Norwegian directors, men and women

who had appointments both pre and post quota. The

observations were as follows: First, several women

brought to the boardroom, and to decision making, a

different set of perspectives, experiences, angles, and

viewpoints than their male counterparts. Board members

also observed that female directors are more likely than

their male counterparts to investigate deeply into the

issues on salver by putting forward more questions,

resulting into a strong intra-board deliberations. Most

women appeared to be uninterested in presenting a

portico of knowledge and were reluctant to formulate

decisions they did not fully understand. Board members

observed that female directors tended to have a different

style of engagement, seeking the opinions of others and

trying to ensure that everyone in the boardroom

participate in the discussion.

It will be interesting to observe the outcomes of other

research also pertaining to impact on performance of

corporate houses due to inclusion of women on corporate

boards. Charlotte Laurent-Ottomane, of the Thirty

Percent Coalition, in American lobbying group devoted

to have women fill thirty percent of the U.S. board seats

by 2015, stated that companies witnessed better

corporate governance when at least three women sit on

their boards, which amounts to thirty percent on a ten

person board. Since with this critical mass, female board

members are in a positon to express their viewpoints /

opinions.

Other research, though appears to show that female

representation on boards may not have substantial

impact on corporate performance. A 2011 study by two

University of Michigan professors showed that the stock

price of Norwegian companies took a dip when they

started including women to their boards to comply with

the country’s requirement that women comprise forty

percent of supervisory bodies.  Better performance by

corporate houses with female board members doesn’t

necessarily prove that that women led to robust

performance, either, it also implies that corporate houses

that are financially successful tend to be more inclusive.

In a study conducted on publicly traded companies by

Credit Suisse Research Institute, it was observed that

over a period of six years (the study was published in an

article, titled, “Do More Women on the Board Mean Better

Results?, dated 19th November, 2013), the share prices

of companies with at least one woman on the board

outshined those with no women on the board.

Interestingly, while performance seemed to have little

correlation with female board membership when the

economy was booming, from 2005 to 2007, this changed

with the recession. From 2008 to 2012, the stock prices

of companies with at least one woman board member,

on average, twenty-six percent higher than for corporate

houses with no female board members. The authors

concluded that more balance on the board brings less

volatility and more balance through the cycle.

Legal Framework Exploring India

According to Indian Companies Act, 2013, every listed

company and every other public company having (a) paid-

up share capital of one hundred crore rupees or more or

(b) turnover of three hundred crore rupees or more shall

have a woman director. Now on this legal requirement,

several experts have opined that the limit for the

requirements for women director for unlisted companies

should be reviewed and substantially enhanced.

Mandating gender diversity may not be supported by a

practical outlook in India. Board power needs to be

enriched by bringing together the appropriate blend of

members with the requisite or desirable skills needed

for running the business proficiently.

The management should have an ‘Inclusive Board’,

wherein there is a diversity of skills, thought, experience,

knowledge, understanding, perspective and age. It needs

to be noted that board members are leaders who evolve

in their respective areas to be competent for the hierarchal

role in the organization. Mandating legal requirement for

this may put forward a challenge since one cannot be

suitable for Board Member’s role by dint of law since it

has to come through the right education, skill, work

experience, training and expertise in the business.

It is also provided that any sporadic vacancy of a woman

director shall be filled-up by the Board at the earliest but

not later than immediate next Board meeting or three

months from the date of such vacancy whichever is later.

However, it is also equally true that the period of three

months is extremely short for finding the correct

candidate since the quality of board is vital, i.e. there

should be same rigor for women as for other directors.

Also the culture needs to be ensconced into the

organization so that diversity is fostered throughout the

hierarchy and not adhered only at the director level. In
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view of this, the experts have suggested to increase the

period to at least six months.

The Securities and Exchange Board of India vide its

circular dated 17th of April, 2014 made it compulsory for

all the listed companies to appoint at least one Woman

Director on their Board of Directors by 31st of March,

2015 in alignment with the requirement of Section 149 of

the Indian Companies Act, 2013, under corporate

governance norms.

In response to SEBI’s directions, more than 250

companies from Adani and Essar Groups, appointed

women directors. However, an anomaly was observed in

such appointments, i.e. majority of the companies

appointed the wives or daughters of their promoters or

top executives.

The initiative of BSE Ltd. regarding appointment of

Women Directors should be exalted. According to a

report published in Business Today, dated 15th of July,

2015, wherein there was a mention of the exchange

levying fine on 530 listed companies for failing to meet

the deadline of appointing a woman director in their

Boardrooms.

Espousing the provisions of the SEBI Circular, BSE Ltd.

by 13th of July, 2015 issued advisory to 530 companies

regarding levy of fines for non adherence with the said

provision within the prescribed timelines. It is important

to note that according to a report, dated 19th of April,

2016, as many as 56 companies including Tata Power,

Alstom India, state-run ONGC and GAIL have failed to

comply with regulator SEBI’s norms to appoint at least

one woman director on board. These non-compliant firms

include a host of PSUs (Public Sector Units) and PSBs

(Public Sector Banks).

Impact on Corporate Performance

In this section an endeavor is being made to reconnoiter

the impact of the presence of Women Directors on

corporate performance in terms of Reported Net Profit

After Tax. For this purpose randomly four companies have

been selected out of which two companies had women

directors whereas the other two have appointed women

directors post SEBI’s (Securities and Exchange Board

of India) directors regarding mandatory induction of

women directors on corporate boards. For analysis

purpose the actual names of the corporate houses have

been kept anonymous but actual financial data is referred

for deriving conclusion.

F-test (One Factor Model) have been used to comprehend

whether there is a significant impact on the Reported

Net Profit After Tax or not due to presence of women

directors on board. The companies which have women

on their board have been named as A ltd and B ltd. and

companies which have appointed women directors on

1st of April, 2015 in order to adhere to SEBI’s directors

have been named as C ltd and D ltd. Now to understand

whether there is a significant impact or not on the profits

of the mentioned companies, the period considered for

the study is 2010-2014, since the other two companies,

i.e. C ltd. and D ltd. does not had women directors on

board for the mentioned period. The rationale behind

considering the mentioned period is that a report titled,

“Standard Chartered  Bank: Women on Corporate Boards

in India 2010”, Cranfield University, School of

Management, wherein the information pertaining to

presence of women directors on corporate boards in 2010

have been provided. The four companies represents Steel,

Banking , Power and Engineering, Procurement and

Construction (EPC) sectors.

F-test (One Factor Model)

Null Hypothesis (H0) : There is no significant
difference on the Reported Net Profit After Tax of

Companies with and without Women Directors on
Corporate Boards.

Alternative Hypothesis (H1): There is a significant

difference on the Reported Net Profit After Tax of
Companies with and without Women Directors on
Corporate Boards.

Years A ltd. (X1) B ltd. (X2) C ltd. (X3) D ltd. (X4) 

2010 1553.29 2478.14 170 567.87 

2011 1659.38 3344.67 513.8 654.52 

2012 1493.20 4218.51 -294.5 120.16 

2013 1188.43 5233.79 -2295.01 -1,060.92 

2014 387.97 6309.17 -290.55 -2,355.48 

 X¯ 1 = 1256.454 X¯ 2 = 4316.856 X¯ 3 = -439.252 X¯ 4 = -414.77 

 

Grand Mean = 1256.45 + 4316.86 + (-) 439.3 + (-) 414.8 / 4

X¯¯ = 1179.80
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Variance Between Samples

SSC = Sum of Squares between samples = 29375 + 49205725 + 13107425 + 127720125 = 190062650

Variance Within Samples

SSE = Sum of Squares within samples = 1065403 + 9145777 + 4766400 + 6578977 = 21556557

ANOVA Table

Test Statistic: F = MSC / MSE

= 63354217 / 1347285 = 47.02

Decision: Since the calculated value of F= 47.02 is
greater than the tabled value F

0.05
 = 3.24, so that the

null hypothesis is rejected. Hence there is a
significant difference in the Reported Net Profit After

Tax of Companies with and without Women
Directors on their Boards.

Thus, it can be said without an iota of doubt that
presence of women on corporate boards does exert
a positive impact on its performance.

Way Forward

Several institutional investors are now laying thrust upon

gender composition of company boards. A research study

conducted by MSCI revealed that companies in the MSCI

World Index with strong female leadership generated a

Return on Equity of 10.1%  per annum versus 7.4% for

those without (as of September 9, 2015, gauged on an

equal weighted basis).

Academic research in management and psychology has

proved that groups with more diverse compositions tended

to be more innovative and formulate better decisions. In

the research study conducted by MSCI revealed that

companies bereft of board diversity witnessed more

governance related controversies than average. The

possibility of performance benefits coupled with non-

financial studies suggesting diversity could improve

decision-making have been cited by both global asset

owners and advocacy groups in support of endeavors to

foster a 30% global female director goal.

MSCI ESG Research estimates that based on current

“business as usual” trends, women are unlikely to

comprise 30% of directorships in publicly held companies

until 2027. However, based on two alternative approaches,

it may be possible to attain the 30% target at an

astounding pace:

a) The Accelerated Conversion approach would double

the proportion of new board seats taken by women

reducing the 30% estimate by five years, and;

b) The Accelerated Turnover approach would keep the

current rate of women taking new board seats at the

historical rate, but turnover of existing board seats could

enhance resulting in a less disruptive “refresh” attaining

the 30% target by 2020 (please refer exhibit 1).

²)¯¯X-1X( ²)¯¯X-2X( ²)¯¯X-3X( ²)¯¯X-X(

5785 5411489 5841262 5204452

5785 5411489 5841262 5204452

5785 5411489 5841262 5204452

5785 5411489 5841262 5204452

5785 5411489 5841262 5204452

57392 52750294 52470131 521027721

1X ²)1¯X-1X( 2X ²)2¯X-2X( 3X ²)3¯X-3X( 4X ²)4¯X-4X(

92.3551 41188 41.8742 1980833 071 642173 78.765 046569

83.9561 353261 76.4433 351549 8.315 004809 25.456 5443411

02.3941 15065 15.8124 3769 5.492- 76902 61.021 281682

34.8811 7264 97.3325 167048 10.5922- 0663443 29.060,1- 174714

79.783 852457 71.9036 9929693 55.092- 72122 84.553,2- 9326673

3045601 7775419 0046674 7798756

noitairavfoecruoS serauqsfomuS v serauqsnaeM

selpmasneewteB=CSS 056260091 3 71245336

selpmasnihtiW=ESS 75565512 61 5827431

latoT 702916112=TSS 91
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Figure-1

Projections for Reaching 30% Women on Boards

Source: MSCI
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Abstract

The economic reforms since 1991 have brought changes to the environment of Indian companies previously operated

and have put new pressures and realities in front of the bank employees, iced with a huge pile of inconsistencies.

Bank Officers have perhaps felt the maximum heat.  At this juncture the questions come in mind about the effectiveness

of the employee performance linked with the new or revised thought about the influencing factors for the job satisfaction

of employees. The study conducted was mainly descriptive & analytical. It is mainly to analyze the level and

important factors of job satisfaction among public & private bank employees through a structured close ended tailor

made questionnaire and analyzed with Garret Ranking technique. Contributory factors for job satisfaction of bank

officers of India mainly depend on organizational image and practice of learning organization.

Keywords: Job Satisfaction, Garret Ranking, Organizational image, Learning Organization.

Introduction :

Banking in India has its origin as early as the Vedic

period. It is believed that the transition from money

lending to banking must have occurred even before. The

general bank of India was the first joint stock bank

established in 1786. Banking has helped in developing

the vital sectors of the economy to usher in a new dawn

of progress on the Indian horizon. The sector has

translated the hopes and aspirations of millions of people

into reality. The main goals of the banks are to (a) Develop

close relationships with individual households,(b)

Maintain its position as the premier housing finance

institution in the country,(c) Transform ideas into viable

and creative solutions,(d) Provide consistently high

returns to shareholders. To increase in productivity &

improvement in brand, the strategies are expected to

be: HR Transformation, customer service excellence,

operational excellence, branch rationalization & upliftment

in alternate delivery channels, faster credit delivery &

effective monitoring, Effective management of impaired

debts, image re-positioning & business outlook, re-

orientation of IT initiatives, efficient risk management,

robust MIS infrastructure and increase in per employee

profitability.

The economic reforms since 1991 have brought changes

to the environment of Indian companies previously

operated. As a result, the financial sector has also

experienced considerable opening. Recognizing the poor

health of the financial sector, a host of reforms were

implemented (as laid out by the Narasimham Committee

on Financial Sector Reforms), including the deregulation

of interest rates, easing of restrictions on private and

foreign banks, removal of consortium lending

requirements, liberalizing of bank branch licensing, and

entry of mutual funds and foreign institutional investors.

Financial sector reforms, in particular, have acted to

induce firms to improve their cash and debt management

during the reform period (Topalova, 2004).

The public sector as well as the private sector banks

have undergone a sea-change over the years. The change

is more evident in the case of public sector banks that

are forced to match steps with private sector banks to

cope up with the emerging competition. This has meant

a total attitudinal change for the employees. This has

not been simple and has put new pressures and realities

in front of the bank employees iced with a huge pile of

inconsistencies. Bank Officers have perhaps felt the

maximum heat. On one side they are expected to
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monitor, administer and manage the clerical staff and on

the other hand to be the spokesperson of the

management. This paradox in the changed

circumstances plus the challenge to counter their own

problems has put them in an unenviable position.

 At this juncture the questions come in mind about the

effectiveness of the employee performance linked with

the new or revised thought about the influencing factors

for the job satisfaction of employees.

Job satisfaction

Satisfaction is the contentment of a person when he/

she may have fulfilled his/her desires. Satisfaction of

employees is essential for an organization, because it

is expected that when the employees feel satisfied, they

work efficiently and effectively and as a result, increasing

the productivity of the business. Job satisfaction comes

from the variety of ways. Some employees satisfied with

their pay structure or compensation, some are with

nature of job, promotion, supervision, colleagues, benefits

etc. A satisfied employee is free from work stress and

they become more productive (Rao, 2005).

Job satisfaction is any combination of psychological,

physiological and environmental circumstances that

cause a person truthfully to say I am satisfied with my

job (Hoppock, 1935). It focuses on the affective

orientations on the part of individuals toward work roles

which they are presently occupying (Vroom, 1964).

effectively explain the reasons of job satisfaction.

According to the Two factor theory of Herzberg (1968),

there are motivational and hygiene factors present in

one’s job. Rewards and benefits are hygiene factors, so

if they are not present, they will bring dissatisfaction,

but their presence will not necessarily bring job

satisfaction. Job satisfaction can be defined also as the

extent to which a worker is content with the rewards he

or she gets out of his ore her job, particularly in terms of

intrinsic motivation (Statt, 2004). The term job satisfaction

refers to the attitude and feelings people have about their

work. Positive and favorable attitudes towards the job

indicate job satisfaction. Negative and unfavorable

attitudes towards the job indicate job dissatisfaction

(Armstrong, 2006). Job satisfaction is the collection of

feeling and beliefs that people have about their current

job. People’s levels of degrees of job satisfaction can

range from extreme satisfaction to extreme

dissatisfaction, in addition to having attitudes about their

jobs as a whole. People also can have attitudes about

various aspects of their jobs such as the kind of work

they do, their coworkers, supervisors or subordinates

and their pay (George et al., 2008).

Objectives of The Study

The present study considered the following objective:

To identify the major influencing factors for job satisfaction

of bank officers of nationalized   and private banks in

India.

Literature Review

Hunjra et al (2010), found in their study in the banking

sector of Pakistan that organizational climate is one of

the key factor of job satisfaction. In the recent years,

banking sector has been able to attract young talents

who have chosen banking profession as their preferred

career. The nature of work is changing at whirlwind speed,

and the factors that keep an employee satisfied with his

or her job are also changing. Islam and Hasan, (2005)

identified that the contemporary banking business

considers the job of satisfying their employees most

important for retaining their valuable skilled workforce.

Information week survey reported that the challenges of

the job and the responsibility associated with it tend to

matter more than the salary (Hannay and Northam, 2000;

Mateyaschuk, 1999). Rust et al.  (1996) analyzed that

work environment appears to be one of the best predators

of job satisfaction. According to Benders and Looj (1994),

there is no direct relation between job satisfaction and

salary. Job satisfaction of bank employees is essential

to the production due to the levels of collaboration

developed from content employees. In this era of

competitive world, success of any organization depends

on its human resource. Banks are no exception to this.

The employees of the Bank are valuable assets to the

organization. If they are highly satisfied they produce

more and it is profitable for the organization. So in this

competitive environment it is necessary to know the

employees views toward their job and to measure the

level of satisfaction with various aspects of job

satisfaction. Efficient human resource management and

maintaining higher job satisfaction level in Banks

determine not only the performance of the Bank but also

affect the growth and performance of the entire economy.

So, for the success of banking it is very important to

manage human resource effectively and to find whether

its employees are satisfied or not only if they are

satisfied, they will work with commitment and project a

positive image of the organization. If they are highly

satisfied they produce more and it is profitable for the

organization. Narrowing the research, job satisfaction can

aid in understanding the connection between personal

variables and deviant behavior in the workplace. Lack of

work incentives and low staff morale can, in turn,

undermine the confidence in the administration, leading

to increased stress for the workers.

Research Method :

Study Design :

The study conducted was mainly descriptive & analytical.

It is mainly to analyze  the level and important factors of

job satisfaction among public & private bank employees

through Garret Ranking technique.

Variables:

Independent Variables : Type of work, Skill required,

Occupational status, Size of the organization, Present

place of work, Security, Pay, Opportunity for
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advancement,  Working conditions, Co-workers,

Supervision, culture, relationship with peers and

subordinates and recognition of work.

Dependent Variable: Job Satisfaction

Sampling:

Sampling Techniques: For the purpose of the study,

the researcher selected the branches of United Bank of

India & HDFC on the basis of stratified random technique.

The researcher personally contacted 60 officers of United

Bank of India & HDFC bank in West Bengal on the basis

of convenience.

Sample Size: 60 (30 officers from private bank & 30

from public bank).

Sample Unit : Bank officers

Tool and Method of Data Collection:

On the basis of secondary data search  a questionnaire

was designed  to identify the various variables contributing

towards Job satisfaction of employees. The endeavors

were to identify the key Job satisfaction issues, on which

employee’s perception can be obtained on selected

factors. The respondents were requested specifically to

ignore their personal prejudices and use their best

judgment on a 5 point Likert scale. The purpose of this

exercise was to make the response a true reflection of

organization reality rather than an individual opinion. The

5 point of the scale indicated in the questionnaire are-

5= Strongly disagree, 4= Disagree, 3=Indifferent,

2=Agree and 1= Strongly agree.  The primary data for

this study were collected during the year  2014 -15.

Analysis Pattern:

Garrett’s Ranking Technique

To find out the most significant factor which influences

the respondent, Garrett’s ranking technique was used.

As per this method, respondents have been asked to

assign the rank for all factors ( from 1 to 5) and the

outcomes of such ranking have been converted into score

value with the help of the following formula:

Percent position =    

Where, Rij = Rank given for the ith variable by j

Nj = Number of variable ranked by jth  respondents

With the help of Garrett’s Table, the percent position

estimated is converted into scores. Then for each factor,

the scores of each individual are added and then total

value of scores and mean values of score is calculated.

The factors having highest mean value is considered to

be the most important factor.

Table values for five ranks are given in Table 1.

Table - 1 : Percentage Positions and their corresponding Garrets Table Values

Ga rre t’s Ra nk  (in five  
points Sca le ) 

Perc en ta ge  Po sition 
G arret’s  Tab le  

V alue 

1  (h ig he st  R an k) 10  9 8.32  

2  30  8 4.56  

3  50  5 0 

4  70  1 5.44  

5 (lo we st Ra n k) 90  1 .6 8  

RESULTS

Mean score to indicate the preferences of the factors and respective rank position are calculated and shown in Table 2
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Table -2 : Preference for the Factors for Job Satisfaction of Indian Banks  Employees (n=60)

Sl. 
No 

 

Factors Rank 
Total 

Score 
 

Mean 
Score 

Rank 
 

 5 4 3 2 1    

1 Working hours 2 0 11 28 19 4789.12 79.82 22 

2 Scope for flexibility in work scheduling 1 4 7 28 20 4747.52 79.13 23 

3 Location of work  1 19 25 15 4554.24 75.90 26 

4 Physical Working Condition  1 4 36 19 5127.68 85.46 11.5 

5 Reasonable Salary structure  3 3 24 30 5175.36 86.26 10 

6 Benefits(insurance policy, family welfare etc)  1 3 28 28 5286.08 88.10 8 

7 Paid vacation time/sick leave offered   16 39 05 4589.44 76.49 25 

8 Leave travel fair 1 2 25 29 03 4029.76 67.16 40 

9 Opportunities for promotion  3 17 31 09 4402.56 73.38 33 

10 Opportunities for number of promotion  4 24 22 10 4105.28 68.42 36 

11 Promotional procedure is transparent & fair   21 29 10 4485.44 74.76 29 

12 Employees are interested to take promotion   7 32 21 5120.64 85.34 13.5 

13 There is a scope for utilization of skills & talent  2 21 33 04 4264.64 71.08 35 

14 Job gives opportunity to learn new skill   22 33 15 5365.28 89.42 2 

15 Organization support additional training & education  2 16 25 17 4616.32 76.94 24 

16 Job responsibilities match with qualification & skills  1 20 29 10 4450.88 74.18 30 

17 There exist system for recognition of work accomplished 1 9 22 25 03 3649.60 60.83 43 

18 Appreciation for a target achievement is adequate 1 8 22 23 6 3760.00 62.67 42 

19 There exist reward systems for extraordinary work  
1
5 

26 15 04 3193.28 53.22 44 

20 The procedure for rewards & recognition is transparent  3 25 25 7 4098.56 68.31 37 

21 Employees know what is expected from them 1 3 14 28 14 4492.16 74.87 28 

22 Provide continuous information needed  1 4 36 19 5127.68 85.46 11.5 

23 Endow with clear direction on work assignments 1 3 15 28 13 4443.84 74.06 31 

24 
Gives clear, effective and timely feedback on 
performance 

 2 20 31 7 4340.48 72.34 34 

25 
Opportunity to Share experience with co-workers to 
help each other 

  3 31 26 5327.68 88.79 4.5 

26 Receive adequate opportunity to interact officially  1 3 35 22 5288.08 88.13 7 

27 Relationship with supervisors  2 8 35 15 4865.28 81.09 19 

28 Relationship with subordinates  1 3 25 31 5327.36 88.79 4.5 

29 Opportunities for experiencing variety of job 1 3 24 23 09 4077.76 67.96 39 

30 Degree of independence associated with Work role  3 16 32 09 4437.12 73.95 32 

31 Adequate opportunity for periodic changes in duties  2 26 28 4 4091.84 68.20 38 

32 Job itself is interesting and enjoying  1 5 33 21 5120.64 85.34 13.5 

33 Can do the work without interference  1 10 30 19 4920.32 82.01 16 

34 Gives authori ty needed to do the job 1 4 6 26 23 4823.36 80.39 21 

35 Can Provide input on decisions affecting the job given 1 1 17 26 15 4540.48 75.67 27 

36 opportunities to use innovative ideas in job 1 2 27 30  3919.36 65.32 41 

37 This job makes a difference in the lives of others 1  12 26 21 4864.96 81.08 20 

38 The organization has a positive image to the friends   4 25 31 5361.92 89.37 3 

39 
Feel proud to pronounce the name of the 
organization 

  3 10 47 5616.64 93.61 1 

40 Gives prestigious position for family members also   7 18 35 5313.28 88.55 6 

41 Organization is strong competitor in key growth areas  1 12 16 31 5016.32 83.61 15 

42 Its leadership possesses a clear vision of the future  1 12 23 24 4920.00 82.00 17 

43 
Leadership has made positive changes for the 

organization 
 1 11 27 21 4913.28 81.89 18 

44 Customers  Relationship  1 2 29 27 5222.32 87.04 9 

From the Table2 the ten most preferred factors for job satisfaction are identified and shown in Table 3



23Srusti Management Review, Vol -IX, Issue - II, July - December 2016

Table 3:  Highest Preferred Factors for Job Satisfaction of Indian Bank Employees(n=60)

The garret ranking identified the significant driving factors

for the job satisfaction of the bank officers of India, where

the total things are boiling down to organizational or

corporate image and learning organization.

Conclusion:

One of the major factors of job satisfaction of the bank

officers is internal and external organization image,

which are the perception that different people hold an

organization. This is important for an organizations ability

to attract and retain relationships with its different internal

and external constituencies. Perceptions may be derived

from individual experiences and impressions of the

organization, or influenced by the corporate

communication activities (Gioia, Schultz and Corley

2000). A strong and credible organizational image resides

in the organizational identity defined as members’

perceptions of who they are as an organization.  By

exposing their organizational identity to outsiders,

organizations are adding intangibles to products and

services. Keller (2000) shows the organizational

associations that are considered to be particularly

important in the perception of organizational image are:

Common product attributes benefits or attitudes such

as quality and innovativeness. Customer-orientation.

Values and programs such as concern with environment

and social responsibility. Corporate credibility, such as

expertise, trustworthiness and likability.

In the changing scenario one of the most effective

techniques for management of change through

organizational development is the acceptance and

practice of learning organization culture. The second

focal point for job satisfaction of the Indian  bank

employees are practice of learning organization. Senege

(1990) suggested learning organization is founded on

five disciplines: Personal Mastery ie Essential to the

process is building self-awareness and understanding

personal strength and weakness. Mental Models ie Allows

individual to unearth the assumption and generalization

that influence their understanding of the world and shape

how action is taken. Building Shared Vision means the

vision is created collectively to realize the vision that

fosters genuine commitment. Team Learning where

individual share and transmit own thoughts and learning

for the betterment and maintaining balance of knowledge

for all the members of the team. System Thinking

consider a business organization is a complex system

with many subsystems and applying systems thinking

means viewing each function as part of the larger system

rather than as a collection of isolated tasks.

So the matching the mind set of the employees with the

important driver for change management would help in

the effectiveness of the banking system where

employees spontaneously and happily participate in

fundamental change.

Recommendation :

1. Image created by an organization to be communicated

to stakeholders.

2. Visionary perception the organization would like

external others and internal members to have of the

organization sometime in the future.

3. Identity emerging from how organizational members

perceived outsiders image of the organization. The

discrepancy between how members saw themselves

(identity) and how they believed they were perceived

by outsiders (external construed image)

4. The data based factors of the study had provided

sufficient insight into the quality and level of learning

of the Indian banking system. Such findings could be

used by the top management to diagnose the

strengths and weaknesses of structures, the level of

oN.lS srotcaF noitaterpretnI knaR

1 noitazinagrOehTfOemaNehTecnuonorPoTduorPleeF egamIlanretnIetaroproC 1

2 llikSweNnraeLoTytinutroppOseviGboJ noitazinagrOgninraeL 2

3 sdneirFehToTegamIevitisoPAsaHnoitazinagrOehT egamIlanretxEetaroproC 3

4 rehtOhcaEpleHoTsrekroW-oChtiWecneirepxEerahSoTytinutroppO ygrenyS-noitazinagrOgninraeL 5.4

5 setanidrobuShtiWpihsnoitaleR pihsnoitaleRmaeT 5.4

6 srebmeMylimaFroFnoitisoPsuoigitserPseviG egamIlanretxEetaroproC 6

7 yllaiciffOtcaretnIoTytinutroppOetauqedAevieceR pihsnoitaleRmaeT 7

8 )cteerafleWylimaF,yciloPecnarusnI(stifeneB stifeneBytiruceSlaicoS 8

9 pihsnoitaleRsremotsuC pihsnoitaleRsremotsuC 9

01 erutcurtSyralaSelbanosaeR yaP 01
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organizational learning climate and team

cohesiveness pattern of banks to promote the learning

to optimize performances of the bank where

employee continue to work till their superannuation

satisfactorily and happily.
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Abstract

Purpose: Better disclosure through responsible reporting keep stakeholders better informed about the way a company

is being managed. The foundation of any composition of corporate governance is disclosure and reporting. This

study examines the disclosure and responsible reporting practices adopted by Indian companies listed in Fortune

top 500 companies along with the extent and compliance of business responsibility report in their annual reports.

Methodology: This paper relies on secondary data collected from different web sources and annual reports of the

selected companies for the period 2014-15. In order to examine the extent of disclosure practices a composite

disclosure index score has been calculated. The information of disclosure in the annual reports of the companies is

categorized into different sub-categories: Governance disclosures and disclosures in Business Responsibility Report

have been considered for the study. Index of disclosures in corporate governance (Board of Directors, Board Meeting

and Independent directors) and Business Responsibility Report disclosures consisting of 77 items was constructed.

Bivariate Analysis (Parametric test) ANOVA has been used to generalize the hypothesis. All the assumption namely

test of normality (Kolmogorov-Smirnov Test) and homogeneity of variance have been also verified.

Findings and Conclusion: Based upon the sample data and its analysis, the results of the ANOVA test reveal that

there is no statistically significant difference between Governance Disclosures and Disclosures in Business

Responsibility Report adopted by selected Indian companies.

Type: Research Paper

Keywords: Disclosure and Reporting, Corporate Governance, Clause 55, SEBI, Indian Companies, Fortune

JEL codes: G34, M14, L83, L21

Introduction

Corporate governance is all about maximizing shareholder

value legally, ethically and sustainably. Good corporate

governance includes a vigilant board of directors, sensible

disclosures and adequate reporting of meaningful

information about the board and management process.

Greater transparency and better disclosure through

responsible reporting keep stakeholders better informed

about the way a company is being managed. Traditionally,

the reporting practices of Indian companies have been

poor as compared to their western counterparts. One

reason for the slow pace of adoption of responsibility

reporting has also been the lack of demand from Indian

investors and stakeholders. Globally, there is an

increased realization and acceptability that superior

corporate governance is necessary to create a business

environment of transparency, trust and accountability to

support sustainable economic growth. SEBI, with the

purpose of conveying the basic framework governing the

regime of listed entities in line with the Companies Act,

2013 and at the same time compiling all the mandates

of varied SEBI Regulations/Circulars governing under the

ambit of a single document, has notified SEBI (listing

obligations and disclosure requirements) Regulations

(hereinafter referred as “LODR” or “Listing Regulations”)

on September 02, 2015, thereby giving all the listed

entities and stock exchanges, a time span of 90 days to

implement the said listing regulations. This has been

done to have a uniform disclosure policy to follow best in

class of corporate governance practices with respect to

disclosures, to ensure timely, adequate and accurate

disclosure on an ongoing basis.

With the prologue of the SEBI (LODR) Regulations, 2015,

an attempt has been made to mandate disclosures by a

listed entity in an adequate, accurate and timely manner

by proper and timely disclosure through different reports

before their stakeholders to maintain transparency

between the company and the shareholders and in order

to enhance and retain investor’s trust. The SEBI (LODR)

Regulations provide comprehensive disclosure framework

that companies will be compelled to comply with in order

to maintain their status as listed company. Moreover,

the ultimate responsibility to make disclosures has been

cast upon the Board of Directors of the listed entity. Thus,
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Regulation 34 has also introduced the concepts of
transparency and accountability in a stricter sense which
will result in more accurate and adequate disclosures in
a timely manner (Annual reports within 21 working days
of being approved and adopted at the AGM).  As per
clause (f) of sub regulation (2) of the SEBI LODR 2015
Regulation 34, the Annual Report should contain a
Business Responsibility Report (Clause 55 of Listing
Agreement) describing the initiatives taken by the listed
entity from an environmental, social and governance
perspective, in the format as specified by SEBI.

Theoretical Background

Now-a-days business enterprises are increasingly seen
as decisive components of social system and they are
considered accountable not merely to their shareholders
from a revenue and profitability perspective but also to
the larger society which is also its stakeholder. Hence,
adoption of responsible business practices in the interest
of the social set-up and the environment are as vital as
their financial and operational performance. This is all
the more relevant for listed entities which, considering
the fact that they have accessed funds from the public,
have an element of public interest involved, and are
obligated to make exhaustive continuous disclosures on
a regular basis. One of the critical aspects of responsible
business practices is that businesses should not only
be responsible but they should also be seen as socially,

economically and environmentally responsible by
ensuring better compliance with corporate governance
norms. The disclosure and reporting mandated by SEBI
is part of larger efforts to advance corporate governance
disclosure practices and more transparency in terms of
reporting of various socially responsible activities carried
out through SEBI’s LODR Regulations 2015. The key
areas required to be reported by the entities include
environment, social, governance and stakeholder
relationships. This SEBI directive has been applicable
to the listed companies from April, 2016 and the remaining
companies will come under its ambit in a phased manner.

Indian companies listed in Fortune top 500
companies

The Fortune Global 500 is an annual list compiled and
published by Fortune magazine that ranks 500 of the
largest corporations by total revenues for their
respective fiscal years. The list includes public
companies along with privately held companies for
which revenues are publicly available. The concept of
the Fortune 500 was created by Edgar P. Smith,
a Fortune editor, and the first list was published in
1955. This year, seven Indian companies made it to
the list of the latest ‘Fortune 500’ list of the world’s
biggest corporations, the same number as last year
2014-15

Table - 01: Top Indian companies listed in Fortune top 500 companies

 Name of Company 
Ranking in 

2016 
Ranking in 

2015 
Revenue  

($M) 
Sector/Industry 

1 Indian Oil Corporation 161 119 $54,711 Oil & Gas 

2 Reliance Industries Ltd 215 158 $43,437 Oil Gas power 

3 Tata Motors 226 254 $42,092 Automobiles 

4 State Bank of India 232 260 $41,681 Bank ing 

5 Bharat Petroleum Corp 358 280 $29,082 Petro 

6 Hindustan Petroleum 367 327 $28,829 Petro 

7 Rajesh Exports Ltd. 423 --------------- $25,237 Gems & Jwellery 

 
Sources:  http://beta.fortune.com/global500/list/filtered?hqcountry=India

A majority of state-owned companies from India dominate
the list. Indian Oil Corporation ranked the highest at 161st
among Indian firms, but ONGC has moved out of the
rankings for 2016. Indian Oil is followed by banking giant
State Bank of India (SBI), Bharat Petroleum and
Hindustan Petroleum. In comparison, more than 100
Chinese companies made it to the list, behind only the
US, which had the most companies. Over a dozen new
companies from China made it for the first time on the
list.  In 2015-16 Indian private gems and jewellery major
Rajesh Exports has been listed for the first time on the
list at 423rd position. Reliance Industries was the top-
ranked among private sectors firms at 215, followed by
Tata Motors and Rajesh Exports. Overall, Walmart topped

the list, followed by State Grid, and China National
Petroleum.

Literature Review

The lack of interest towards the degree of corporate
disclosure and reporting followed by poor corporate
governance in the corporate world led the global economy
to face financial scandals, and frauds. The accounting
meaning of disclosure is not very exhaustive since it talks
about revealing information with respect to the financial
statements. When we are trying to seek information about
a business, how it is being conducted, how it is performing
when performance in itself has many contexts so mere
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accounting definition is not sufficient. There are various

users of accounting information with their diverse needs

for such information. Hence the definition of disclosures

as provided by GRI G3 Guidelines is more apt which

states “Disclosure is the practice of measuring, reporting,

and being accountable to internal and external

stakeholders so as to provide a balanced and reasonable

representation of performance (National Voluntary

guidelines, 2011).”

Disclosure is an “act or process of revealing or uncovering

(The Free Dictionary, 2013).” In accounting terminology

disclosure is defined as a “statutory or good faith

revelation of a material fact (or an item of information

that is not generally known) on a financial statement or

in the accompanying notes, e.g. footnotes (The Business

Dictionary, 2013)”

Cooke, T. E. 1989 in his paper tried to assess the extent

of corporate annual report disclosure in Sweden and

further tried to find an association between a number of

corporate characteristics and extent of disclosures. In

order to capture disclosures a scoring sheet was

developed. 224 items were listed in the scoring sheet

which were distributed under financial statements,

measurement and valuation methods, ratios, statistics

and segmental information, projections and budgetary

disclosures, financial history, social responsibility

accounting. It was inferred that the capital needs and

foreign regulations led to more disclosures in case of

companies with more disclosures. Another finding of the

paper was the association between size of the firm and

extent of disclosures.

S P Kothari, J E Short, 2003 emphasized the importance

of corporate disclosures and its impact on the financial

health of the company. Although the study was

successful in providing empirical evidence demonstrating

the importance of positive news disclosure on cost of

capital yet there have been no findings which suggest

the impact of negative news disclosures. The information

analysis suggests strong and different patterns in

disclosure content made by firms, analysts and the press

and laid emphasis on the role of agency in assessment.

It was found that as the role of information intermediaries

increased, the level of information discerned also goes

up. The sample comprises of companies in four sectors

- Pharmaceutical, Telecommunications, Financial

Services and Technology and four electronic data sources

were accessed - Dow Jones Industrial, Investex, Factiva

and Securities and Exchange Commission’s Edgar site.

The researchers not only studied the annual reports of

the companies concerned but also considered all other

disclosures made by companies.

Mohammad Hossain, 2008 in his paper “The extent of

disclosures in annual reports of Banking Companies: the

case of India” argued that attributes like size, profitability,

board composition and market discipline are significant

in explaining the extent of disclosures. The study

empirically examines the extent to which Indian listed

banks disclose mandatory and voluntary items in their

annual reports. The sample size covered all the banks

listed on BSE and NSE in the year 2004. A list of

mandatory and voluntary items were selected by the

researcher and the study revealed an average score of

88 in case of mandatory disclosures which was much

higher than the average score of 25 in case of voluntary

disclosures. This paper was a major contribution in the

concerned field showing that disclosure and high

compliance could be attained through a strong monitoring

system.

Mohammed Hossain, Helmi Hammami, 2009 argued

in their study “Voluntary disclosure in the annual reports

of an emerging country: The case of Qatar” that some of

the company-specific factors that are significant in

explaining the extent of voluntary disclosures are age,

size and asset-in-place. The study focuses on finding

out the factors which determine the extent of voluntary

disclosure in the annual reports of listed firms in Qatar.

The sample selected is 25 listed firms of Doha Securities

Market (DSM) in Qatar, constituting almost 86 percent

of the total market. The study based on relationship

between company-specific characteristics and voluntary

disclosures of the sample.

Ragini, 2012 did a comparative study of intangibles

disclosure practices among Indian, US, and Japanese

companies for a period of five years. The study developed

a disclosure index of 180 items, both mandatory and

voluntary to examine the type and extent of disclosures.

Both univariate and multivariate techniques were used

to analyze the data. In order to test the difference

between the disclosures score over the years, Wilcoxon

matched pair-sign rank test and paired t-test were used.

In the context of India, it was suggested that narrative

nature disclosures should be emphasized by accounting

and regulatory authorities to improve the level and extent

of disclosures.

Objective of the study

The present study aims to identifying and analyzing the

contents and extent of corporate governance disclosure

scores and disclosures in business responsibility reports

under Clause 49 and Clause 55 in the annual reports by

top Indian companies listed in Fortune top 500

companies.

Hypothesis

H1: There is no significant mean difference among

disclosure scores of firms.

H2: There is no significant difference between corporate

governance disclosure scores and disclosures in

business responsibility reports of selected companies.

Methodology

The nature of the said research work is analytical to

measure the reporting practices of the selected listed

seven Indian companies, which are top Indian companies
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listed in Fortune top 500 companies, viz., Indian Oil

Corporation, Reliance Industries, Tata Motors, State Bank

of India, Bharat Petroleum and Hindustan Petroleum.

Being listed Indian companies, they came under

mandatory disclosure of BRR as per SEBI Clause 55.

This study is based on the secondary data collected

from annual reports/ responsibility reports from the

websites of the selected companies based for the year

2014-15. The study calculated the governance disclosure

and responsibility reporting disclosure score for

companies. Further, Bivariate Analysis (Parametric test)

ANOVA has been used to generalize the hypothesis as

ANOVA is probably the most useful technique in the

field of statistical inference (Montgomery 2001, p 63).

As explorative statistical analysis, ANOVA is an

organization of additive data decomposition, and their

sum of squares specifies the variance of all component

of the decomposition (or equivalently, each set of terms

of a linear model). It is computationally elegant and

relatively robust against violations of its assumptions.

ANOVA has long enjoyed the status of being the most
used (some would say abused) statistical technique

(Howell 2002, p 320).

The limited disclosure index and sample size may be

considered as limitations, Results may be more robust

if all the listed companies are included under the study.

Discussion and Analysis

Ho has tested by using test of significance Anova that

has applied on the final score index data. All such tests

have some assumptions that are tested first and if data

satisfy those assumptions only then proposed test can

be applied on the data. There are some assumptions of

Anova that have been tested first. These assumptions

are that samples are independent, normality of data and

samples have equal variance  as all data sets and

samples of different companies are naturally independent

to each other. Equality of variances of samples has been

tested by using Levene’s Test of Homogeneity (see Table

3). The data satisfy all the assumptions of the Anova

test of significance, thus this tool is found to be

appropriate for testing Ho.

Table- 2: Normality Test: (Kolmogorov-Smirnov Test)

 Disc_Score 

N 6 

Normal Parameters
a,b

 
Mean 77.67 

Std. Deviation 12.738 

Most Extreme Differences 

Absolute .200 

Positive .200 

Negative -.134 

Kolmogorov-Smirnov Z .490 

Asymp. Sig. (2-tailed) .970 

 
Given that p=0.970 we would conclude that each of the

levels of the Independent Variable (Disclosure) are nor-

mally distributed at 5 % level of significance. Therefore,

the assumption of normality has been met for this

sample. (See Table 2).

Table-3 :Test of Homogenity of Variances DISC Index

a. Groups with only one case are ignored in computing

the test of homogenity of variance for DISCIndex.

Since the p value is more than 0.05 at the 5% level of

significance it is clear that all samples have equal

variances. Thus Ho is accepted. That means there is no

significant difference in the disclosure practices of the

companies and all are performing at par.

citsitatSeneveL 1fd 2fd
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Table- 04:ANOVA

Disc_Score

 Sum  of Squares df Mean Square F Sig. 

Between Groups 89.333 3 29.778 .082 .963 

Within Groups 722.000 2 361.000   

Total 811.333 5    

 
This table from the ANOVA (ANOVA output) is the key

table because it confirms whether the overall F ratio (F

test) for the ANOVA is significant. Based upon the sample

data and its analysis, result of the ANOVA test reveals

that there is no statistically significant difference between

governance disclosures and disclosures in business

responsibility report adopted by selected Indian

companies.

Conclusion

The study has been carried out to research objectives

connecting to disclosure and reporting practices by

selected Indian companies. In this research, the

comparison of extent of disclosure and reporting practices

in business responsibility reports has been considered.

When regulatory guidelines and standards being adopted

and companies characteristics have an influence on

disclosure score. The quality of accounting standard and

strict adherence of the accounting standard leads to

higher disclosure score. The mode of reporting practices

has an impact on disclosure score. The total disclosure

index framed for these categories have scored against

the disclosed information. The hypothesis of no significant

difference between the disclosure practices adopted by

selected Indian companies has been accepted because

the ANOVA test shows that all the companies Indian Oil

Corporation, Reliance Industries, Tata Motors, State Bank

of India, Bharat Petroleum, Hindustan Petroleum and Oil

and Natural Gas are at par with regard to their disclosure

and reporting practices in their annual reports at the 5%

level of significance.
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Appendix

Annexure I: Table: Business Responsibility Reporting Disclosures

Item no. S. No. Information /Disclosure 

Section A: General Information about the company 

1 1 Corporate Identity Number (CIN) of the Company  
2 2 Name of the company  
3 3 Registered Address  

4 4 Website  
5 5 E-mail id  

6 6 Financial Year reported  

7 7 Sector(s) that the Company is engaged in (industrial activity code-wise)  

8 8 
List three key products/services that the Company manufactures/provides (as in balance 
sheet)  

9 9 Total number of locations  where business activity is undertaken by the Company  

10 i. Number of International Locations (Provide details of major 5)  

11 ii. Number of National Locations  

12 10 Markets served by the Company – Local/State/National/International/  

Section B: Financial details of the company 

13 1 Paid up Capital (INR)  
14 2 Total Turnover (INR)  

15 3 Total profit after Taxes (INR)  

16 4 Total spending on Corporate Social responsibility (CSR) as percentage of profit after tax (%)  

17 5 List of activities in which expenditure in 4 above has been incurred:-  

Section C: Other Details 

18 1 Does the company mentions about i ts subsidiary company/ companies in BR Report  

19 2 
Do the Subsidiary Company/Companies participate in the BR Initiatives of the parent 
company?  

20 3 
Do any other entity/entities (e.g. suppliers, distributors etc.) that the Company does business 
with, participate in the BR initiatives of the Company?  

Section D: BR Information 

21 1 
Information about the Director/Director/executive responsible for implementation of the BR 
policy/policies.  

22 2 Information about the BR head Principle-wise (as per NVGs) BR Pol icy/policies 

23 3 
Do you have pol icy/policies in accordance with and for all 9 principles ( if a co have policy for 
majority of principles  and reason and time frame for not having for others is mentioned then 
1 has been assigned.)  

24 4 Has the policy being formulated in consultation with the relevant stakeholders?  

25 5 Does the pol icy conform to any national /international s tandards? If yes, specify?  

26 6 
Has the policy being approved by the Board? Is yes, has it been signed by 
MD/owner/CEO/appropriate Board Director?  

27 7 
Does the company have a specified committee of the Board/ D irector/Official  to oversee the 
implementation of the policy?  

28 8 Is there a mention of l ink for the polic y to be viewed online?  

29 9 
Has the policy been formally communicated to all relevant internal and external 
stakeholders?  

30 10 Does the company have in-house structure to implement the policy/policies? 

31 11 
Does the Company have a grievance redressal mechanism related to the policy/policies to 
address stakeholder’s grievances related to the policy/policies?  

32 12 
Has the company carried out independent audit/evaluation of the work ing of this policy by an 
internal or external agency?  

33 13 
If the company has no policy with respect to any of the principles or all the principles has it 
mentioned the reason for this?  

34 14 Does the company provides some timeline for putting such polocy/policies in place.  

35 15 
Is there a mention about the frequency with which the Board of Directors, Committee of the 
Board or CEO assesses the BR performance of the Company?  

36 16 Does the Company mentions about the publication of BR report?  

37 17 Does the Company mentions the hyperl ink for viewing the published BR report?  

38 18 Does the Company mentions about the frequency of publ ication of BR report?  

Section E: Principle-wise performance 
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Item no. S. No. Information /Disclosure 

Section E: Principle-wise performance 

Princip le 1: Businesses should conduct and govern themselves with Ethics, Transparency and 

Accountability 

39 1 
Apart from the company itself does the polic y relating to ethics, bribery and corruption extend 

to the Group/Joint Ventures/ Suppliers/Contractors/NGOs /Others?  

40 2 
Does the Company mentions about the stak eholder complaints have been received / not 
received in the past financial year and also about percentage of satisfactorily resolvement by 

the management  

Princip le 2: Business Should provide goods and  services that are safe and contribute to sustainability 

throughout their life cycle 

41 1 
Is there a mention of company's products or services whose design has incorporated social 

or environmental concerns, risks and/or opportunities?  

42 2 
For each such product mentioned, are the details provided in respect of resource use 
(energy, water, raw material etc.) per unit of product(optional):  

43 3 
Is there information about reduction of resources during sourcing/production/ distribution 
achieved since the previous year throughout the value chain?  

44 4 
Is there information about reduction during usage by consumers (energy, water) has been 

achieved since the previous year?  

45 5 
Is there information about the company having procedures in place for sustainable sourcing 
(including transportation)?  

46 6 Is there information about the percentage of inputs which were sourced sustainably?  

47 7 

Has the company taken any steps to procure goods and services from and tried to improve 

the capacity of local and small  producers, including communities surrounding their place of 
work?  

48 8 
Does the company provide information about some mechanism in place to recycle products 
and waste?  

Princip le 3: Businesses should promote the wellbeing of all employees 

49 1 Information of Total number of employees.  

50 2 Information on Total number of employees hired on temporary/contractual/casual basis.  

51 3 Information on Number of women employees.  

52 4 Information on Number of employees with disabilities  

53 5 Information on employee association that is recognized by management 

54 6 
Information on number of complaints relating to child labour, forced labour, involuntary 
labour, sexual harassment in the last financial year and pending/resolved, as on the end of 

the financial year.  

55 7 Information on employees given safety and ski ll up-gradation training in the last year  

Princip le 4: Businesses should respect the interests of, and be responsive towards all stakeholders, 
especially those who are disadvantaged, vulnerable and marginalized. 

56 1 Has the company mapped its internal and external  stakeholders?  

57 2 
Out of the above, has the company identified the disadvantaged, vulnerable and 
marginalized stakeholders?  

58 3 
Is there information on any special initiatives taken by the company to engage with the 

disadvantaged, vulnerable and marginalized stakeholders.  

Princip le 5: Businesses should respect and promote human rights 

59 1 
Does the pol icy of the company on human r ights cover only the company or extend to the 

Group/ Joint Ventures/Suppliers/Contractors/NGOs /Others?  

60 2 
Information on stak eholder complaints received in the past financial year and satisfactory 
addressesal of such complaints.  

Princip le 6: Business should respect, protect, and make efforts to resto re the environment. 

61 1 
Does the pol icy related to Principle 6 cover only the company or extends to the Group/Joint 

Ventures/Suppliers/Contrac tors/NGOs/others.  

62 2 
Does the company have strategies/ initiatives to address global environmental issues suc h 

as climate change, global warming, etc, with a hyperlink  for webpage? 

63 3 Does the company identify and assess potential environmental risks?  

64 4 
Does the company have any project related to Clean Development Mechanism with a 
mention of any environmental compl iance report is filed?  
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Item no. S. No. Information /Disclosure 

65 5 
Has the company undertaken any other in itiatives on – clean technology, energy efficienc y, 
renewable energy, etc., with a hyperlink for web page?  

66 6 

Is there information on the Emissions/Waste generated by the com pany being within the 

perm issible lim its given by CPCB/SPCB for the financial year being reported or Is there a 
reduction in em issions from last year?  

Princip le 7: Businesses, when engaged in inf luencin g pu blic and regulatory po licy, should do so in a 
responsible manner 

67 1 
Is there information of company's membership of any trade and chamber or association with 

which it deals?  

68 2 

Is there information on company Having advocated/lobbied through above associations for 
the advancement or  improvement of publ ic good with mention of specific areas of 

Governance and Adminis tration, Economic  Reforms, Inclusive Development Policies, Energy 
security, Water, Food Security, Sustainable Business Principles, Others)  

Princip le 8: Businesses should suppo rt inclu sive growth and equitable d evelopmen t 

69 1 
Does the company have specified programmes/initiatives/projects in pursuit of the policy 
related to Principle 8? 

70 2 

Are the programmes/projects undertaken through in-house team/own foundation/external 

NGO/government structures/any other organization?(if any of them is present then 1 
otherwise 0)  

71 3 Is there information on any impact assessment of company's initiative?  

72 4 
Information on company’s direct contr ibution to community development projects-  Amount in 
INR and the details of the projects undertaken.  

73 5 
Information on steps taken to ensure that the above com munity development initiative is 

successfully adopted by the community.  

Princip le 9: Businesses should engage with and provide value to  their customers and consumers in a 
responsible manner 

74 1 Information on customer complaints pending or not as on the end of financial year.  

75 2 
Information on the company displaying product information on the product label, over and 
above what is mandated as per local laws?  

76 3 

Information on any case filed or  not by any stakeholder against the com pany regarding unfair 

trade practices, irrespons ible advertising and/or anti-competitive behaviour during the last 
five years and pending on end of financial year.  

77 4 Did your com pany carry out any consumer survey/ consumer satisfaction trends?  

 
Sources: Compiled by Authors
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Abstract

Nobody perhaps thought of the corporate excesses that are and have been taking place in a continued manner and

has made the corporate executives at home and abroad as “least-trusted people” (Murthy: 2004). Because of this,

the corporates emphasise on governance mechanism to   re-establish their trustworthiness by assuming a role that

can nurture a revolution in socio-economic transformation of the society. Good Governance can be a catalyst in

improving the firm performance. Even the Prime Minister of India, Shri Narendra Modi, emphasized that less government

(control), more governance is the need of the hour”. Corporate governance stands for commitment to well-being and

progress of all stakeholders. Companies that have followed the principles of corporate governance have consistently

earned high returns, increased their net worth and enhanced their shareholders’ wealth, dealt ethically with customers,

government and business partners and maintained and updated their professional management culture,  system

and process, and accomplished excellence.

The need to intensify the corporate governance mechanism in Indian corporates triggers this study to determine the

ascendancy of corporate board attributes on firm performance. The study used financial and governance related

disclosure from the annual reports of 36 randomly selected pharmaceutical companies in India for the financial year

2015-16. Correlation and regression analysis performed to measure the influence of board attributes i.e. board size,

board independency, promoter and director shareholding, multiple directorship, chairman and CEO duality, female

representative on corporate boards on firm performance. The results revealed that board size, promoter and directors

shareholding, chairman and CEO duality and female representatives in corporate boards significantly influence the

firm performance.

Keywords: Corporate Governance, Firm performance, Board Attributes and Board of Directors

1. Introduction:

Corporate governance stands for commitment to well-

being and progress of all stakeholders. Companies that

have followed the principles of corporate governance have

consistently earned high returns, increased their net worth

and enhanced their shareholders’ wealth, dealt ethically

with customers, government and business partners and

maintained and updated their professional management

culture,   system and process and accomplished

excellence.

Corporate governance rests with vision and perception

of leadership and a leader needs to adopt a vision for

corporate governance. The corporate boards are the driver

of best governance practices and the principal role of

the board of directors as representatives of the all

stakeholders is to oversee the function of the organization

and ensure that it continues to operate in the best

interests of all. The advantages of applying best corporate

governance practices are growing revenues, growing

profit and growing market value.

Given the complexity of today’s organizations, there is

no simple or straightforward task the boards need to

perform. Today, board effectiveness is a key performance

driver of the Indian companies. There is a growing demand

for more transparency in board decisions. The Securities

and Exchange Board of India (SEBI), which regulates

India’s stock market, had initially mandated the

adherence of Clause 49 of corporate governance for all

listed companies from April 1, 2004.  Clause 49 is

basically a regulation that calls for an increase in the

number of independent directors serving on the boards

of Indian companies to ensure more transparency and

better accountability and is limited to only listed

companies in India. However, the recent overhaul in the

corporate governance norms for all Companies under the

new companies Act, 2013 enacted on August 30, 2013

and the consequent amendment by Securities and

Exchange Board of India to Clauses 35B and 49 of the

Equity Listing Agreement have triggered this study to

determine the influence of corporate governance

characteristics on a firm’s financial performance.
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Corporate board attributes such as size and composition,

the division of labor between board chair and the CEO,

diversity, board independence, multiple director position

of board member, active participation in board meetings,

and other compliances are important in this connection.

The study aims to evaluate if there is any influence of

such corporate governance characteristics on a firm’s

financial performance.

2. Literature review:

There are various  studies which identified the  factors

that impact the effectiveness of the board such as board

size (Anderson et al. 2004; Klein 2002b; Brown and

Caylor 2004), director attendance (Allen et al. 2004),

number of board appointments (Young et al. 2003; Fich

and Shivdasani 2004) and power (Dunn 2004). Having

the firm’s Chief Executive Officer also serve as the

Chairperson of the Board (called CEO/COB duality) can

also compromise the independence of the board and the

audit committee causing both mechanisms to be less

effective (Farber 2005; Brown and Caylor 2004).

The extensive review of available literature on the

ascendancy of corporate board attributes on firm

performance shows diverse outcomes. While some of

the studies in India as well as abroad show that there is

a strong positive relationship between corporate board

attributes and firm performance, the other studies depicts

a negative or no relationship between them. While

reviewing the existing literature in an Indian context,  we

found that most of the studies are based on sample

companies of high impact across industries and taken

Nifty 50, BSE30, BSE100, BSE500 or other Sensex-

based companies for their study. However, it may be

interesting to look for industry-specific study of corporate

governance compliances and particularly the influences

of corporate board attributes on firm performance. The

work becomes more important because of the recent

notification of new Companies Bill, 2013 which made it

compulsory for all the companies listed or unlisted to

follow the norms of corporate governance reporting in its

annual reports.

2.1 Positive correlation between corporate boards
attributes and firm performance:

The board is called the brain of corporate functioning

and accountable for all the stakeholders. The review of

literature shows a positive influence of corporate board

on performance of firms. Bhagat and Black(1999) in their

study revealed that independence of directors, board

size, CEO ownership, outside director ownership have

greater influence on profitability and growth variables in

their study of American public companies. Haileslasie

Tadele (2014), in his study of micro finance institutions

of Ethiopia, concluded that a majority of the empirical

evidences reviewed depict that corporate governance

does impact financial performance of MFI. While studying

the strength of non-executive directors in corporate board

and corporate performance, Agrawal and Knoeber(1996)

Further Brown & Caylor (2004) and Ho (2005) revealed

that there is a strong and positive correlation between

the number of  non-executive directors and corporate

performance. While Denis (2001) argues that composition

of the board members have no significant effect on

performance of MFIs although board size has accounted

for a significant positive effect on performance. Hartarska

(2005) argues that both board size and composition have

an effect on the performance of MFIs.  While studying

the data from 348 of Australia’s largest publicly listed

companies, Kiel &Nicholson (2003) found that, after

controlling for firm size, board size is positively correlated

with the firm value. They also find a positive relationship

between the proportion of inside directors and the

market-based measure of firm performance. In another

important study on the influence of larger board on

corporate performance, Daily and Dalton (1993)

concluded that large boards absorb much of the

uncertainty in the business through valuable information

provided to the entity and influences corporate

performance. Beasley (1996)  in his study found that as

total levels of stock ownership by outside or independent

board members increased, the likelihood of fraud

decreased  and concluded that board structure and stock

ownership of the board have an impact on the board’s

monitoring effectiveness. While measuring the EVA as

firm performance measure, Coles, McWilliams, and Sen

(2001) found a positive relationship between board

composition and Economic Value Added (EVA).

2.2 Negative or no correlation between corporate
boards attributes and firm performance:

Limiting the board size is believed to improve firm

performance because the benefits of larger boards are

outweighed by the poorer communication and decision-

making of larger groups. M. Conyon and Peck (1998) in

their study concluded that the effect of board size on

corporate performance (ROE) is generally negative. In

another study Lamport, et al (2011) showed that on the

whole, there is no difference in performance of companies

having poor and excellent quality of governance. Mersland

and Strom (2009) pointed out that most corporate

governance mechanisms have little impact on MFI’s

financial performance, but diversity of board (measured

using women managers), composition of local directors,

information of internal auditor to the board, etc. improve

financial performance of the MFI while international

directors reduce the performance of the MFIs. Dunn

(2004) attempted to address the power issue by

comparing two groups of firms convicted of financial

statement fraud: firms with large concentrations of

ownership power and firms lacking ownership power.

Finegold et al. (2007) revealed inconclusive evidence

between the duality or the separation of both roles and

firm performance. The study of Daily and Dalton (1993)

showed no significant relationship between duality and

firm performance which was also evident from other

studies like Elsayed (2007), Mashayekhi and Bazaz

(2008). Forberg (1989), Hermalin and Weisbach (1991)

Lin (1996) reported that there is no evidence of more

outsiders on corporate board having any impact on firms’

performance. In a study carried out in Bangladesh,

Rashid, De Zoysa, Lodh and Rudkin (2010) depicted a

negatively significant relationship of board attributes to

accounting-based measures of firm performance.

Yermack (1996) observed a negative association between
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board size and performance because information gap

and communication problems may arise on enlarged

boards.

The study carried out on Indian companies also found

that size of boards has no significant impact on corporate

governance disclosure,(Biswas and Bhuiyan 2008).

Another study by Motwani and Pandya (2013) on BSE

and NSE listed companies concludes that corporate

governance has still a long way to go to influence the

firm’s value; and that the importance of corporate

governance is diminishing in the eyes of investors as

they prefer sales and profit over other variables to affect

the share prices and not corporate governance. Nadal &

Kumari (2013) in their study of BSE Sensex companies

strongly deny statistically significant relationship between

size of board of directors and profitability variables i.e.

P/E Ratio. Another study in the same year by Barman

(2013) on BSE Sensex companies to explore the

corporate governance disclosure practices of Indian

companies found that there is a deficiency in compliance

with corporate governance norms by these companies.

3. Objectives:

1. To Study the corporate board demography of selected

Indian companies.

2. To examine the influence of corporate board attributes

on firm performance.

4. Research Methodology:

In line with the research objective an empirical study

was carried out to examine the influence of corporate

board attributes on firm performance. Indian

pharmaceutical sector was chosen deliberately because

India is now among the top five pharmaceutical emerging

markets globally and is a frontrunner in a wide range of

specialties involving complex drugs manufacture,

development, and technology. The Indian pharmaceutical

industry is a highly knowledge-based industry which is

growing steadily and plays a major role in the Indian

economy. There are 169 pharmaceutical companies

listed with the Bombay Stock Exchange as on 31st

March, 2016, out of which 23 companies have been

dropped due to unavailability of their annual reports in

corporate websites and from remaining 146 companies

36 companies were randomly selected for the study. The

companies were arranged in terms of market

capitalization for the financial year 2015-2016 and every

4th company was selected through simple random

sampling method that constitutes total of 36 companies

under study. The annual reports of the companies were

downloaded from their respective websites. The list of

sample companies along with their market capitalization

are given in Annexure 1.

Selection of Independent Variables

Board characteristics is one of the important aspect of

corporate governance. The following board characteristics

are taken in to account for the proposed study.

Size of the Board: (B-SIZE): It can be argued that a

larger board is more likely to address agency problems

because a greater number of people will be reviewing

management actions. So the Size of the Board is taken

as one of the demographic variable for this study. This is

measured as the number of directors in the company.

Independence of the Board: (INDPB) Board’s

independence from internal and external influences is

critical and directly proportional for effective corporate

governance. The agency theory also suggests that a

greater proportion of outside directors will be able to

monitor any self-interested action by managers and so

will minimize the agency costs. So, the Independence

of the Board is taken here as another board

characteristic. The Independence of Board is measured

as the number of independent directors as a percentage

of  the total number of directors in the board.

Chairman-CEO Duality(CCDUAL): The agency theory

says that the effectiveness of board monitoring may be

reduced if the same person holds the position of the

chief executive officer and chairman. The stewardship

theory says that one person in both roles may improve

firm performance because of better control over firm

activities. Therefore, the CEO duality has been chosen

to see its effect over firm performance as one of the

attributes. This variable is measured by assigning a value

of 1 to a company if duality occurs and 0 otherwise.

Directorship in more than one company (MDRP):
The independent directors generally accept directorship

in boards of different companies. It may lead to non-

functioning and lead to division of time on more than one

corporate affairs and may influence the firm performance.

So, directorship in more than one company has been

taken as another board characteristic for this study. This

is measured by assigning a value of 1 if at least one of

the independent directors has at least two directorships

outside the firm and 0 otherwise.

Female board representative (FBRP): The new

Companies Act, 2013 and the amendment of corporate

governance norms by SEBI require for at least one female

director on the board to represent wider stakeholders

perspective. While measuring the representation of

female director, percentage of women directors was

calculated as the sum of women directors on a given

board divided by the total number of all directors on a

given board.

Promoter & Director Shareholding (PDSH): There are

substantial portion of share capital employment by

promoters and directors in the companies. This is taken

as one of the important board attributes which may

influence the firm performance.

Firm performance: In the line of objective fixed to

evaluate the ascendancy of corporate attributes on firm

performance, the study is focused on market price of

the share as market-based measure of firm performance

and Return on Assets (ROA) as accounting-based

measure of firm performance.

Market price of the share (MPS) is taken as the closing

price of the stock on 31st March 2016. Market price of

share is regarded as true reflector of efficiency of

corporate board policy and directives.
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Return Assets (ROA):  ROA is an indicator of how

profitable a company is relative to its total assets. This

gives an idea as to how efficient management is at using

its assets to generate earnings. It is calculated by dividing

a company’s annual earnings by its total assets. ROA

is shown as a percentage.

5. Research Hypothesis:

H0: Corporate board attributes like BSIZE, INDPB, PDSH,

CCDUAL, MDRP and FBRP do not significantly influence

firm performance.

6.   Data Analysis and Findings:

The study aims to study the corporate board

characteristics of Indian pharmaceutical companies and

also their influence on firm performance. The data were

collected and entered in Excel Spreadsheet and

descriptive statistics, simple and multiple regression

analysis was done through using SPSS.(20) software.

 

N Minimum Maximum Mean 
Std. 

Deviation 
Variance Skewness Kurtosis 

Statistic Statistic Statistic Statistic Statistic Statistic Statistic 
Std. 

Error 
Statistic 

Std. 

Error 

B.SIZE 36 3 14 7.47 2.501 6.256 .829 .393 .945 .768 

INDPB 36 33 88 53.03 11.395 129.856 .892 .393 1.486 .768 

PDSH 36 0 85 48.67 21.506 462.514 -.514 .393 -.485 .768 

CCDUAL 36 0 1 .61 .494 .244 -.476 .393 -1.881 .768 

MDRP 36 0 1 .97 .167 .028 -3.000 .393 3.600 .768 

FBRP 36 0 1 .50 .507 .257 .000 .393 -2.121 .768 

MPS 36 2 1086 224.53 277.112 76791.171 1.408 .393 1.672 .768 

ROA 36 -34 36 4.00 14.683 215.600 -.335 .393 .592 .768 

Table - 1 : Descriptive Statistics

Table 1 represents the descriptive statistics for the

different corporate board attributes drawn from 36

companies.  It can be seen from the above table that the

average size of board member in the sample companies

is 7.47 whereas independent directors constitute half of

the board size i.e. 53.03. The greater the number of

independent directors, more transparency in governance

can be expected from the corporate board. In term of

ownership through shareholding the promoter and board

director’s average investment is around 48.67 percent.

The promoters on the basis of their large scale holding

of shares of their respective companies also enjoy the

position of the chairman and chief executive officer. This

is quite evident from the result, which shows that in more

than half of the companies the company chairman also

holds the managing director and CEO position. The board

executive and non-executive directors have their

presence in multiple board of different companies and

the result shows that almost 97 percent of directors enjoy

multiple directorship in different companies.

Except for PDSH, CCDUAL, MDRP and ROA, all other

variables are skewed to the right when presented in

probability distribution function with asymmetric evidence.

The skewness for FBRP is symmetrical. There is also a

noticeable difference in the skewness between MPS and

ROA. On the other hand, all the variables except MDRP

have platykurtic probability distribution functions with

kurtosis value less than 3.

Table- 2 : Pearson Correlations Analysis

 B.SIZE INDPB PDSH CCDUAL MDRP FBRP MPS ROA 

B.SIZE 1        

INDPB .098 1       

PDSH .356
*
 -.288 1      

CCDUAL .407
*
 -.054 .181 1     

MDRP .238 .046 .069 -.135 1    

FBRP .101 -.022 -.086 .114 -.169 1   

MPS .428
**
 .078 .504

**
 -.060 .125 .322 1  

ROA .288 -.045 .404
*
 -.004 .035 .130 .342

*
 1 

*. Correlation is significant at the 0.05 level (2-tailed).

**. Correlation is significant at the 0.01 level (2-tailed).



37Srusti Management Review, Vol -IX, Issue - II, July - December 2016

In line with prior research on studying the relationship

between variables, F. Brown & Caylor (2004) , Ho (2005)

and Hartarska (2005), our results also confirm the

important relationship. There is a positive and significant

correlation observed between MPS to B.SIZE, PDSH and

ROA to PDSH. Board size as one of the important

corporate board attributes has been taken in almost all

the previous studies shows positive and significant

relationship with other attributes like PDSH, CCDUAL.

However it is important to note that the correlation

between other corporate attributes shows negative or no

correlation as given in the table.

The mixed result from correlation analysis where some

variable showed strong and positive correlation and other

variables are either negative or negligible, we further

applied simple and multiple regression analysis to

measure the influence of corporate board attributes on

firm performance. The MPS and ROA are the dependent

variable representing the firm’s market and accounting-

based measures of performance and the board attributes

like B.Size, INDPB, PDSH, CCDUAL, MDRP and FBRP

have been taken as independent variables.

Table-3 : Summary Results of Individual regressions with MPS and ROA as dependent

variables.

MPS ROA 

Variables 
Un-std 

Co-eff. B 
Std. 

Error 

Beta 

Co-
efficient 

t-stat P-value 

Unstd. 

Co-effiei  
B 

Std. 
Error 

Beta Co-
efficient 

t-stat P-value 

(Constant) -129.681 135.130  -.960 .344 -8.626 7.587  -1.137 .263 

B.SIZE 47.403 17.173 .428 2.760 .009*** 1.690 .964 .288 1.753 .089* 

(Constant) -91.798 101.290  -.906 .371 7.080 11.966  .592 .558 

PDSH 6.500 1.908 .504 3.407 .002*** -.058 .221 -.045 -.263 .794 

(Constant) 245.071 75.007  3.267 .002*** -9.420 5.686  -1.657 .107 

CCDUAL -33.617 95.950 -.060 -.350 .728 .276 .107 .404 2.574 .015** 

(Constant) 23.000 278.964  .082 .935 4.071 3.982  1.023 .314 

MDRP 207.286 282.921 .125 .733 .469 -.117 5.093 -.004 -.023 .982 

(Constant) 136.444 62.732  2.175 .037** 1.000 14.889  .067 .947 

FBRP 176.167 88.716 .322 1.986 .055* 3.086 15.100 .035 .204 .839 

 Note-*statistically significant at á = 0.10. **statistically significant at á = 0.05. *** Statistically significant á = 0.01

Table 3 represents the summary of regression analysis

of independent board attributes on dependent variables

of MPS and ROA. There is a significant influence of size

of the board (B.SIZE), percentage of promoter and

directors shareholding(PDSH), percentage of female

director in the corporate board on market price of the

share. On the other hand, the board size and chairman

and CEO duality have significant influence over

accounting-based measure of firm performance i.e ROA.

The result of the study is in line of previous studies like

Daily and Dalton (1993), Beasley (1996) Coles,

McWilliams, and Sen (2001), etc.

Having the research objective to measure the

ascendancy of corporate attributes of firm performance

multiple regression analysis was performed on the derived

data using the market price of the share and Return on

Asset as two dependent variables and corporate

attributes selected on the basis of literature review, B-

SIZE, INDPB, PDSH, CCDUAL, MDRP, and FBRP taken

as independent variables. The combined effect of these

board attributes on firm performance has been measured

through multiple regression analysis.

Table-4 : Summary of Multiple Regression of Result with MPS as Dependent Variable

tneiciffe-oCnoissergeR

elbairaV
stneiciffeoCdezidradnatsnU stneiciffeoCdezidradnatS

t .giS
B rorrE.dtS ateB

tnatsnoC 591.366- 937.392 852.2- *230.

EZISB 025.23 752.71 492. 488.1 *840.

BPDNI 467.4 132.3 691. 474.1 151.

HSDP 499.6 338.1 345. 618.3 **100.

LAUDCC 618.171- 646.87 703.- 581.2- *730.

PRDM 422.35 272.222 230. 932. 218.

PRBF 089.902 919.96 483. 300.3 **500.
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a. Dependent variable: MPS

b. Predictors: (Constant), FBRP, INDPB, CCDUAL,

MDRP, PDSH, B.SIZE

c. R Squared:0.561 and Adjusted R-Squared = 0.470

d. *statistically significant at á = 0.05. ** Statistically

significant at á = 0.01

Table 4 shows that more than half, i.e 56.1percent

changes in market price of the share can be explained

by the variation in the independent variables. When

adjusted for the degree of freedom, the variation in the

board attributes can explain 47 percent of the difference

in market price of the share. This shows a strong

influence of governance factors on the market price of

the share, because of the sensitivity of the shareholders

to the information relating to the changes in the board

characteristics. The only independent variable CCDUAL

exhibits negative coefficients of -171.81 whereas all the

other variables exhibit the positive coefficient and BSIZE,

PDSH, CCDUAL and FBRP show significant influence

over market price of the share. The result shows at board

attributes have larger influence over market price of the

share and the shareholders are widely influenced by the

changes in board composition of the firm. The results

are in the expected lines and supported by similar studies

carried out by Bhagat and Black (1999), Haileslasie

Tadele (2014), Agrawal and Knoeber (1996), Further

Brown & Caylor (2004) and Ho (2005), While Denis (2001,

Hartarska (2005), Kiel & Nicholson (2003), Daily and

Dalton (1993), Beasley (1996) Coles, McWilliams, and

Sen (2001). So our null hypothesis is rejected and the

alternative hypothesis is accepted with regard to board

attributes of BSIZE, PDSH, and CCDUAL AND FBRP

whereas INDPB and MDRP do not influence market price

of shares significantly.

Table-5 : Summary of Multiple Regression of Result with ROA as Dependent Variable

Regression Co-efficient 

Variable 
Unstandardized Coefficients Standardized C oefficients 

t Sig. 

B Std. Error Beta 

Constant -16.465 20.521  - .802 .429 

BSIZE 1.254 1.206 .214 1.040 .307 

INDPB .054 .226 .042 .239 .813 

PDSH .266 .128 .389 2.077 .047* 

CCD UAL -5.426 5.494 - .183 - .988 .332 

MDR P -3.763 15.528 - .043 - .242 .810 

FBRP 4.546 4.885 .157 .931 .360 

Note:

a. Dependent variable: ROA

b. Predictors: (Constant), FBRP, INDPB, CCDUAL,

MDRP, PDSH, B.SIZE

c. R Squared:0.237 and Adjusted R-Squared = 0.079

d. *Statistically significant at á = 0.05.

The above table shows that only 23.7 percent of the

variation in ROA can be explained by the variation in the

independent variables. When adjusted for the degree of

freedom, the variation in the board attributes can only

explain 7.9 percent of differences in ROA. The results

are as expected because market price of the share as

market-based measure of firm performance can have more

direct impact of any changes in the board characteristics

because of the sensitivity of the shareholders towards

the corporate information and their perception towards

probable impact of board attributes on company, whereas

Return on Asset is an accounting-based measure of firm

performance and there is no direct relationship between

board attributes and accounting profit of the firm. However

the above table shows that promoter and director

shareholding (PDSH) significantly influences the Return

on Assets whereas the other attributes such as BSIZE,

INDPB, CCDUAL, MDRP, FBRP have no significant

influence over the Return on Assets. The results are also

supported by the previous studies carried out by Conyon

and Peck (1998), Lamport, et al (2011), Mersland and

Strom (2009), Finegold, et al. (2007), Elsayed (2007),

Mashayekhi and Bazaz (2008). Forberg (1989), Hermalin

and Weisbach (1991), and Lin (1996).

7. Discussions & Conclusions:

The study was proposed with an objective to study the

attributes of Indian corporate boards and also their

influence on corporate performance. In the process of

data collection it was observed that most of the

companies are still not complying with corporate

governance code and conduct in its true sense and the

information like director’s profile, director’s shareholding,

the family or other relationship between the board

members, if any are not disclosed by all. As per the

latest guidelines of SEBI and new Companies Act, 2013,

the companies should have female members as board

representative. However, only half of the sample

companies have female members as board

representative. The directors of a company should have

multiple directorship in maximum of 10 other companies
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where as it was observed that the number is more in
case of many companies.

Though past research on analyzing the corporate board
attributes on firm performance in the Indian Context is
limited, the results of the study are in line with available
literature mostly related to foreign countries and their
board characteristics.  The study concludes  that most
of the independent variables like board size, promoter
and directors shareholdings, chairman and CEO duality
and female board representatives have significant
influence over the market-based firm performance, and
promoter and director shareholding is the most significant
variable to affect firm performance. The other two variables,
i.e. independent, directorship and multiple directorship,
show positive relationship but not they do not significantly
influence the market price of the share. In comparism
with return on assets, we found that only promoter and
director shareholding significantly influences the return
on assets and other board variables are not significantly
related to return on assets. Looking at the influence of
corporate board variables on firm performance the result
of the study also supports the recent amendment by
SEBI in Clauses 49 and 35B of corporate governance
codes and new Companies Bill, 2013. The amendment
gives more teeth to corporate governance code and asks
companies to comply with the in true sense and spirit.
Most of the studies undertaken in the Indian context are
related to top notch SENSEX-based companies and there
was dearth of industry-specific study. Though regulatory
guidelines for corporate governance practices in India
are same for all the corporates registered in India across
industries the firm performances are different. So, before
generalizing the result of the study further research can
be undertaken on other prominent industries in India.
There are other board variables like ageing board,
presence of family member or relative on board, director’s
education, experience, etc. can be taken to see further
impacts on firm performance.
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Appendix 1 :

Sample Companies 
M arket  C apita lisation 

Rs. In Crore 
Sample 

C ompanies 
Market Capitalisation 

Rs. In  C ro re  

Sun Pharma 167,795.34 Jenburkt Pharm a 161.24 

C ipla 50,459.59 Gufic Bio 131.32 

Ranbaxy Labs  25,325.77 Parenteral Drug 79.01 

Glenm ark 19,396.55 Brooks  Labs 63.13 

Biocon 9,609.00 Celestia l Labs 50.32 

Alem bic Pharm a 7,953.49 Ind-Swift 41.74 

Ajanta  Pharma 6,437.46 Kerala Ayur  37.79 

Str ides Arcolab 3 ,889.93 Guj Themis 28.69 

Jubilant L ife 2 ,543.72 Aarey Drugs 26.15 

Shilpa 2 ,081.56 Syncom Heal th  24.80 

Granules India 1 ,619.94 Vista Pharma 18.52 

Sequent Scienti  1 ,255.41 Zyden Gentec 17.08 

Hikal 1 ,154.10 Surya Pharm a 13.79 

C lar is Life  913.46 Medicamen Bio 12.03 

Fu lford 737.10 Combat Drugs 7.97 

M orepen Lab 548.34 Guj Terce Labs 6.31 

Am rutanjan Heal 424.06 Ishita Drugs 3.45 

Ahlcon Parent 385.14 R ubra M edicam en 1.14 
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Abstract

The operational  history of foreign banks started with  Standard Chartered  bank that set up its first branch in

Kolkata in April 1858, a year after the so-called First War of Independence in which sepoys of the  British East India

Company’s army rebelled against the rulers.  Hong Kong and Shanghai Banking Corp. Ltd, or HSBC, has been in

India even longer. Its origin can be traced back to October 1853, when Mercantile Bank of India, London and China

was founded in Mumbai with an authorised capital of Rs.50 lakh. By 1855, Mercantile Bank had offices in London,

Chennai, Colombo, Kandy, Kolkata, Singapore, Hong Kong, Guangchow and Shanghai. It was acquired by HSBC in

1959. With close to a Rs. 1 trillion asset book, HSBC has 47 branches and three new branch licences in India.

Citibank NA, which has the biggest asset base among all foreign banks in India, is 107 years old. It has 42

branches across 29 centres. Among other foreign banks, ABN AMRO Holding NV, which came to India in 1920

(again, Kolkata was the first port of call), has 31 branches and Deutsche Bank AG, 30 years old in India, is present

in 12 centres through 13 branches. Barclays Bank Plc, which launched its India operations in November 2006, has

seven branches. This paper discussed the opportunities and challenges of foreign banks in India.

Keywords : SME Growth, microfinance business, Trade flows

Introduction

India has a better banking system in place vis-à-vis other
developing countries. The structural changes in the
banking industry and reforms in the regulatory regime
have the potentials for the improvement in the
performance of the industry. To feature among the top
banks in the world, it has been universally acknowledged
that the key drivers for the future will be competition,
consolidation and convergence. Following the Union
Budget 2005-06, the Reserve Bank of India (RBI)
released the roadmap for presence of foreign banks in
India as well as guidelines on ownership and governance
in private sector banks.

The RBI’s roadmap has envisaged two phases. In the
first phase, between March 2005 and March 2009, foreign
banks are permitted to establish presence by way of
setting up a WOS or conversion of the existing branches
into WOS. Also, during this phase, permission for
acquisition of share holding in Indian private sector banks
by eligible foreign banks is limited to banks identified by
RBI for restructuring. The second phase has commenced
in April 2009 after a review of the experience gained and
after due consultation with all the stakeholders in the
banking sector. The foreign banks were focussing on their
corporate fee-based business, customer-centric
approach and superior use of technology. In this paper,
an attempt has been made to present the opportunities
and challenges of foreign banks in India.

Opportunities of Foreign Banks in India

Demographic Dividend: India, the second most
populous country in the world  with roughly 50 per cent
of Indians below 25 years age, offers a great deal of
opportunities for foreign banks. Foreign banks are more
tech-savvy and attract younger generation more than the
traditional banks of India. The foreign  banks have been
characterized as better earning with prosperity for higher
spending and less focussed on savings.

Economy’s Condition: To hedge against the US
economy’s slowdown, India’s trade is likely to increase
with China, Western Europe and South-East Asia/Japan.
The slowdown is potentially a double-edged sword while
a rising rupee against the dollar might impact our exports.
A slowdown in the US economy may result in other
benefits such as larger push to outsource jobs to India
and increase in the inflow of investment funds. With its
booming economy, consistent growth in GDP and higher
per capita income of the people, India can be looked
upon as an encouraging opportunity for investment by
the foreign bankers.

SME Growth: The growth in manufacturing sector in India
thrives on its gigantic SME base. While the largest
manufacturers may increasingly globalize through
acquisition and probable sacrifice in  short-term
profitability, the huge SME base in India is expected to
unleash itself through better credit or FDI inputs,
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technology upgradation, better distribution and integration
with global supply chain that paves the way for alluring
opportunities for the foreign banks.

FDI Inflows: Like fuel to fire, FDI accelerates growth in
numerous sectors, particularly in retail, financial services
and all areas of infrastructure. Moreover  FDI inflows will
allow these sectors to scale to globally efficient levels.
This may open up a new vista for the foreign banks.

Internationalization of Indian Business: Foreign banks
are also preparing for internationalization of Indian
business. As Indian companies go global, they need
banking support and it is not possible for Indian banks
to be present all over the world. The presence of foreign
banks can promote competition and enhance efficiency
of domestic banks.

Trade Flows: Foreign banks are also looking to tap into
the opportunities arising from greater trade flows. Actually,
the growing local economy will require a massive amount
of capital and domestic banks alone will not be able to
meet that demand. Foreign banks will then be well placed
to bridge this gap.

Product-Centric: The opening of the economy in the
1990s brought fresh attention to foreign banks for their
role in facilitating trade flows, introducing new products
and helping capital formation. But most of the local banks
are not very product-savvy and have no global connectivity.
The foreign banks have cutting edge top-notch products
and as a consequence they tend to be product-centric
and they are product-organized with customer-centricity.

Rural Branch Licensing Policy: In the case of branch
licensing policy, there is no regulatory prescription for
foreign banks to open branches in rural and semi-urban
areas. Foreign banks have the freedom to decide the
location of their branches. But for new Indian private
banks, one out of four new branches has to be opened
in rural or semi-urban areas. In terms of market share of
the banking sector in India, foreign banks have a
noticeable presence.

Emerging Financial Services: The foreign banks help
to  enhance financial intermediation and reduce the cost
of financial services. The foreign banks also increase
the credit risk and the potential for capital flow volatility
and cross-border contagion. Moreover, foreign banks are
more likely to be exposed to the risk of a sharp slowdown
or reversal in bank-intermediated capital flows.
Considering all this, the RBI policy is an indication of
welcome pragmatism based on new lessons learnt from
the global crisis, specifically on the role of foreign banks
in developing countries.

No Agricultural Lending Targets: There are no
agricultural lending targets for foreign banks operating
through branches. The guidelines of RBI place a 10 per
cent agricultural lending target for foreign banks. Most
of the  Indian banks have struggled to meet their
agricultural lending targets of 18 per cent. But  foreign
banks have no domain expertise of direct lending to
agriculture.

Table-1: Priority Sector lending (% of Adjusted Net Banking Credit)

Category 
Dom estic Bank/ Fore ign Banks 
(W ith  more than 20 Branches) 

Foreign Banks with less than 
20 Branches 

T otal  Priority Sector  Lending 40 32 

Contr ibution to Agriculture  18 No Specific Requirement 

C ontr ibution to  Weaker Section 10 No Specific Requirement 

Source: Report on Trends and Progress of Banking in India, RBI Publication.

Acquisition and Value-Creation: Foreign banks
entering India will have to be innovative in their approaches
to win the largest customer base, and  to build a value-
creating customer franchise.  At the same time, foreign
banks need to be an active player in the game for potential
acquisition opportunities, need to sustain and maintain
long-term value-creation mindset.

Microfinance Business: In fact, the profitability of the
microfinance business has captured the attention of some
of the world’s largest and wealthiest commercial banks
such as Citigroup, HSBC, ING, ABN AMRO, Commerz
Bank and Deutsche Bank. Some successful instances
of commercial banks sponsoring microfinance initiatives
include Sogsesol, a service company model adopted by
SOGEBANK (Haiti) and Real Microcreditor, a
microfinance-focussed subsidiary of BANCO ABN AMRO
Real, Brazil. These, among others can prove to be useful
guides for the implementation of commercial microfinance
principles in India.

No Restrictions on Banking Activities: In developed
countries like the US, Singapore, China, etc. strict
restrictions have been imposed on the kind of business
that could be carried out by foreign banks within their
jurisdiction. Foreign banks in India are free to undertake
any banking activity i.e. wholesale, retail, investment
banking, foreign exchange, etc., which are allowed to
domestic banks.

Takeovers of State Owned Bank: The takeovers of
banks are a landmark in banking history. There are several
lessons to be learnt from takeover i.e. (i) smaller state-
owned banks should be allowed to amalgamate so that
their lending books are substantial enough to make large
loans for big corporate or infrastructure deals; and (ii)
India as a seriously under-banked country that needs
more banks and financial inclusion. The Reserve Bank
of India (RBI) needs to clear banking licenses
continuously with flexible norms for different lenders. This
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is an opportunity for foreign banks to merge with state-
owned banks.

The entry of foreign banks and adoption of new
technology have thrown open new opportunities. These
banks are unveiling new innovative and customized
products and services on  every other day posing a
challenge to the existing players. The role of foreign banks
in the Indian system is one of the most important issues
that  the RBI has had to grapple with in the post-
liberalization scenario. If the foreign banks accept the
challenge thrown to them, it could result in a win-win
situation. It will give them an opportunity to grow. Now, it
is up to the banks as to how well they leverage the
opportunities to meet the challenges to the best of their
capacities. Foreign banks participation can enhance
efficiency of local banking by introducing more
competition, innovation, global expertise and technology
transfer into local banking practices.

Thus, foreign banks are given undue favour when it comes
to priority sector lending. The Indian authorities have
imposed lower priority sector lending requirements at
32 per cent for foreign banks as against 40 per cent for
Indian banks. The foreign banks can perceive it as a
goodwill gesture from the government.

 Challenges of Foreign Banks in India

Consolidation: Consolidation is expected to take place
in India among the public sector banks resulting in the
formation of 6 or 7 larger banks. These consolidated
banks would share their balance sheets and would be
better positioned to allocate risk capital under the Basel
II capital adequacy norms. This consolidation would
further improve the risk profile of the banking industry
and the Indian economy by substantially reducing the
threats of weak bank failures and better corporate
governance. These larger banks would be able to ensure
higher shareholder returns, subject to  re-vitalising their
human resource management models and efficiently
managing merger-linked issues. Consolidation would help
the merged entity share its capital base and achieve
economies of scale. While consolidation creates a better
and sustainable scope for the domestic banks in India,
foreign banks with its less number of branches across
the country would definitely perceive it as  a challenge
for its operation.

Mergers: Post April 2009, when restrictors on operations
of foreign banks were relaxed, the Indian banks, would
perforce to have to consolidate and strengthen
themselves for greater breadth of products, depth in
delivery channels and efficiency in operations. The
synergistic benefits of mergers include enhanced market
share, augmented clientele base, increased geographical
spread, technological automation, global reach and
compliance with global benchmarks.

Limited Accessibility : The presence of well developed
foreign banks would definitely drive the introduction of
world class practices and capabilities that would come
to the industry.  But their influence on the industry in
this context is at present very small due to the limited
reach that they currently have in India. The inadequate

accessibility on the part of the foreign banks creates a
gap of financial inclusion and thus stands as an
impediment for its smooth functioning.

Banking Legislations: Indian banking legislations are
complex. The nationalized banks are governed by the
Banking Companies (Acquisition and Transfer of
Undertaking) Acts 1970 and 1980. Private sector banks
come under the purview of the Companies Act, 1949.
Foreign banks which have registered their documents
with Registrar under Section 592 of the Companies Act
are also banking companies under the Banking
Regulation Act.  Similarly, some provisions of the RBI
Act too are applicable to nationalized banks, SBI and
its subsidiaries, private sector banks and foreign banks.
Needless to say, almost all the statutes have had to be
amended from time to time to reflect changes in
circumstances and context. Actually, this wide array of
legislations of varying vintage is a challenge to foreign
banks operation in India.

Financial Inclusion: In fact, foreign banks are mostly
present in the metropolitan regions, and as such, their
role in furthering financial inclusion especially by
extending banking services to the unbanked regions is
limited. The banking sector is a key driver of inclusive
growth. Banks and other financial service players largely
are expected to mitigate the supply side processes that
prevent poor and disadvantaged social groups from
gaining access to the financial system. However, demand
side factors, such as a lower income/ or asset holdings
also have a significant bearing on inclusive growth. Thus,
the disparity on the basis of connectivity between the
foreign and domestic banks brings out a new challenge
for the former.

Opening New Foreign Banks: Historically; the
framework for licensing of new banks in the private sector
was formed in January 1993. Ten new banks were set up
in the private sector. The norms were revised in January
2001. Two new banks come on the horizon after that.
Out of the four banks promoted by individuals in 1993,
only one has survived with muted growth. Among the
remaining six banks, one bank voluntarily amalgamated
itself with another private sector bank within five years of
operations. Four banks promoted by financial institutions
were either merged with the parent or rebranded and
achieved growth. The bank that was converted from a
cooperative bank is endeavouring to stabilize itself. Two
banks i.e. Kotak Mahindra Bank and YES Bank licensed
after 2001 are doing well. Considering  this position, a
total of 31 foreign banks are in the queue to seek the
RBI’s permission to start their operation in the domestic
market by opening of branches or representative offices
in India. The subsequent failure by the domestic banks
in the past puts an obstacle in disguise to disturb the
confidence of the RBI for the foreign banks.

Parent Bank’s Turmoil and India’s Restrictive Policy:
Foreign banks in India have dominant presence in the
niche areas and operate in highly profitable segments of
the banking industry. The banks like Citi Group, Standard
Chartered and HSBC have a substantial presence in the
country, but over the past decade, competition has been
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far more intense with public sector and private sector
banks in India. However, the turmoil faced by the overseas
parents of these foreign banks in Europe or the US also
had an impact on the India growth plan. Quite a few foreign
banks including Deutsche Bank, Barclays and Royal
Bank of Scotland are selling their retail portfolios or exiting
the business. Recently, HSBC called off its proposed
acquisition of the India’s retail and commercial banking
operations of Royal Bank of Scotland as part of a cost-
cutting drive globally. Further, RBI’s restrictive policy on
opening new branches is a challenging time for foreign
banks in India.

Weak Governance and Audit Compliance Issues:
The violation of anti-money laundering case and scams
by a couple of established foreign banks in the past raise
questions on transparency and credibility of its
governance. For instance, Citi Bank is wealth
management scam of Rs. 300 crores and HSBC,  paying
a penalty of $ 1.9 billion in US for violating anti-money
laundering case are two grave scams in the foreign
banking history. This may be further  challenges to prove
their transparency and robust governance.

Implementation of Basel III: The Basel-I Committee
has decided to introduce a capital measurement system
in 1988. Since 1988, this framework has been
progressively introduced not only in member countries
but also in virtually all other countries with the active
support of international banks. Basel-II accord was
introduced with the aim of correcting most of the
deficiencies in Basel-I. The first version of Basel-II came
out in 1999, followed by two other versions on 2001 and
2003. A revised framework was issued by the Basel
Committee on banking supervision in June 2004. This
goal is accomplished through the introduction of “three
pillars”. The first pillar represents a significant
strengthening of the minimum requirements set out in
the 1988 accord, while the second and third pillars
represent innovative additions to capital. But the
challenges to implementing Basel-II norms in India
because of issues of cross-border capital will particularly
affect foreign banks (current foreign banks are statutorily
required to maintain local capital). In the first week of
March 2005, the RBI announced detailed draft guidelines
on how banks have to implement the new rules which
determine how much capital banks have to set aside as
a cushion against default on loans. Further, Basel-III aims
to plug the gaps in the existing Basel-II guidelines. The
new norms were  made effective in a phased manner
from January 1, 2013 and will be implemented fully from
March 31, 2018. Thus, the delay in implementation of
Basel-III can be looked upon as a deterrent in the
functioning of the foreign banks.

Conclusion

It is a common belief that entry of any competitor in the
given business space poses some challenges to the
existing players in the field. The major challenges posed
by new banks to the existing bankers will be on two
fronts: (i) Business share (ii) Human Resources. Foreign
banks in India are focussed on corporate fee-based
business, more customer-centric approach, adoption of

new technology, new innovative and customized products
and services. All this create new opportunities and pose
a challenge to the existing players. The foreign banks
have a number of opportunities in the LPG era. These
opportunities are concerned directly or indirectly with
the overall profitability of the banking industry. There is a
huge demographic landscape for better earnings. SME
growth is expected to better credit and FDI inputs with
technology upgradation, better distribution and integration
with global supply chain, internationalization of Indian
business, etc. Foreign banks will then be well-placed to
bridge this gap between trade flows and introducing new
product-centric approach. As per new branch licensing
policy, foreign banks have a noticeable presence in rural
and semi-urban areas in India. Further, foreign banks
help enhance financial intermediation and reduce the
cost of financial services. In a nutshell, foreign banks
need to be active players in the game for potential
acquisition opportunities. They need to sustain and
maintain a long term value creation mindset. Apart from
these opportunities foreign banks are concentrating in
highly specialized and profitable areas of business.
Foreign banks mostly operate in metropolitan centers
and target exclusive groups of customers including the
multinational corporations (MNCs), large Indian
companies, non-resident Indians (NRIs), professionals,
etc.
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Abstract

Indian rural revolution is driven by increase in disposable income, rising purchasing power, changing outlook and

consumption pattern of people, increase in literacy rate, exposure to information and communication technology,

overall improvement in rural infrastructure and various government initiatives to boost rural economy. This gives an

opportunity to tap this huge potential customer base for marketers of durable goods by understanding buying habits

of rural consumers. In the past, rural consumers used to buy durables from nearby towns. But in recent times,

change in buying habits of rural consumers towards durables saw new dimension, shifting their attitude to purchase

locally has been observed in many instances. This change in consumer purchase behavior has important implica-

tions for rural marketers and compels them to think for establishing rural channel, which was not so dominant in

earlier days. There is no standard system to establish a strong rural distribution mechanism to make availability of

consumer durables at hinterlands. Challenges to reach the scattered rural market need to address on priority before

making any strategy to reach this untapped market to cater rural consumers. But for this, one needs to understand

and analyze key distribution challenges and then design cost effective channels of distribution to reach potential

rural market through rural retailers. In case of durables, the influence of retailers perceived to be high in rural

market. In rural areas, consumer loyalty to the shop as well as brand is significantly high compared to urban

counterpart. For any company dealing with durables, successful penetration into Indian rural market depends on

availability and affordability of offering, acceptability of the proposition and awareness of the brand.

Keywords: Rural market, Consumer durables, Channels of distribution, Reach

1.0  Introduction

Rural market, as integral part of Indian economy, has
untapped potential. There are several difficulties it
confronts to fully explore this market. The concept of
rural market in India is still in evolving shape, and the
sector poses a variety of challenges, including
understanding the dynamics of the rural market and
strategies to supply and satisfy the rural consumers.

At present many companies are looking for new
opportunities and avenues, as they are witnessing a
flat or decline in their growth rates in urban market due
to market saturation. This compels them to look for
huge untouched and untapped rural Indian market. As
per Rural marketing association of India, there has been
no impact of economic slowdown on the rural economy
of India. A study reveals that rural markets of the country
offer an opportunity to the marketers to come out of
current economic crisis.

The Indian rural market now acknowledged being a viable
market, which has captured attention of major durable
companies. Infrastructure is developing fast, leading to
better connectivity by roads, tele-density has gone up,
access to mass media through television has improved
and increased electrification of rural households has
opened up rural market for durables.

2.0 Indian Rural Market Scenario

The rural market revolution in India is driven by rising
disposable income, improving purchasing power,
changing consumption patterns and lifestyle, improving
roads and infrastructure facilities, increased access to
information and modern communication technology and
various government initiatives implemented to boost the
rural economy.
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Table-1 : Population in India (In Millions)

Source: Census of India 2011

The marketer has to cover the vast and scattered market
in terms of areas covered and size of the rural population.
It comprises 68.84% of the total population as per2011

census, it means 833 million population reside in rural
areas scattered around 6,40,867 villages.

Table-2 : Rural Literacy Rate (In %)

Source: Census of India 2011

The pace of growth in literacy rate shown in the above
table is a strong indicator that rural population awareness

has gone up and acceptance and demand for modern

lifestyle products is in a rising trend.

Table- 3 : Village Electrification in India

Source: Annual Report, Department of Power, Government of India

Rural electrification in villages has gone up rapidly,
probably by the end of 12th five year plan almost all villages
would have been electrified. The proportion of rural
households with access to electricity has increased from
48 per cent in 1999-2000 to 70 per cent in 2010 (IRS-
2010). This has helped rural mass to go for durable goods
which require electricity to operate.

Under Deendayal Upadhyaya Gram Jyoti Yojanascheme,
power ministry has a target to electrify 18,500 villages
by 2018 in 17 states with its Rural electrification
Corporation (REC). Already 6,000 villages have been
covered under this scheme in 2015-16.

The all India rural consumption expenditure on consumer
durable goods grew at a compounded annual growth rate
of 16.5 per cent from 2007-08 to 2011-12, whereas for
urban areas it was 15.6 per cent, said the ASSOCHAM
study. “As the income level of rural people increases,
consumption expenditure on consumer durables also
goes up reflecting aspirations for a better life in the
countryside,” it said. A survey carried out by Rural
Marketing Association of India (RMAI) has revealed that
59 per cent of durables sales come from rural markets.

An Accenture’s survey conducted to study behavior and
attitude of rural consumers across 10 Indian states as
well as a quantitative survey among 2800 consumers in
320 villages, revealed that half of the respondents visit
nearby towns and district headquarters to make their
purchases. This indicates an opportunity for companies
to understand rural consumers’ aspirations; it is not only
availability but also their deep desire for a better shopping
experience. They want an “urban-like” shopping
experience.  Also the survey defined India’s rural
consumer segments into four broad categories; those
are Traditionalists, Steady Climbers, Young Enthusiasts
and the Village Elites.

3.0 Review of Literature

In the Indian rural marketing context, there is lack in
focused literature to guide a practicing or potential
manager to study distribution channel in Indian rural
market. For FMCG somehow few studies and initiatives
by companies have happened, but in case of durables it
is far behind. A very few research has taken in this regard.
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Dawar Sanjay (2015) feels distribution is the most
important factor when it comes to selling to rural India.
An efficient distribution model is the most critical factor
to achieve profitable and sustainable growth in rural
market. In terms of reaching rural consumer, the biggest
obstacles facing companies are inadequate distribution
networks and weak marketing channels.

Gopalaswamy T.P. (1997) of the view that while
consumables are purchased in the village shop or
shandies or in bigger villages, the consumer durables
are purchased in nearby towns or cities. Hence,
purchasing habits of the rural people needs to be
considered, while formulating distribution system, so that
products may be available at appropriate locations.

Kashyap Pradeep (2012) feels that in case of durables,
most companies cater rural markets through existing
urban distribution channel, as distribution is mostly
restricted to towns and cities only. There are few
exceptions, companies like LG and Philips, who have
established separate distribution and service networks
for rural markets.

Rajan R.V. (2011) observed that while rural folk shop for
durables, they don’t do so near their village, where there
may be one shop selling limited number of brands. They
go to the nearest town or city because they believe that
in cities they will get more choice, better deals and better
service. Large-format retail stores in small towns are
gaining importance, as they stock everything from agri-
inputs to personal care products to consumer durables.

Krishnamacharyulu C.S.G and Ramakrishnan
Lalitha (2011) strongly feels customized and affordable
products, effective distribution and focused marketing
initiatives are essential factors in building credibility for
a brand in rural India. The major challenge faced by
marketers involves supplying products of right quality in
enough quantities to meet the needs of rural customers.

Gupta Asish (2011) strongly feels that location of the
store plays an important role. Selecting a store in prime
locality will definitely pay off than having it at the outskirts
of the village. Also while creating these stores, acceptable
ambience should be there so that rural people feel
comfortable.

4.0 Objectives, Scope and Method of Study

The main objectives of the paper are:

a) To find out challenges in rural channel management.

b) To identify the various rural channel members in the
Indian context.

c) To suggest an appropriate rural channel strategy for
distribution of durables.

The study confines to rural channel management towards
durables only.
Data have been collected from various books, articles
available in various journals, websites, magazines and
newspapers etc.

5.0 Challenges in Rural Channel Management

Ensuring availability of the product or service is the major
challenge in rural areas. In order to reach remote rural
market distributors use auto rickshaws, bullock-carts and
even boats.Long back rural consumers used to buy
durables from nearby towns or cities, but gradually
change in their buying habit has been observed. Many
rural customers now looking for a shop which is selling
durables in their village or nearby villages. If the same is
not available, then they think of going to nearby bigger
market in towns.

Marketers face following problems in rural channel
management for selling durable goods:

s Large number of scattered small markets, resulting
high cost of distribution

s The distribution chain in the rural context requires a
large number of tiers, which makes channel a major
problem for distributor.

s Business volume is not adequate enough particularly
in case of durables to sustain the profitability of retail
tier.

s Unorganized market causes difficulty to formulate
proper distribution system

s Dispersed population put companies in difficulty for
proper logistics planning

s Poor roads and infrastructure adds cost to products

s Multiple tiers (intermediaries) in the value chains
leading to higher costs

s Non availability of suitable dealers, so wholesaler
takes advantage

s Financial strength of retailersislow

s Poor storage system, warehouses hurdle for
maintaining inventory level

s Inadequate bank and credit facility for rural
customers and retailers, resulting distribution in rural
markets handicapped.

s Availability of proper rural shop shelves to display
products

s Poor media reach

6.0 Various Rural Channel Members

The conventional distribution channel adopted by durable
companies includes four members such as C&FAs,
stockists, wholesalers and retailers. There are five layers
of distribution channels for movement of products from
company manufacturing hub to rural market. The
following table depicts various possible channels as
below:
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Table-4 : Channel Members

Layer Channel Partner Location 

Layer 1 Company depot/ C&FA National/ State level 

Layer 2 
Distributor / Van operator / super stockiest / rural 

distributor 
District level 

Layer 3 
Sub-distributor/ retail stockiest / sub-stockist / star seller / 

Shakti dealer 
Tehsil HQ, towns and large villages 

Layer 4 Wholesaler Feeder towns, large v illages, haats 

Layer 5 Retailer Villages, haats 

Source : The Rural Marketing Book, Kashyap P and Rout S

FMCG distribution comprises of maximum channel
partners, whereas durable goods channel has fewer links.
Goods directly move from manufacturing hub to C&FA,
then to authorized dealers and lastly reach end user.

Historically, if we look at rural distribution system, it used
to comprise wholesalers, retailers, vans, mobile traders
and weekly haats.

CFAs: CFAs are first link in channel management for
supplying materials to various channel members. CFAs
provide godown space for keeping stock and supplying
those stocks to stockists or distributors or wholesalers
those who cater retailers. The orders are usually booked
by company sales personnel and CFA execute the same
order.

Stockists: Also called as distributors who stock
materials received from CFA and redistribute to rural retail
networks. They are most critical link between a company
and its rural channels, as they are the first customers
for the company, investing in stock and employing sales
force  to cover rural market as per permanent journey
plan(PJP).

Wholesaler: Majority of rural consumption is still routed
through wholesalers, because they are located nearby
feeder markets, thus village retailers replenish their stocks

as and when it is required as per their convenience. They
are typical traders rather than a distributor, keeps stock
during peak demand season, not loyal to any particular
brand, behaves with market demand. Rural market was
neglected by most companies due to low density of retail
outlets, low volume off-take by rural retailers. Thus
wholesalers in nearby towns used to take advantage of
this situation and village retailers solely depend on them.
Thereby, those wholesalers often indulge in trade
malpractices.

Retailers: Retailer sell products and services from a
fixed location, such as kirana shops, department stores,
boutiques, in small or individual quantities for direct
consumption by consumers. A retailer buys goods and
products in large quantities from wholesalers or
distributors and sells them to end customers as per their
requirement. Retailers are normally at the end of the
distribution channel and they are essential part of whole
distribution strategy. In India retail industry has two more
forms: Haats and Melas. Haats are weekly local markets
that serve nearby villages for their day to day necessities.
Similarly Melas are larger local temporary markets where
various durable goods are also sold.

Marketers can make effective use of the following large
available infrastructure to create huge network.

Table-5 : Rural Marketing Infrastructure

Post Offices 1,38,000 

Haats (Periodic Markets) 42,000 

Melas (Exhibitions) 25,000 

Mandis (Agri markets) 7,000 

Public Distribution Shops 3,80,000 

Bank Branches 32,000 

Source: NCAER Report, 2011
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7.0 The Rural Channel Strategy for Durables

To expand the business by tapping the countryside, more
and more multinationals are foraying into Indian rural
market. In order to be successful in Indian rural market,
companies have to convince that rural consumer is
different from that of urban counterpart in many aspects.
The biggest challenge for companies including MNCs is
meeting basic four criteria such as awareness availability,
affordability and acceptability. The most important of
these four criteria is availability of product in time at right
place, meeting customer expectations and ultimately
ending up with customer delight.

Many companies like LG Electronics, Samsung,
Micromax, Bajaj, Usha, Hero, Philips now seriously
looking for expanding rural business by strengthening
their primary as well as secondary network. One such
success story by Micromax may be a way ahead, which
created the brand popular in rural market in a short span.
Micromax launched a phone for rural market called
‘Micromax X1i’, a brand with unique feature like good
battery backup. The strategy behind this was that rural
folks normally have problems with electricity and
producing a battery that lasts longer duration would be a
big success. The most significant step the company took
was despite many challenges, the problem of logistics
was solved by setting up elaborate distribution network
comprising of 450 distributors and more than 50,000
retailers. In order to cater to rural market Crompton started
a new strategy of introducing rural marketing a separate
wing with rural centric products like in fans ‘Crompton
Pavan’, in pumps ‘Crompton Sarita’ to target rural
consumers. A special drive was undertaken to appoint
rural specific distributors who can cater rural retailers,
which was a success story for the company. Similarly,
LG Electronics made more efforts to build its distribution
system in rural areas. In order to sell its products in the
countryside, LG built specialized offices called Remote
Area Offices (RAOs), and for places where either
population is too small or which are too remotely located
to set up RAO, it authorized local dealers to act as
distributors.

8.0 Emergence of Modern Rural Retailers

Over last few years, Indian rural market has witnessed
rapid transformation in channel particularly for durables.
In order to meet increasing demand of products and
services in rural markets companies are looking for new
distribution channels to cater those markets effectively.
Urban and semi urban markets coming up with
departmental stores, supermarkets, hypermarkets,
malls, specialty stores, multiplexes and fun zones,. Even
this modern retail channel has become a point of
attraction for consumers of rural areas.

In order to meet rural demand, companies those are
seriously looking to enter rural markets and to serve them
effectively need to focus and develop new distribution
channels. Some of the alternate channels are as below:

a) Vans: Mobile vans play an important role in the
distribution and promotion of products in rural

markets. Presently many durable companies use
vans for product demonstration as well as distribution
of their products in villages. Eveready, the market
leader in batteries and torches use vans extensively
to cater effectively rural markets.

b) Self Help Group (SHG): A self help group is a group
of 10-15 women organized by government bodies or
NGOs, get loan from rural banks to set up income
generating enterprises. The rapid growth of the SHG
movement in India has provided marketers with an
opportunity to establish distribution model through
linking these groups to become part of their channel.
Hindustan Unilever Limited (HUL) started Project
Shakti by tapping these groups. Under project
Shakti, distribution has been organized through
three-tier network, first by a CFA at state level, then
by Rural Distributors (RDs) at district level, who
delivers various stocks at the door steps of Shakti
Dealers (SDs) in villages.

c) Public Distribution System (PDS): It is a system
of distribution of essential commodities to a large
number of people through a network of fair price
shops (FPS), which is often referred as ration shops.
Model fair price shops, initiated by government at
Gujarat, known as micro rural malls. At these rural
malls, people can not only buy only essential
commodities, but also other products and services.
Out of total 3, 80,000 FPS 80 percent are located in
rural areas, which can be better utilized as an
alternate channel of distribution.

d) Petrol Pumps: In India nearly 7200 petrol pumps
are located near highways close to villages. Some
of those petrol pumps in addition to selling petroleum
products, also sell consumables, agri-inputs, LPG
cylinders and other rural based items. Indian Oil
Corporation’s Kisan Seva Kendra is one of these
initiatives which cater requirement of rural customers.

e) Cooperative Societies: Cooperative societies in
Indian rural economy in terms of their coverage and
role in the economic value chain, from production to
marketing, and procurement to distribution. Warana
Bazar in Kolhapur district of Maharashtra and
Farmers’ Services Cooperative Societies (FSCS) are
some of the cooperative networks which operate like
mini super markets for rural consumers.

f) Non-government Organizations: Non-government
Organizations (NGOs), which has been present in
Indian rural areas for a long time can be utilized as
an alternative channel of distribution in the
hinterlands. Tata tea first started its initiative “gaon
Chalo” meaning “Let’s go to the villages”, joined
hands with some NGOs to reach across rural Uttar
Pradesh.

g) Mobile Traders: They are one of the age old
unorganized distribution systems of rural India, in
which traders travel through remote villages selling
products door to door. They carry their products on
bicycles, bullock carts, mopeds, bikes or on foot.
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Mobile traders have a deep reach as they mainly
target small villages and they emerge as cost-
effective way of direct selling.

9.0 Concluding Note

Over the years, many durable companies have built strong
distribution system which helped those brands reach the
interiors of rural market. Now many durable companies
like Samsung, Godrej, Bajaj, Usha, Crompton, V-Guard,
Micromax are seriously looking into establishing strong
distribution strategy to penetrate remote villages, so that
their products move deeper into rural market. Companies
mostly depend on their distribution channel to make the
product available at right place, resulting hassles free
purchase by customer, generating customer delight &
satisfaction and achieve differentiation over competition.
Now rural market has become lucrative and growing,
marketers need to look at this aspect of business
management seriously, establish strong distribution
channel to cater durable goods so that companies can
ensure brand loyalty, ensure better price discipline and
thus ultimately meet and satisfy organizational goals.

According Accenture survey, almost 83 percent of rural
consumers claimed that they go to shopping malls in
nearby cities or towns to make their big-ticket purchases.
Thus in future, store format, location, size and layout
will be critical for attracting rural consumers. It may not
be feasible for durable companies to have large number
of branded stores in rural areas, but at the beginning in
order to inspire trust and build brand recognition few
flagship shops can be opened at select markets.
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Abstract

It is utmost important to retain competent employees for the success of every organization. Mere use of money,

technology and infrastructure could not bring success to an organization unless and until its employees are satisfied.

For employee satisfaction, employees must be self motivated. Thus objective of this study is to analyze what

factors affect quality of work life of faculty members working in public and private sector universities in Punjab.

As far as comparative study is concerned; factors which motivate  both sector’s employees to work efficiently are

salary & rewards, better leave plans, reasonable working hours and opportunities for promotion. There are few

factors, which create aversion among employees of both the sectors are; too much workload, conduct of top

management, long travelling hours and internal politics.

Keywords:  Motivation, Job Satisfaction, Quality of work life

1.0    Introduction

Quality of work life refers to the level of pleasure or
displeasure with one’s own career. The employees who
enjoy their career are said to have a high quality of work
life, while who are not satisfied with their job have a low
quality of work life. Various variables are taken which affect
quality of work life of both Government and Private
University Teachers. For the success of every organization
it is utmost important to retain competent employees.
Mere use of money, technology and infrastructure could
not bring success to an organization unless and until its
employees are satisfied. For employee satisfaction;
employees must be self motivated. As mentioned in
hygiene two factor theory, the presence of hygiene factors
do not create satisfaction but absence of these definitely
create dissatisfaction (Herzberg 1923). Due to changes
in work environment i.e. technological, high competition,
rise of employee unions etc.; employers are not only
offering pay as compensation, but are considering other
benefits both intrinsic & extrinsic to create a quality working
environment  will attract and retain the best brains in the
industry. The quality of work life can be explained as the
quality of association among the employees and the work
surroundings such that the employees have an important
pressure in structuring the organizational surroundings in
techniques utilized to rise not only their personal
inspiration and job satisfaction but also the profits and
productivity of the organization. The quality of work life
covers numerous areas like getting rid of the health hazards
for the employees, sufficient fair compensations, security
of job, benefits for employees, profit sharing, work
schedules and the work place contribution. As far as

comparative study is concerned; factors which motivate
both sector’s employees to work efficiently are salary &
rewards, better leave plans, reasonable working hours and
opportunities for promotion. Employees often expect
various quality requirement from work place, these can
be classified into personal anticipatory, motivational
insights, job freedom and working conditions.

2.0    Review of Literature

The most contented teachers are the ones who feel their
jobs are secure and they are treated as experts by the
community. This is one of the key factors as this ensures
that they are capable of delivering the student requirement
and they are capable of utilizing their overall skills (Walton
et al., 2003). Teachers whose jobs are secure are more
likely to have prospects for professional development,
interact cohesively with peers and greater parental
involvement in their schools and to their students (Gupta
& Sharma, 2011). Rewards and Benefits serves as a
motivating factor for teachers to perform well in the colleges.
This also creates a healthy competition between teachers
in using their overall skills in their performance and strives
to increase the overall standard of the college (Kaur, 2012).
Compensation plays a pivotal role in effectiveness of the
university. Lesser compensation would not attract skilled
and experienced people with great performance and would
not help in achieving the quality in imparting education,
while higher compensation might be an overhead with
costs running more than the desired (Malarvizhi, 2012;
Islam, 2012). University should strive to provide opportunity
for every team member to showcase their talent,
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proficiency, skills, capacity and abilities (Zakari, Khamis
& Hamadi, 2010). Utilizing teacher’s capacities in areas
other than their present position will help them to
understand that management appreciates and identifies
that what the staff could provide to the university. This can
also provide work variety and helps to break up the
everyday grind of work and also helps to get free from the
stress of the routine work (Gupta & Sharma, 2011).
Teachers will be dissatisfied if rational climate doesn’t exist
for them to differentiate work from family (Carr et al. 2003).
The universities demand shouldn’t be interfering with
teacher’s family responsibilities and personal duties apart
from their carrier (Aziz et al., 2010; Al-Enezi et al. eds.,
2009).  Teachers experience poor mental health and lower
job satisfaction as compared to other groups (Miller and
Travers 2005). There is an association between the quality
of work life with the commitment to university among
some 205 students who possess the student job and it is
found that there is a considerable association among the
willingness to work and the commitment to university
(Turner 2005) whereas there is a significant and positive
association between the organizational commitment and
the quality of work life (Ashoob 2006).  Disappointment
with quality of work life may affect faculties irrespective of
their positions. When the universities starts to identify
that the faculties have their lives apart from work, trust
and loyalty among faculties is created (Saraji and Dargahi,
2006). Workload pressure, role ambiguity and performance
pressure were the predictors of job stress. But managerial
role and relationship with others had no significant direct
effect on job stress (Alam 2009). As far as association in
the perception of employees towards quality of work life
and job satisfaction across the gender and nature of job
is concerned there is difference in the perception of males
and females with regard to different dimensions like working
conditions, work life balance, opportunities of growth and
social relevance of job (Shalla et al.2014).

3.0    Research Gap

The review of the existing literature reveals that a numbers
of studies have been carried out on various aspects of
quality of work life  but a very few comprehensive studies
in this area could be found which provide detailed
information regarding quality of work life in universities of
Punjab region. In the light of the above discussion
comprehensive and detailed study regarding universities
is of dire need. Since these teachers are the only
scapegoat of these universities, the comparison of the
quality of their work life  in universities will be an eye opener
to private as well as public sector universities in Punjab in
improving the work environment of these faculties.

4.0    Need and Significance of the Study

This study aims to analyze what factors affecting quality
of work life of faculty members working in public and private
sector universities in Punjab. To achieve organizational
goals it is necessary that its employees must be ready to
work with zeal and enthusiasm. For this purpose, efficient
working conditions should be provided to them.

5.0    Research Method

The present study is based on both primary data and
secondary data. In this research, primary data are collected
from faculty members of government and private universities
of Punjab, with the help of questionnaire.  The secondary
data have also been collected from journals, books and
various committees such as Yash Pal Committee Report
2009, CSO (2008) Statistical Abstracts of Punjab.
Universities were selected on the basis of quota
sampling and respondents were selected on the basis
of random sampling. The survey was conducted via email
and face to face interviews. The sample size is an
important feature. A total of 550 survey questionnaires
were sent, of which 510 questionnaires received back.
Each of the responses received had been screened for
errors or incomplete responses. However, responses
that had more than 25% of the questions in the survey
questionnaire left unanswered that had been discarded
from data analysis. After the screening process carried
out, only 500 (250 from each sector) responses have
been considered complete and valid for data analysis.
Taking into consideration the objectives of the study, a
structured questionnaire was prepared to meet the
objectives. The questionnaire was framed on the basis
of previous literature, discussion with experts of the
related field. The suggestions of experts led to many
meaningful modifications. The preliminary draft was pre
tested on 50 respondents, including 25 from public
sector universities and 25 from private sector
universities. Questionnaires were received back with
suggestions; questionnaires were revised and sent for
final survey.  All the questions were close ended. Factor
analysis was used to analyze the data.

6.0    Analysis

These were in general; reflecting perception of faculty
members of Public and Private Universities.  Faculty
members were asked to express their level of agreement/
disagreement with respect to various statements based
on five-point Likert scale. Factor analysis is applied to
summarize the data into less and meaningful factors
relevant to the sample.

6.1    Perception of Public  University’s Teachers - A
Factor Analysis Approach

Data were examined for their suitability for factor analysis.
Reliability is measured by using Crohnbach’s Alpha.
Crohnbach’s Alpha ranges from 0 to 1. The Crohnbach’s
Alpha of likert scaled items in the questionnaire was 0.732
which is deemed to be good. This was done by computing
the correlation matrix which was depicted enough
correlations to carry out factor analysis. Correlation matrix
was computed which depicted that there were enough
correlations to carry out factor analysis. Communality and
factor loadings were high enough to prove the suitability
of data as well as the Kaiser-Meyer-Oklin measure of
sampling adequacy (KMO) was 0.715 which indicated that
the sample was good enough for sampling. Barlett’s Test
of  Sphericity showed statistically significant correlations
among the variables. Hence all the above mentioned
parameters revealed that data were fit for factor analysis.
The Eigen value are the total variance attributed to that
factor. Any factor that has an Eigen values of less than 1
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does not have enough total variance explained to represent
a unique factor and is therefore disregarded. The Eigen
value represent the total variance explained by each factor.
Out of 34 statements listed for assessing quality of work
life after applying factor analysis total variance that 12
factors extracted together for 62.357% of total variance
so it is possible to economize on the number of variables
from 34 to 12.

The 1st factor explains the largest portion of the total variance.
The 2nd factor for the most of the residual variance, subject to
being uncorrelated with the first factor. The second factor
explains the second highest variance and so on. The Eigen
values for the factors are in decreasing order of magnitude
as we move from variable 1 to variable 12. Factor 1 accounts
for a variance 4.885 which (4.885/34) or 14.367% of the total
variance. Likewise the second factor accounts for (2.566/
3.4) or 7.548% of total variance and so on. All factor loadings
greater than 0.5 have been considered for factor analysis.

Table-1 : Principal Component Analysis with Varimax Rotation- Public Sector University

Sl. 

No 

Name of 

Dimension 

Lab

el 
Statement 

Factor 

loadings 

Eigen 

Values 

% of 

Varia
nce 

% of 

Cumulative 
Variance 

1 

Job 
Satisfaction 

and 
Self Esteem 

F3 Good Relationship with co-workers 0.639 

4.88 7.96 7.96 
F12 Faculty members have friendly relations with each other 0.669 

F13 Fellow colleagues are ready 0.708 

F16 I feel satisfied after performing my work 0.584 

2 
Recognition 
and Career 
Progression 

F7 Sufficient motivational strategies 0.577 

2.56 7.30 15.27 

F8 
Support from the top management is helpful in accomplishing a 
task 

0.628 

F9 University recognizes and acknowledge my work 0.643 

F10 
Adequate opportunities for self improvement and career 
progression 

0.515 

F24 
All the faculty member generally support all the members of the 
universities 

0.695 

3 
Employee 
loyalty and 

Growth 

F5 Effective promotional opportunities in the university 0.584 

1.87 6.03 21.30 
F15 

On the basis of my own standards, I am satisfied with personal 
development 

0.510 

F28 
Faculty members in this university communicate well with each 
other 

0.787 

F29 All the members are generally committed to their work 0.587 

4 
Quality on 

Work Place 

F20 
I feel that my university provides maximum facilities for doing my 
work properly 

0.688 
1.70 4.92 26.22 

F17 I feel good about the quality of work performed 0.515 

5 
Conducive 

Environment 

F6 Good safety measures adopted at the university 0.725 
1.52 4.89 31.12 

F22 
I do not feel under pressure from anybody in carrying out my 
duties 

0.579 

6 
Lower Self 

Esteem 
 

F18 
 

F27 

There are many political problems in this University Most of my 
activities are routine and boring 

0.816 
 

0.574 
1.47 4.82 35.94 

7 
Employee 

Development 

F21 I am developing new skills and abilities at work 0.704 
1.41 4.67 40.62 

F34 
My superior always allows to attend refresher courses and 
conferences 

0.558 

8 
Work load 
other than 
teaching 

F32 I feel too much burdened for research work. 0.582 
1.30 4.48 45.10 

F33 My university organizes FD for the up gradation of facility 0.815 

9 Rationali ty 
F11 Favoritism does not play any part in the institution of  work 0.754 

1.18 4.46 49.57 
F25 Faculty members are given recognition for their creative work 0.511 

10 
Organizational 

satisfaction 

F2 Job security exists at my university. 0.741 
1.15 4.30 53.88 

F14 
I feel that my superiors give reasonable attention to my 
suggestions as regards method of work 

0.566 

11 

Organizational 
communication 
and economic 

benefit 

F1 There is a reasonable periodical increase in salary 0.795 

1.08 4.26 58.15 
F23 There is an active low of ideas 0.501 

12 Critical factors 
F19 Ready to shift job at same position in a different organization. 0.586 

1.01 4.20 42.35 
F26 Employer overdrive the employees 0.701 

 

KMO 0.715
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6.1.1 Job satisfaction and self esteem (Factor 1) : This
suggests that factor 1 is the combinations of four
variables. Faculty of Public Sector University perceives
that there exists job satisfaction and self esteem. This
factor explains (7.965%) variance with 4 statements.
Highest coefficient is for the statement F

3
, “Good

relationship with co-workers” (0.639), followed by F
12

“Faculty members have friendly relations with each
other” (0.669) whereas next variable F

13
 states that

“Fellow colleagues are ready to help in distress”
(0.708) and one more statement which is extracted in
factor 1 is F

16
 “feeling of satisfaction after performing

my work”. Our results go hand in hand with the results
of study conducted by Schulz and Pauline (2009),
Johansson and Heikinaro(2004) who too found that
teachers derived most of their job satisfaction from
interpersonal relations.

6.1.2 Effort Recognition and Career Progression
(Factor 2): This factor explains a combination of 5
statements with 7.309% of variance. The statement
F

7
 scored the highest score. It is sufficient

motivational strategies” (0.577), followed by F
8

“support from top management is helpful in
accomplishing a task” (0.628). The statement F

9

states that “university recognizes and acknowledge
my work” with factor loadings 0.643 is also a
combination of F

10
 “Adequate opportunities for self

improvement and career progression” (0.515) and
statement F

24
 All the faculty members generally

support all the members of the universities with factor
loadings 0.695. Effort recognition and career
progression also fall in line with the findings of
Jenkinsons and Chapman (1990), Sweeney (1981).

6.1.3 Employee loyalty and growth (Factor 3): This
factor explains 6.032% of variance with 4 statements.
These statements indicate that employees
committed towards their duties and sufficient
promotional opportunities are provided to deserving
employees. The results contradict with studies
conducted by Sonmezer and Eryaman (2008).

6.1.4 Quality on Work Place (Factor 4): Public
university provides maximum facilities to conduct
research work as well as to perform other activities.
Factor 4th explaining 4.920% of variance with 2
statements.  The statement F

2
, “University provides

maximum facilities for doing to my work properly”
(0.688) followed by F

17
 “Feeling good about the quality

of work performed” (0.515). Bhanugopal et al. (2008)
also found that there is correlation between quality
of work life and work environment.

6.1.5 Conducive Environment (Factor 5): The 5th

factor explains 4.897% of variance of 2 statements.
The highest coefficient is 0.725 in case of the
statement F

6
, “Good safety measures adopted at my

university” followed by F
22

, “I do not feel under
pressure from anybody in carrying out my duties”
(0.579) employees feels comfortable is this
environment and work efficiently. It is also found in
the study of Mirvis and Lawler (1984) that quality of
work life is associated to working environment,
working hours and safe working conditions.

6.1.6 Lower Self Esteem (Factor 6): Factor 6 enlists
negative statements which lead to low the morale of
employees. It consists of 2 statements. Factor 6
explains 4.820% of variance. The highest coefficient
is 0.816 in case of statement F

18
, “There are many

political problems in this university” and F
27

, “Most
of my activities are routine and boring” with factor
loadings of 0.484.

6.1.7 Employee Development (Factor 7): Factor 7
enlists statements related to employee development.
7th factor explains 4.679% of variance with 2
statements. The statement F

21
, “I am developing new

skills and abilities at work” 0.704 followed by F
34

,  “My
superior always allows to attend refresher courses and
conferences” with factor loading of 0.558.

6.1.8 Workload other than teaching (Factor 8): This
factor is a combination of 2 statements with 4.487%
of variance. These statements create extra burden
other than teaching on university faculty.

6.1.9 Rationality (Factor 9): Factor 9 enlists favorable
statements which lead to job satisfaction among
public sector university faculty. It consists of 2
statements. Factor 9 explains 4.64% of variance. The
highest coefficient is 0.754, in case of statement F

11
,

“Favoritism does not play any part in the Institution”
and F

25
, “Faculty members are given recognition for

their creative work” (0.511).

6.1.10 Organizational Satisfaction (Factor 10):

The 10th factor explains 4.309% of variance with 2
statements the statement F

2
 scores highest score,

“Job security exists at my university” (0.741), followed
by F

14
 “I feel that my superiors give reasonable

attention to my suggestions as regards method of
work” (0.566).

6.1.11 Organization Communication and Economic
Benefits (Factor 11): This factor explains 4.269%
of the variance with 2 statements. This factor features
that there is two way communications to make
healthy environment and economic benefits are
reasonably provided to the faculty. The highest
varimax coefficient is secured by the statement F

1
,

“There is reasonable periodical increase in my salary”
(0.795), followed by F

23
, “There is an active flow of

ideas” with factor loadings 0.501.

6.1.12 Critical Factors (Factor 12): The factor 12th

explains 4.205% of variance with 2 negative
statements. The statement F

19
, “Ready to shift job

at same position in a different organization” (0.586)
followed by F

26
, “Employer overdrive the employees”

with factor loadings of 0.70%.

6.2 PERCEPTION OF PRIVATE UNIVERSITY

TEACHERS –A FACTOR ANALYSIS APPROACH

Out of 34 factors only 12 factors extracted together with
variance for 71.133% of total variance, so it is possible
to economize on the number of variables from 34 to 12.
The 1st factor explains the largest position of the total
variance. The second factor for the most of the residual
variance, subject to being uncorrelated with the first factor.
The Eigen values for the factors are in decreasing order
of magnitude as we move from variable 1 to 12. Factor 1
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accounts for variance 5.934 which (5.934/34) or 17.454%

of total variance. Likewise 2nd factor accounts for (3.056/

34) or 8.989% of total variance and so on. Table 5 indicates

that 12 factor have been extracted.

Table - 2 : Principal Component Analysis with Varimax Rotation- Private Sector University

Sl. 

No. 
Dimensions Label Statement 

Factor 

loading 

Eigen 

Values 

% of 

variance 

% of 

Cumulative 
variance 

1 
Job Satisfaction 
and Self Esteem 

 

F3 Good relationship with co-workers 0.561 

5.93 8.94 8.94 

F12 Friendly relations with each other 0.742 

F13 Fellow colleagues ready to help in distress 0.686 

F15 Feeling of success 0.702 

F14 
Superiors give reasonable attention to my 

suggestions 
0.583 

F16 I feel satisfied after reforming my work 0.526 

2 

Effort 
Recognition and 

Organizational 
Communication 

F9 
University recognizes and acknowledge my 

work 
0.512 

3.05 7.90 16.84 

F21 
I am developing my skills and abili ties at 

work 
0.572 

F23 There is an active flow of ideas 0.580 

F24 Co-workers support each other 0.626 

F25 
Faculty members are given recognition for 

their work 
0.800 

3 
Quality on Job 

Freedom 

 

F6 Good safety measures adopted at university 0.651 

2.22 7.39 24.24 F7 Sufficient motivational strategies 0.588 

F8 Support from top level management 0.703 

4 
Employee loyalty 

and Growth 
 

F1 
There is reasonable periodical increase in 

my salary 
0.559 

2.17 6.37 30.61 F28 
Faculty members in this university 
communicate well with each other 

0.850 

F29 
All members generally committed to their 

work 
0.769 

5 
Work load other 
than Teaching 

 

F32 I am too much burdened for research work 0.672 

1.83 6.32 36.94 F33 
 

F34 

My university organizes FDP from up 
gradation of faculty 

Support to attend conferences and refresher 

courses 

0.730 
 

0.703 

6 
Lower Self 

Esteem 

F18 
There are many political problems in this 

university 
0.766 

1.68 5.83 42.78 

F27 Most of my activities are routine and booking 0.677 

7 Work Pressure 
F19 

I am ready to join if same type of job under 
same terms and conditions in a different 

organization. 

0.837 
1.52 5.42 48.20 

F30 I have no time to pursue my area of interest 0.511 

8 
Opportunity of 

Growth 
 

F10 
Adequate opportunities for self improvement 

and career progression 
0.585 

1.38 5.00 53.20 
F22 

I do not feel under pressure from anybody in 

carrying out my duties 
0.835 

9 Critical Factors 
F26 Employer overdrive the employees 0.538 

1.28 4.78 57.98 
F31 I have to do too much clerical work 0.583 

10 Rationality 
 

F4 
There is rational performance and appraisal 

system. 
0.528 

1.05 4.77 62.77 

F11 
Favoritism do not ply and part in the 

insti tutions 
0.836 

11 Quality of Work F17 
I feel good about the quality of work 

performed 
0.785 1.02 4.20 66.97 

12 
Organizational 

satisfactions 
 

F2 Job security exists at my university 0.713 

1.01 4.15 71.13 
F5 

Effective promotional opportunities in the 

university 
0.671 

 

KMO=0.630
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6.2.1 Job Satisfaction and Self Esteem (Factor 1):
The first factor explains 8.949% of the total variance

with 6 statements. The results go hand in hand with

the results of study conducted by Schulz and Pauline

(2009), Johansson and Heikinaro (2004) who too

found that teachers derived most of their job

satisfaction from interpersonal relations.

6.2.2 Effect Recognition and Organizational
Communication (Factor 2): This factor explains

7.905% of the variance with 5 statements. The

highest coefficient 0.800% is scored by the

statement F
25

, “Faculty members are given

recognition for their work” followed by F
24

, “Co-

workers support each other” (0.626). The findings of

the study also matched with Islam (2012). He

conducted study regarding the factors affecting

quality of work life among employees of private

limited companies in Bangladesh.

6.2.3 Quality on Job Freedom (Factor 3): The factor

explains 7.392% of the total variance with 3

statements. The highest coefficient is scored by the

statement F
8
, “Support from top management”.

(0.703), followed by F
6
, “Good safety measures”

adopted at university (0.651). The statement which

scored least is F
7
, “Sufficient motivational strategies”

(0.588).As explained by Owens (2006), that

commitment has a major and constructive influence

on job performance and on retaining workforce.

6.2.4 Employee Loyalty and Growth (Factor 4): The

4th factor explains 6.371% of variances with 3

statements. The statement F
28

, “Faculty members

communicate well with each other” has scored

highest coefficient (0.850), followed by 2 statements

F
29

, “All members generally committed to their work”

(0.769) and F
1
, “There is reasonable increase in my

salary” (0.559).

6.2.5 Workload other than teaching (Factor 5):
This factor explains 6.371% of variance with 3

statements in which employees feel stressed with

high commitment work system i.e. trainings,

meetings and involvement in job.

6.2.6 Lower Self Esteem (Factor 6): The 6th factor

explains 5.839% of the total variance with 2

statements. The high coefficient is scored by the

statement F
18

, “There are many political problems

in this university” (0.766) followed by F
27

, “Most of

my activities are routine and boring” (0.677).

6.2.7 Work Pressure (Factor 7): This factor explains

5.420% of the total variances with 2 statements.

Due to work pressure in private universities;

employees are ready to join the same position in

some other organization.

6.2.8 Opportunity of Growth (Factor 8): The 8th factor

explains 5.002% of variance with 2 statements. The

findings of the study also fall in line with Sandrick

(2003) found that intrinsic job satisfaction, job

delight was a better predictor of self esteem and

opportunities of growth and career achievement are

helpful to retain employees in an organization.

6.2.9 Critical Factors (Factor 9): This factor explains

4.787% of variance with 2 statements. The highest

coefficient is scored by F
26

, “Employer over drive

the employees” (0.583) followed by F
31

, “I have to

do too much clerical work” (0.583).

6.2.10 Rationality (Factor 10): This factor explains

4.780% of the total variance with 2 statements.

The rationality among performance appraisal of

faculties also fall in line with the results of study

Aldakhilallah and Parente (2002) who serves as

revised version of outdated methods of

performance evaluation in the effective evaluation

of the performance of faculties that fits with the

idea of Total Quality Management (Almalki, 2012;

Almalki, Fitzgerald & Clark; 2011).

6.2.11Quality of Work (Factor 11): This factor

explains 4.20% of the total variance with only one

statement F
17

, “I feel good about the quality of

work performed” (0.785). This is an Independent

factor. Itself it is an important factor which is

essential to evaluate overall work environment.

6.2.12 Organizational Satisfaction (Factor 12): The

12th factor explains 4.156% of the total variance

with 2 statements the statement F
21

 “Job security

exists in my university” (0.713) followed by F
5
,

“Effective promotional opportunities exist in my

university” (0.671).The results also went along with

findings of Moses (1999), Gupta and Sharma

(2010) that they offer facility of self development

and provides prospects to improve their job. There

is correlation between quality of work life, job

security and opportunities of career growth.

6.3 COMPARATIVE CONCLUSION OF FACTOR
ANALYSIS’ RESULTS FOR PUBLIC SECTOR AND
PRIVATE SECTOR UNIVERSITY

Application of factor analysis to responses of public

sector and private sector teachers reveals 12

dimensions. Total variance explained by 12 factors

was 62.35% in case of public sector university

teachers and 71.13% in case of private sector

university teachers. These results reveals that

factors discovered as important in quality of work

life are greater preferred by private sector university

teachers than public sector. There has been similarity

in case of 3 factors i.e. job satisfaction and self

esteem and effort recognition and career progression

and lower self esteem as this has been expressed

through 1st and 2nd and 6th factor by public sector

and private sector university teachers. However, the

importance of other factors differed considerably. The

work load other than teaching appears as the F
8

explaining 4.48% variance in case of public sector

university, while  factor 5th explains 6.32% variance

in case of private university teachers. There is a

further Rationality features as the 9th factor with

4.64% of variance in case of public sector while it
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features as F
10

 with 4.78% of variance in private

sector teachers. The ‘Employee loyalty and growth

is observed as the 3rd factor by public sector

university teachers with 6.37% of variance while it

is at 4th level in case private sector with 6.032% of

variance and critical factors features as 12th factor

with 4.205% variance while it features at 9th level

with 4.787% for private sector teachers. The factor

organizational satisfaction features at 10th level

with 4.309% of variance in public sector where as

at 12th level with 4.156% of variance. Hence, private

university teachers more affected by work load,

rationality, critical factors and organization

satisfaction. A comparison of two samples illustrates

that the factors emerging from both university

teachers are similar in constitution but private

university teachers feel more work load others than

teaching and critical factors as well as they feel

there are more growth opportunities in Private Sector

University.
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Abstract

Many studies have been conducted in the last two decades to answer questions such as whether it is really better

to use modern value based measures than the traditional performance measures to gauge corporate financial

performance, or which performance measure best explains corporations’ change in market value. While there have

been quite a few successful EVA stories are to encourage the EVA users, evidence supporting the rhetoric has

been primarily anecdotal. There has not been sufficient empirical research to substantiate the claim that EVA is the

best performance measure in terms of value relevance. This study is basically motivated by the claims cited above

including the interest in EVA in the business press, increasing use of EVA by firms, increasing interest in EVA

among academics and potential interest in EVA among accounting policy makers. We have tried to provide

independent empirical evidence on the information content of EVA and two mandated performance measures like

earnings and operating cash flow.

The first part of analysis uses pooled time series, cross sectional data of 34 listed Indian Banks during the period

2—1-2010 to evaluate the usefulness of EVA and other accounting based performance measures. The relative

information content indicate that over this period EVA explains some 27 per cent of variation in stock return which

is the maximum compared with the other mandated performance measures in our study. Notwithstanding the obvious

importance of earnings figures in value relevance studies, EVA is significant at the margin in explaining variation in

stock returns. This would support the potential usefulness of EVA type measures for internal and external performance

measures.

In the second part of the analysis, the components of EVA are specified as explanatory variables in regression with

excess returns. When examining components of EVA (which are shared with closely related performance measures)

the after tax interest was found to be the most significant component in explaining stock returns. This was followed

by CFO and accruals respectively. However, the capital charge was found to have the least information content.

Keywords: EVA, Information Content, Relative, Regression

Introduction

There has been increasing interest of shareholders

monitoring the performance of companies where they

have invested their money. This issue has resulted in

the creation of a culture related to shareholder wealth,

where shareholders do not conform to, invest and wait,

for the return obtained by managers, as they used to do

in past. To measure the performance of firms the

accounting rates of return like ROE, ROI and EPS have

traditionally been used. However, these accounting

measures have been severely criticized for their inability

to measure economic profitability (Fisher and McGowan,

1983). These conventional profitability measures can be

substantially distorted by the choice of accounting

treatment. This fact was acknowledged by other studies

which opened the door for other performance yardsticks

to be used, such as cash flow and residual income.

Modern value based performance measures have

attempted to divert management focus away from

earnings and towards cash flows. These measures

recognize that capital invested in the corporation is not

free, and make a charge for the use of the capital

employed by the corporation in its operations (O’Hanlon

and Peasnell, 1998)

Many studies have been conducted in the last two

decades to answer questions such as whether it is really

better to use modern value based measures than the

traditional performance measures to gauge corporate

financial performance, or which performance measure

best explains corporations’ change in market value.

While there have been quite a few successful EVA stories

are to encourage the EVA users, evidence supporting

the rhetoric has been primarily anecdotal. There has not

been sufficient empirical research to substantiate the

claim that EVA is the best performance measure in terms

of value relevance. In contrast, limited empirical evidence

has suggested otherwise.
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This study is basically motivated by the claims cited

above including the interest in EVA in the business press,

increasing use of EVA by firms, increasing interest in

EVA among academics and potential interest in EVA

among accounting policy makers. We have tried to

provide independent empirical evidence on the information

content of EVA and two mandated performance measures

like earnings and operating cash flow.

Literature review

The choice of performance measures is one of the most

critical challenges facing organisations (Knight, 1998).

Poorly chosen performance measures routinely create

the wrong signals for managers, leading to poor decisions

and undesirable results. There are enormous hidden costs

in misused performance measures. Shareholders pay

the bill each day in the form of overinvestment and

acquisitions that do not pay off etc. It is not that

management is poor. Simply, it is the wrongly chosen

performance measures, which in turn push management

to take improper decisions (Ferguson and Leistikow,

1998; Knight, 1998).Hence the corporate, which gave

the lowest preference to shareholders curiosity, are now

bestowing the utmost preference to it. Shareholder’s

wealth is measured in terms of returns they receive on

their investment. It can either be in forms of dividends or

in the form of capital appreciation or both. Capital

appreciation depends on the changes in the market value

of the stocks. The market value of stocks depends upon

number of factors ranging from company specific to

market specific. Financial information is used by various

stakeholders to assess firm’s current performance and

to forecast the future as well.

Traditional performance measurement systems were

developed at a time when decision-making was focused

at the center of the organisation and responsibilities for

decision-making were very clearly defined. According to

Knight (1998, p. 173) ‘these performance measurement

systems were designed to measure accountability to

confirm that people met their budget and followed orders’.

However, during the last two decades it was widely argued

(Rappaport, 1986; 1998; Stewart, 1991; 1999) that most

of the performance measurement systems failed to

capture and encourage a corporation’s strategy,

producing mostly poor information leading to wrong

decisions. The empirical studies highlight that there is

no single accounting measure which explains the

variability in the shareholders wealth (Chen and Dodd,

1997; Rogerson, 1997). Any financial measures used in

assessing firm’s performance must be highly correlated

with shareholders wealth and on the other hand should

not be subjected to randomness inherent in it. To

measure the performance of firms the accounting rates

of return like ROE, ROI and EPS have traditionally been

used. However, these accounting measures have been

severely criticized for their inability to measure economic

profitability (Fisher and McGowan, 1983). These

conventional profitability measures can be substantially

distorted by the choice of accounting treatment. Knight

(1998), in an attempt to explain why traditional

performance measures were so misused, asserted that

part of the answer lies in three myths surrounding

performance measurement, which are: growing quarterly

EPS is all that matters, accounting measures tell the

whole story, and that you can manage anything only

with financial reporting methods. These myths are all

based on the common belief that accounting is the only

means of measuring performance.

Over the last few years an increasing number of

consultants, corporate executives, institutional investors

and scholars have taken part in the debate on the most

appropriate way to measure performance. Consultants

are willing to demonstrate the mastery of their

recommended performance models. Corporate

executives show clearly that the performance models

adopted by their corporations are the most appropriate

and successful. Institutional investors debate the

advantages of alternative performance models for

screening underperforming companies in their portfolios.

Finally, scholars develop performance measurement

models and test the extent to which existing performance

evaluation and incentive compensation systems inspire

management decisions and performance itself.

In this backdrop, Stern Stewart & Company has

aggressively marketed a trademarked variant of residual

income, Economic Value Added (EVA) as a management

tool that creates value for the customers (Tulley, 1998).

However, during the nineteenth century, a similar concept

had been contemplated by economists. For example, it

was the famous economist Alfred Marshall in 1890, who
first spoke about the notion of economic profit, in terms

of the real profit that a company makes when it covers,

besides the various operating costs, the cost of its

invested capital. It is clear that under the EVA approach

performance measurement gains a new meaning in

contrast with the traditional approach which is merely

based on the simple notions of accounting profits and

the relevant ratios derived from them, such as the return

on equity (ROE) and the return on assets (ROA). The

difference is that the traditional performance

measurement benchmarks do not consider the cost of

invested capital (equity and debt) in order to generate

the profits made by a company. Thus, under the traditional

approach two companies that have the same ROE would

be considered as equally successful, whereas under the

EVA approach the same conclusion could not be reached

if these two firms had a different cost of capital, in other

words if their economic profit or residual income was

different.

Based upon the above meaning of economic profit, Stern

Stewart & Co., developed the concept of the Economic

Value Added Model. The basic difference between the

notions of economic value and residual income concerns

the method for calculating profits and invested capital.

Stern Stewart suggested various adjustments in the

financial statements of the firms, in order to move away

from the concept of accounting profits caused by the

application of the Generally Accepted Accounting

Principles (GAAP), and approach the notion of real

economic value. Considering this, it follows that, if the

EVA model with the adjustments that Stern Stewart
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proposes is closer to the real economic value of the firm,

and then its application will enable management to

monitor and control more efficiently the use of invested

capital. Stewart (1994) cites in-house research indicating

that “EVA stands out as the single best measure of

wealth creation on a contemporaneous basis” and “EVA

is almost 50 per cent better than its closest accounting

based competitor in explaining changes in shareholder

wealth”. Support for EVA has also been forthcoming from

other sources. Fortune has called it ‘today’s hottest

financial idea’, ‘The Real Key to Creating Wealth’

(Anonymous 1993) and ‘A New Way to Find Bargains’

(Topkis 1996). And Peter Drucker in the Harvard

Business Review suggested that EVA’s growing popularity

reflected the demands of the information age for a measure

of ‘total factor productivity’ (Drucker 1991). McClenahen

(1998) similarly observes that ‘traditional corporate

performance measures are being relegated to second-

class status as metrics such as EVA become

management’s primary tools’. According to Stern, Stewart

and Chew (1996), EVA is not just another performance

measure, but can be the main part of an integrated

financial management system, leading to decentralised

decision making. Thus, the adoption of EVA should

indirectly bring changes in management, which in turn

can enhance firm value. In fact, several US companies

(e.g. Coca Cola, AT&T, Briggs & Stratton, Quaker Oats

etc.) which have adopted EVA as the basis of

management performance measurement, have

experienced a significant increase in their shareholders’

wealth.

Finally, there has been the widespread adoption of EVA

by security analysts since ‘instead of using a dividend

discount approach, these models measure value from

the point of view of the firms’ capacity for ongoing wealth

creation rather than simply wealth distribution’ (Herzberg

1998, p. 45)

Such kind of claim has also been backed by independent

researchers like Chenn and Dodd (1997), whose study

showed that there was a dramatic improvement in stock

performance among EVA users. Coca Cola’s stock

returned about 200 per cent from the inception of EVA in

1987 to 1993. Lehn and Makhija (1996, 1997) report that

“EVA has a slight edge as a performance measure”

compared to other accounting earnings measures.

O’Byrne (1996, 1997) shows that EVA explains more

than twice as much of the variance in market/capital ratio

as NOPAT when the EVA model  has positive and negative

EVA coefficients.

Worthington and West (2004) studied the information

content of EVA in the Australian context. The first part of

the analysis used pooled time-series, cross-sectional

data of 110 listed Australian companies to evaluate the

usefulness of EVA and other accounting-based

performance measures. The measures of relative and

incremental information content indicate that over the

period 1992 to 1998 some 27 per cent of the variation in

the level of stock returns could be explained by these

measures, and 44 per cent of the variation in returns

defined as year-to-year changes. Notwithstanding the

obvious importance of earnings figures in value-relevance

studies, EVA was significant at the margin in explaining

variation in stock returns. This would support the potential

usefulness of EVA-type measures for internal and

external performance measurement. In the second part

of the analysis, the components of EVA were specified

as explanatory variables in regressions with EVA. When

examining the components of EVA (most of which are

shared with closely-related performance measures) the

capital charge and after-tax interest payments were found

to be the most significant components explaining EVA

differences, and, accordingly, the level of stock returns.

However, the accounting adjustments entailed in EVA

calculations were found to be more significant in

explaining changes in EVA and hence stock returns. Net

cash flow, after-tax interest, accruals and the capital

charge followed this.  Overall the proponents of EVA have

made the following major claims about the measure:

1) EVA helps in reducing agency conflict and improve

decision making (Costigan & Lovata, 2002; Biddle et

al. 1999 )

2) EVA is more strongly associated with stock return

than other measures. (Maditinos et al., 2006; Lehn

and Makhija,1997)

3) EVA improves stock performance (Ferguson et al.,

2005)

4) EVA adds more informational content in explaining

stock returns (Erasmus, 2008; Chen and Dodd, 1997;
Kim, 2006)

5) EVA and Market Value are correlated (Lefkowitz,

1999; O’Byrne, 1996; Uyemura, 1996; Peterson and

Peterson, 1996).

While successful EVA stories are quite encouraging,

evidence supporting the rhetoric has been primarily

anecdotal. There has not been sufficient empirical

research to substantiate the claim that EVA is the best

performance measure in terms of value relevance. In

contrast, limited empirical evidence has suggested

otherwise. Biddle, Bowen and Wallace (1997) used

relative and incremental information tests to examine

whether stock returns were more highly associated with

EVA, residual income or cash flow from operations. They

concluded that while ‘for some firms EVA may be an

effective tool for internal decision making, performance

measurement and incentive compensation, it does not

dominate earnings in its association with stock market

returns’ (p. 333).

Chen and Dodd (1997) likewise examined different

dimensions of the EVA system and concluded: ‘…  not

a single EVA measure [annualised EVA return, average

EVA per share, change in standardised EVA and average

return on capital] was able to account for more than 26

per cent of the variation in stock return’. Lehn and Makhija

(1997) Rogerson (1997) and Biddle, Bowen and Wallace

(1997) reached similar conclusions.

Bacidore et al (1997) developed a refined EVA (REVA),
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Sources: Field data

computing capital charges based on market values of

debt and equity instead of adjusted book values. For the

years between 1982 and 1992, they compared the

explanatory power of EVA and REVA on market-risk

adjusted excess returns, and found that REVA out-

performed EVA in measuring firm performance. Kramer

and Peters (2001) examined the correlation between EVA

and NOPAT with MVA, and reported that NOPAT exhibited

higher explanatory powers than EVA in 42 of the 53

industries, based on adjusted R2, from ordinary least-

squares regressions. They concluded that there is no

significant ‘industry effect’ to EVA, and that

EVA is not better suited to manufacturing versus

knowledge-based businesses.

Clinton and Chen (1998) also compared share prices

and returns to residual cash flow, economic value-added

and other traditional measures, and recommended that

companies using EVA consider residual cash flow as an

alternative.

However, Bao and Bao (1998, p. 262) in an analysis of

price levels and firm valuations concluded that the

‘results are not consistent for earnings and abnormal

economic earnings, but are consistent for value-added,

that is, value-added is significant in both levels and

changes deflated by price analyses’. Similarly,

Uyemura, Kantor and Petit (1996) demonstrated that EVA

has a high correlation with market value added (the

difference between the firm’s value and cumulative

investor capital) and thereby stock price, while O’Byrne

(1996) estimated that changes in EVA explain more

variation in long-term stock returns than changes in

earnings. Finally, and from a stock selection perspective,

Herzberg (1998, p. 52) concluded that the residual

income valuation model (including EVA) ‘appears to have

been very effective in uncovering firms whose stock is

underpriced when considered in conjunction with

expectations for strong earnings and growth’.

Ferguson et al (2006) investigated the effectiveness of

trading strategies derived from EVA and MVA for the

period 1994–2003. They formed 10 groups of portfolios

from the top 100 to the bottom 100 of the SS1000 firms,

ranked by adjusted-EVA (dEVA/MVt_1) and adjusted-

MVA (dMVA/MVt_1). They did not find statistically

significant differences between the top and the bottom

portfolios based on both ranking variables. However, they

observed unique characteristics of the winner groups

using two different ranking variables, but not for the loser

groups.  EVA and MVA were also compared using a

portfolio separation test (Fountaine et al, 2008), and the

differing results between the highest and lowest

performers from each were found to be significant and

generally similar to one another. The portfolio separation

test was further used to compare the best (highest) and

worst (lowest) EVA performers from each of the years

between 1995 and 2004, chaining the cumulative returns

of each group together in two annually rebalanced

portfolios. The cumulative wealth creation was shown to

differ between the high and low groups, and regressions

of the daily returns of each showed the difference between

them to be statistically significant. The researchers

concluded that EVA has explanatory power on relative

shareholder wealth creation across both bull and bear

market environments.

Ismail (2006) examined the claim of EVA advocates of

its superiority as a financial metric compared with other

measures using a sample of 2252 firm year observations

from the UK market and applied panel data regression

to examine the value relevance of EVA, RI, NI, NOPAT

and OCF. The results pointed out that NI and NOPAT

outperform EVA and RI in their association with stock

returns. The changes in independent variables were used

rather than levels and confirmed that EVA does not

outperform earnings. The incremental information content

test of EVA components revealed that all the components

are highly significant but the one unique to EVA has less

incremental information content than the others.

Palliam (2006) used 33 non-EVA users and 75 EVA users

to test the assertion that EVA is more highly associated

with stock returns and firm values than other metrics.

The variables used for the study were revenues, profits,

assets, stockholder’s equity, market value, earning per

share, total return to investors and percentage cost

reduction over time. The study revealed that there is

weaker positive correlation (0.503) between the market

price of the stock of EVA users and the synthetic price

determined by discounting the future EVAs than the

correlation (0.798) between the market price of the stock

of non-EVA users and the synthetic price. The empirical

evidence supported that EVA is somewhat invalid,

unreliable and questionable and raised serious doubts

about its capacity to deliver superior metrics as a result.

Kyriazis and Anastassis (2007) investigated the relative

explanatory power of the Economic Value Added (EVA)

model with respect to stock returns and firms’ market

value, compared to established accounting variables (e.g.

net income, operating income), in the context of a small

European developing market, namely the Athens Stock

Exchange, in its first market-wide application of the EVA

measure. Relative information content tests reveal that

net and operating income appear to be more value

relevant than EVA. Additionally, incremental information

tests suggested that EVA unique components add only

marginally to the information content of accounting profit.

Moreover, EVA does not appear to have a stronger

correlation with firms’ Market Value Added than the other

variables, suggesting that EVA, even though useful as a

performance evaluation tool, need not necessarily be

more correlated with shareholder’s value than established

accounting variables.

Nevertheless, the bulk of empirical evidence indicates

that the superiority of EVA over earnings (as variously

defined) has not been established. The results at best

could be termed mixed and controversial. This study is

inspired by the controversial results of the previous

studies and the lack of similar in-depth research available

in India. This study aims to investigate whether EVA is
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superior in explaining financial performance better than

the earnings and cash-flows. We have tried to provide

independent empirical evidence on the information

content of EVA and two mandated performance measures

like earnings and operating cash flow.

Research Problem

The first research question addresses the assertion that

EVA dominates traditional performance measures in

explaining firm value, through the following:

s Do EVA dominate the more commonly used

accounting performance measures such as Net

income, earning and operating cash flow  in

explaining the contemporaneous annual stock

returns?

The second research question examines whether EVA

complements currently mandated performance

measures. This is equivalent to asking: does the market

appear to value a given EVA component beyond the

information contained in other components? To address

this incremental information content question, we

decompose EVA into several components and evaluate

the contribution of each component towards explaining

contemporaneous stock returns through the following

question:

s Do components unique to EVA explain stock returns

beyond that explained by currently mandated

performance measures?

Empirical Methodology

The calculation of EVA consists of two separate but

related steps. The primary adjustment is where a capital

charge is subtracted from net operating profit after tax.

The capital charge is derived from multiplying the firm’s

overall financing cost, as reflected in the weighted average

cost of capital by the amount of invested capital. Invested

capital in turn is defined as total assets, net of non-

interest bearing current liabilities. In this form, EVA is

essentially the same as residual income, though the

latter measure is normally expressed as net income less

a charge for the cost of equity capital (with the cost of

debt already included in the calculation of net income).

The second and more controversial step consists of a

series of adjustments to GAAP-based numbers. These

modifications to a company’s conventional accounts may

be meaningfully grouped as adjustments to research and

development, deferred taxes, intangibles, depreciation,

provisions for warranties and bad debts, restructuring

changes, and macroeconomic conditions (see Stewart

1991, 1994; O’Hanlon & Peasnell 1998, 2000; Young

1999; Stern Stewart 1999; Worthington & West 2001 for

a detailed discussion of these accounting adjustments).

The analysis contained in this paper consists of two

closely related empirical questions. The first question

relates to the purported dominance of EVA over both

operating profit and the conventional accounting

performance measures of earnings before extraordinary

items and net cash flow from operations in explaining

contemporaneous stock returns. The second empirical

question concerns those components unique to EVA that

help explain these contemporaneous stock returns

beyond that explained by residual income, earnings

before extraordinary items and net cash flow from

operations. Assuming that equity markets are (semi-

strong form) efficient, stock returns may be used to

compare the information content (or value-relevance) of

these competing accounting-based performance

measures (Bowen, Burgstahler & Daley 1987; Jennings

1990; Easton & Harris 1991; Ali & Pope 1995; Biddle,

Seow & Siegel 1995). Both relative and incremental

information content comparisons are made. In terms of

specific studies, the approach selected in the current

study is most consistent with that used by Biddle, Bowen

and Wallace (1997) and Bao and Bao (1998).

3.1.1 Computation of EVA

The first methodological requirement is to describe the

linkages that exist between the various components of

economic value-added (EVA). Starting with earnings from

operating activities as the most basic indicator of firm

value we have:

EOA
t
 = CFO

t
 + ACC

t
(1)

where EOA is the sum of cash from operations (CFO)

and accruals (ACC) with the t sub-script denoting the

time-period. ACC is defined as total accruals relating to

operating activities and is composed of depreciation,

amortisation, changes in non-cash current assets,

changes in current liabilities, and changes in the non-

current portion of deferred taxes. Net operating profit after

tax (NOPAT) is a closely related indicator of current and

future firm performance and is calculated by adding after-

tax interest expense (ATI) to EOA:

NOPAT = EOA + ATI = CFO + ACC + ATI        (2)

As indicated, the most significant difference between

EOA and NOPAT is that the latter separates operating

activities from financing activities by including the after-

tax effect of debt financing (interest expense). As a

measure of operating profit, no allowance is therefore

made in (2) for the financing activities (both debt and

equity) of the firm. One measure that does so is

Economic Value added (EVA) where operating

performance is reduced by a net charge for the cost of

all debt and equity capital employed:

EVA = NOPAT “ WACC ×CE = CFO + ACC + ATI “ CC

(3)

where WACC is an estimate of the firm’s weighted

average cost of capital, and capital employed (CE) is

defined as assets (net of depreciation) invested in going-

concern operating activities, or equivalently, contributed

and retained debt and equity capital, at the beginning of

the period. The product of the firm’s WACC and the

amount of contributed capital thereby forms a capital

charge (CC) against which NOPAT is reduced to reflect

the return required by the providers of debt and equity

capital. A positive (negative) EVA indicates profits in



66 Srusti Management Review, Vol -IX, Issue - II, July-December 2016

surplus (deficit) of that required by the suppliers of debt

and equity capital and is associated with an increase

(decrease) in shareholder wealth.

3.2 Hypotheses

By assuming that equity markets are (semi-strong)

efficient, forward-looking and can form estimates of

performance measures, we use stock market returns to

compare the information content, or value-relevance, of

CFO, EOA, and EVA. Following Biddle, Seow and Siegel

(1995), we draw a distinction between relative and

incremental information content. Relative information

content comparisons are appropriate when one desires

a ranking of performance measures by information

content or when making mutually exclusive choices

among performance measures, i.e., when only one

measure can be chosen. In contrast, incremental

information content comparisons assess whether one

measure provides value-relevant inferences beyond those

provided by another measure and apply when assessing

the information content of a supplemental disclosure or

the information of a component measure (e.g., Bowen,

Burgstahler and Daley, 1987).

Despite claims by Stern Stewart and others that EVA is

more value-relevant to market participants than EOA and

CFO, we take a neutral position and conduct two-tail

tests of the null hypotheses that CFO, EOA, and EVA

have equal relative information content:

H
R
: The information content of measure X

1
 is equal

to that of X
2

where X
1
 and X

2
 represent pair wise combinations from

the set of performance measures: CFO, EOA and EVA.

Rejection of HR is viewed as evidence of a significant

difference in relative information content.

We examine the incremental value relevance of EVA

components by testing the null hypotheses that individual

components of EVA do not provide incremental

information content beyond other components that also

comprise CFO and EOA:

H
I
: Component X

1
 does not provide information

content beyond that provided by the remaining
components X

2
 through X

4

Where X
1
 through X

4
 are components of EVA (i.e., CFO,

Accrual, ATI, and CC). Rejection of H
I
 is viewed as

evidence of incremental information content.

3.3 Statistical Tests

A standard approach for assessing information content

is to examine the statistical significance of the slope

coefficient, b1, in the following ordinary-least-squares

regression (that omits firm subscripts):

D
t
 = b

0
 + b

1
 FEX

t
/MVE

t-1
 + e

t
(4)

Where:

D
t
 is the dependent variable, a measure of (abnormal or

unexpected) returns for time period t,

FEX
t 
/ MVE

t-1
 is the unexpected realization (or forecast

error) for a given accounting measure, X (e.g., CFO, EBEI,

EVA), scaled by the beginning-of-period market value of

the firm’s equity, MVEt-1, 7 and e
t
 is a random disturbance

term.

Because little is known about suitable proxies for market

expectations for performance measures other than

earnings, we use an approach from Biddle and Seow

(1991) and Biddle, Seow and Siegel (1995) that estimates

market expectations “jointly” with slope coefficients. This

is accomplished by first expressing the forecast error

as the difference between the realized value of a

performance measure and the market’s expectation: FE
t

= X
t
 – E (X

t
). It is then assumed that market expectations

are formed according to a discrete linear stochastic

process (in autoregressive form):

E (X
t
) = ä + ö

1
 X

t-1
 + ö

2
 X

t-2
 + ö

3
 X

t-3
 + . . .     (5)

Where the ä is a constant and ö’s are autoregressive

parameters. Substituting equation (5) into equation (4)

yields:

D
t
 = b

0
 + b

1
 (X

t
 - (ä + ö

1
 X

t-1
 + ö

2
 X

t-2
 + ö

3
 X

t-3
 + . . . ) ) /

MVE
t-1

 + e
t
. (6)

= b2 
0
 + b2 

1
 X

t
/MVE

t-1
 + b2 

2
 X

t-1
/MVE

t-1
 + b2 

3
 X

t-2
/

MVE
t-1

 + b2 
4
 X

t-3
/MVE

t-1
 +...+ e

t
.

Equation (6) relates abnormal returns and (scaled) lagged

measures of accounting performance, where E(b2 
0
) =

b
0
 - b

1
ä, E(b2 

1
) = b

1
, and E(b2 i) = - b

i
 ö 

i
-1 for i > 1. In

equation (6), the proxy for market expectations is

estimated jointly with the slope coefficient (b2 
i
) using

the same data and optimization criterion (minimum mean

squared errors). Equation (6) encompasses a range of

alternative specifications for market expectations,

including random-walk, ARIMA, constant stock price

multiple, and combined “levels and changes”

specifications. Although equation (6) is flexible in terms

of allowing any number of lagged observations to be

included as explanatory variables, in the presence of

possible structural change across time, we limit equation

(6) to one lag

D
t
 = b

0
 + b

1
 X

t
 / MVE

t-1
 + b

2
 X

t-1
/MVE

t-1
 + e

t
(7)

This “one-lag” version is equivalent to the “levels and

changes” specification proposed by Easton and Harris

(1991), but it is motivated differently. It also is in a more

convenient form that allows the slope or “response”

coefficient (b
1
) to be observed directly (rather than being

derived from separate coefficients on levels and changes)

3.3.1 Tests for relative information content

To assess relative information content, we employ a

statistical test from Biddle, Seow and Siegel (1995) that

allows a test of the null hypothesis of no difference in

the ability of two competing sets of independent variables

to explain variation in the dependent variable. Using this

test, we make three pair wise comparisons of regressions

among the accounting performance measures CFO,

EOA, and EVA, as specified in equation (7). The test is
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constructed as a comparison of R2s. Under usual

regularity conditions (uncorrelated homoskedastic

errors), it is finite sample exact, generalizes to any

number of predictor variables, and can be used in

conjunction with White’s (1980) correction for

heteroskedastic errors. As a result, it is well suited to

evaluate the significance of relative information content

comparisons in accounting contexts.

3.3.2 Tests for incremental information content

Following standard methodology (e.g., Bowen,

Burgstahler, and Daley, 1987), incremental information

content is assessed by examining the statistical

significance of regression slope coefficients. Specifically,

for the one-lag specification in equation (7) generalized

to two accounting performance measures X and Y,

incremental information content is assessed using t-tests

on individual coefficients and F-tests of the joint null

hypotheses:

H
0X

: b
1
 = b

2
 = 0

H
0Y

: b
3
 = b

4
 = 0

Where b
1
, b

2
, b

3
, and b

4
 are from equation (8) below:

D
t
 = b

0
 + b

1
 X

t
 / MVE

t-1
 + b

2
 X

t-1
 / MVE

t-1
 + b

3
 Y

t
 / MVE

t-1

+ b
4
 Y

t-1
 / MVE

t-1
 + e

t
 (8)

To control for the potential effects of heteroskedastic

errors, White’s (1980) correction is employed in both

the relative and incremental information content tests.

3.4 Source of Data

Data about the companies were obtained from the

PROWESS database of CMIE. For the variable like EOA,

CFO, NI, Operating income etc. data was obtained from

the audited financial statement of companies available

in the database. The beta, excess return and market

capitalisation data were obtained from the stock price

ratio and indicator section of the database.

3.5 Sample Selection

The sample includes all the banks listed on or before

year 2003 in Mumbai Stock Exchange (BSE). Out of the

total list of 42 banks available with CMIE, only 34 satisfied

our requirement. Hence the entire data set boils down to

total 340 firm year observations. This further reduces due

to missing PROWESS data point or to provide a lagged

observation for each variable. Then some other data point

is lost in the process of rationalizing the data.  We deleted

some extreme outlier observations defined as more than

8 standard deviation from the median. Next data Greater

(less) than 4 standard deviations from the median of the

firm year observations are assigned a value equal to

median plus (minus) 4 standard deviations. The resulting

sample has 282 firm year observations for the whole set.

3.6 Variable definition

In the regression equation two sets of dependent and

independent variables are used. We have used the

excess return as our dependent variable. The monthly

excess return of each stock has been calculated as a

firms’ 12 month compounded stock return less the 12

month compounded return of BSE SENSEX collected

from the PROWESS database of CMIE. The independent

variables are as follows:

EOA: Earnings from operating activities, which is

defined as  net profit before tax and extraordinary items

in PROWESS and is collected directly from the

database.

CFO: Cash from operations is defined as the net cash

flow from operating activities in the database and is also

collected directly from the database.

Accrual: Operating accruals defined as EOA less

CFO. This can be positive or negative, but are more likely

negative reflecting non-cash expenses such as

depreciation and amortisation.

ATI: After tax interest expense computed as 1 minus

the firm’s tax rate multiplied by the interest expense.

The interest expense is collected from the database.

The tax rate is assumed to be zero if net operating losses

are present. ATI is non-negative.

CC: Capital charge is defined as the firm’s weighted

average cost of capital times the capital employed. The

cost of debt is calculated as the annual interest paid

divided by the total borrowings, adjusted for the effective

tax rate. The cost of equity is calculated using the CAPM

and the formula, K
e
 = R

f
 + â(R

m
 - R

f
), where R

f
 is the risk

free rate of return assumed to be 6 per cent for the period

under study. The market premium (R
m
 - R

f
) is assumed

to be 10 per cent for our study period. The firm betas are

obtained from the PROWESS database.

Empirical Results

4.1 Results for Relative information content Test

As in the data set we have not used any control variable

for the size of the firm. To reduce heteroscedasticity, all

the independent variable have been deflated by  the

market value of equity of the fiscal year t-1. Descriptive

data on both the deflated and un-deflated data pooled

across time series are presented in Table 1. The

undeflated data is reported without any prefix whereas,

the deflated data is reported with a prefix such as dEVA,

dEOA and dCFO. The EOA has the lowest standard

deviation, median and mean among all the performance

measures. The CFO reports the highest value followed

by the EVA and the EOA. This is quite consistent with

the smoothing effect of the accruals with respect to EOA

and CFO.
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Table - 1: Descriptive Statistics of Relative Information Test

Descriptive statistics Excess return EVA CFO EOA dEVA dCFO dEOA 

Mean 0.205 2954.69 2944.84 1071.75 1.0359 1.1198 0.2922 

Median 0.133 1307.19 1252.35 425.62 0.7503 0.6950 0.2161 

Standard Deviation 0.541 4348.75 8940.8 1801.67 1.0135 1.7669 0.2907 

Kurtosis 3.454 19.091 85.55 21.62061 8.8004 2.7219 15.5752 

Skewness 1.467 3.714 6.55 4.014724 2.5393 1.4172 3.1196 

Range 3.370 34578.07 155526.2 14325.66 7.2394 10.9389 2.7493 

The un-deflated median values of each performance

measure are plotted across time in Figure 1. The

smoothest of the lines appears in case of earnings figure,

whereas the cash-flows line is the most drastic. The

banks have been able to consistently earn more than

their cost of capital which is evident from the positive

EVA line. The banking industry has not reported any

negative or near zero EVA figures.

The correlations among these measures are provided in

Table 2. Correlations among all these independent

variables are positive and significant. It is interesting to

note that the highest correlation with excess return is

reported in case of earnings followed by the cash flow.

The EVA notably has the lowest correlation with the firm

returns.

Table-2 : Correlation Matrix of Relative Information Test

 Excess return dEVA dCFO dEOA 

Excess return 1    

dEVA 0.1856 1   

dCFO 0.2363 0.5621 1  

dEOA 0.2823 0.7790 0.5867 1 

 Source: Computed

To explore the first research question three variations of

equation 7 were developed as follows:

Excess returns = b
0
 + b

1
 EOA

t
 / MCap

t-1
 + b

2
 EOA

t-1
/

MCap
t-1

 + e
t

 (7.a)

Excess returns = b
0
 + b

1
 CFO

t
 / MCap

t-1
 + b

2
 CFO

t-1
/

MCap
t-1

 + e
t

 (7.b)

Excess returns = b
0
 + b

1
 EVA

t
 / MCap

t-1
 + b

2
 EVA

t-1
/

MCap
t-1

 + e
t

 (7.c)

The relative information content is assessed by

comparing R2 from three separate regressions, one for

each performance measure, earnings (EOA), Cash flow

(CFO) and Economic profit (EVA). The R2 from these

regressions are reported in Table 3. The higher R2s are

shown on the left and the lowest is shown on the right.

The model was estimated using both the pooled cross-

sectional and intertemporal sample.

Table - 3 : Summary results of relative information test

All Years  
Regression 7 (c) 

EVA 
Regression 7 (a) 

EOA 
Regression 7 (b) 

CFO 

Adj. R
2
 0.272 0.253 0.209 

F 53.615 48.653 38.146 

Significance 0.000 0.000 0.000 

Source: Computed

As visible from the F-values, all the regressions are

significant at the 1% level. Secondly, comparing the

reported adjusted R2s of the three pooled regression, it

is noticed that they are not consistent to those of Biddle,

Bowen and Wallace (1997), Worthington and West

(2001), and Chen and Dodd (2001).

The results of the present study show that EVA (R2 =

27.2%) provide more information in explaining stock

returns than earnings (R2 = 25.3%) followed by cash

flow (R2 = 20.9%). Biddle, Bowen and Wallace (1997)

found that Earnings Before Extraordinary Items-EBEI with

an R2 = 9.0 per cent provides more information than

Residual Income-RI (R2 =6.2 per cent), and EVA (R2 =

5.0 per cent) followed by cash from operations, CFO (R2

= 2.38 per cent). Worthington and West (2001) also found

similar results: EBEI (R2 = 23.6 per cent), RI (R2 = 19.2

per cent) and EVA (R2 =14.3 per cent), while Chen and

Dodd (2001) reported that Operating Income-OI with an
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Table-4: Descriptive Statistics of Incremental Information Test

Variables Mean Median 
Standard 
Deviation 

Kurtosis Skewness Range 

CFO 2944.838 1252.35 8940.8 85.553 6.550 155526.2 

d-CFO 1.119 0.695 1.767 2.722 1.417 10.938 

Accruals -2005.99 -909.185 8390.855 69.871 -4.615 148251.7 

d-Accruals -0.861 -0.510 1.579 3.084 -1.339 10.876 

ATI 2547.054 1119.986 3854.186 17.129 3.601 29884.3 

d-ATI 0.873 0.605 0.876 13.418 2.937 7.342 

CC 664.107 209.518 1607.323 29.802 5.163 12650.61 

d-CC 0.129 0.103 0.097 9.182 2.459 0.720 

 Source: Computed

The mean and median values of all variables are positive
except the raw accrual data and the deflated accrual
data. This is consistent with our belief of smoothing effect
of accruals over some underlying cash flows. As in case
of relative information content, the CFE in this case also
reports the maximum standard deviation.

To assess the incremental information content of the EVA
components, Equation 8 has been used in the following
format:

Excess returns = b
0
 + + b

1
 CFO

t
 / MCap

t-1
 + b

2
 CFO

t-1
/

MCap
t-1

 +  b
3
 Accrual

t
 / MCap

t-1
 + b

4
 Accrual

t-1
/MCap

t-

b
5
ATI

t
 / MCap

t-1
 + b

6
ATI

t-1
/MCap

t-11
 + b

7
CC

t
 / MCap

t-1 
+

b
8
CC

t-1
/ MCap

t-11
 + e

t
(8.a)

Table 5 presents the results on incremental information
content of EVA components from the above mentioned
regression. We have made certain a priori assumptions
about the predicted signs of the coefficients of each
variable. We expect positive association between excess
returns and the two components, CFO and Accruals and
negative association between excess return and the two
components representing no-negative capital costs, ATI
and CC. The lagged terms are expected to have the
opposite signs.

R2 = 6.2 per cent explains the stock returns better than
RI (R2 = 5.0 per cent) and EVA (R2 = 2.3 per cent). The
only consistency between our study and those cited
above is that all of them found cash flow to be of lowest
importance as a performance measure. The results of
this research suggest that in the Indian scenario, the
new information provided by the EVA measure is more
value relevant than the earnings and the cash flow
measure, at least from the stock return perspective.

4.2 Results for Incremental information
content Test

The descriptive statistics of both the un-deflated and the
deflated components of the incremental information test
are presented in Table 3. The convention followed is the
same as that of Table 1.

Table-5 : Summary results of relative information test

Variables Predicted signs Values t-Statistics Significance F-Statistics 

Constant  Nil .303 .762  

CFOt + 1.299 1.935 .054 
36.25223 

CFOt -1 - -1.014 -2.035 .043 

Accrualt + .959 1.474 .142 
27.83128 

Accrualt-1 - -.851 -1.721 .086 

ATIt + .628 3.278 .001 
73.16168 

ATIt-1 - -.481 -2.656 .008 

CCt + .045 .351 .726 
24.85815 

CCt-1 - -.001 -.009 .993 

 Source: Computed
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As expected all the coefficients are in the predicted
direction and a single one contradicts our expectation.
The one tail t-statistics has been computed for all the
coefficients and are reported in the column next to the
values. The significance levels which are also reported
in the adjacent column present a different picture. Only
the after tax interest and its lagged term are significant
at 1 per cent level. The lagged term for CFO is significant
at 5 per cent level. The CFO and the lagged term for
accrual are significant at 10 per cent level; whereas the
capital charge along with its lagged term and the accrual
term are not significant at all. The values of the two tail
F-test which are reported in the last column represent a
completely contradictory picture. All of them are
significant at 1 per cent level (279 degrees of freedom at
1per cent = 6.63). The meaning of the above mentioned
test is that all the components of EVA have significant
contribution towards explaining the stock returns. If we
look at the absolute values of the F-ratio, it is clear that
after tax interest by far make the largest incremental
contribution in explaining stock return followed by the
cash flow components while the accruals and the capital
charge have much smaller contribution towards
explaining the stock return.

When combined with the relative information content
findings in the previous section, the results suggest that,
EVA components offer substantial information content
beyond the earnings components and their contribution
to the information content of EVA is sufficient to provide
greater relative information content than earnings.

Summary and Conclusions

Motivated by increased use in practice and increased
interest in media and among academics, we examine
the value relevance of EVA to currently mandated
performance measures earnings and cash flow from
operations. A number of points emerge from the present
study. The first part of analysis uses pooled time series,
cross sectional data of 34 listed Indian Banks during the
period 2—1-2010 to evaluate the usefulness of EVA and
other accounting based performance measures. The
relative information content indicates that over this period
EVA explains some 27 per cent of variation in stock return
which is the maximum compared with the other mandated
performance measures in our study. Notwithstanding the
obvious importance of earnings figures in value relevance
studies, EVA is significant at the margin in explaining
variation in stock returns. This would support the potential
usefulness of EVA type measures for internal and external
performance measures.

In the second part of the analysis, the components of
EVA are specified as explanatory variables in regression
with excess returns. When examining components of EVA
(which are shared with closely related performance
measures) the after tax interest was found to be the most
significant component in explaining stock returns. This
was followed by CFO and accruals respectively. However,
the capital charge was found to have least information
content.

This study can be further extended in examining the
incremental information content of not only the components
of EVA but also from combinations incorporating more
than one traditional or value based performance measure.
The examination of EVA adopters should also provide
interesting results. Another important suggestion for further
research is to explore the value relevance of other factors
beyond the above mentioned performance measures.
Moreover comparative studies within stock markets with
similar market characteristics as those of Indian market
should add value to this kind of research.

References

w Ali, A. & Pope, P.F. 1995, ‘The incremental information
content of earnings, funds flow and cash flow: The
UK evidence’, Journal of Business Finance and

Accounting, vol. 22, no. 1, pp. 19–34.

w Anonymous, 1993, ‘The real key to creating wealth’,
Fortune, vol. 128, no. 6, pp. 38–43.

w Bao, B-H. & Bao, D-H. 1998, ‘Usefulness of value
added and abnormal economic earnings: An empirical
examination’, Journal of Business Finance and

Accounting, vol. 25, no. 1–2, pp. 251–65.

w Bacidore, J., Boquist, J., Milbourn, T. and Thakor, A.
(1997) The search for the best financial performance
measure. Financial Analysts Journal 53: 11–20.

w Biddle, G., Seow, G., 1991, “The estimation and
determinants of association between returns and
earnings: Evidence from cross industry comparisons”,
Journal of Accounting Auditing and Finance, 6, 183-232

w Biddle, G., Seow, G., Siegel, A.1995, “Relative
Versus Incremental Information Content”,
Contemporary Accounting Research, 12, 1-23

w Biddle, G. C., Bowen, M. R. & Wallace, J.S. (1999).
Evidence on EVA. Journal of Applied Corporate

Finance, 12(2), 69-79.

w Bowen, R.M., Burgstahler, D. & Daley, L.A. 1987,
‘The incremental information content of accrual versus
cash flows’, The Accounting Review, vol. 62, no. 4,
pp. 723–47.

w Chenn, S., and Dodd, J.L., 1997, “Economic Value
Added (EVA): An Empirical Examination of a New
Corporate Performance Measure”, Journal of

Managerial Issues, 9, 318-33

w Chenn, S., and Dodd, J.L., 2001, “Operating Income,
Residual Income and EVA: Which Metric is More
Relevant?”, Journal of Managerial Issues, 13, 65-86

w Drucker, P. 1991, ‘The new productivity challenge’,
Harvard Business Review, vol. 69, no. 6, pp. 69–79.

w Easton, P.D. & Harris, T.S. 1991, ‘Earnings as an
explanatory variable for returns’, Journal of

Accounting Research, vol. 29, no. 1, pp. 19–36.

w Ehrbar, A. (1998), Economic Value Added: The Real

Key to Creating Wealth, New York: John Wiley &
Sons, Inc.

w Erasmus, P.D. (2008), “The Relative and Incremental
Information Content of the Value Based Financial
Performance Measure Cash Value Added (CVA)”,
Management Dynamics, Vol.17, No. 1, pp.2-15.



71Srusti Management Review, Vol -IX, Issue - II, July - December 2016

w Ferguson, R. and D. Leistikow (1998), ‘Search for
the Best Financial Performance Measure: Basic are
Better’, Financial Analysts Journal, 54(1), pp. 81-86.

w Ferguson, R., Rentzler, J. & Yu, S. (2006). Trading
Strategy on EVA and MVA: are they reliable indicators
of future stock performance?. The Journal of

Investing, 15(4), 88-94.

w Fisher, F.M., and McGowan, J.J., 1983, “On the
Misuse of Accounting Rates of Return to Infer
Monopoly Profits”, American Economic Review,

Vo.73, No. 1, 82-97

w Fountaine, D., Jordan, D. and Phillips, G.M. (2008)
Using economic value added as a portfolio separation
criteria. Quarterly Journal of Finance and Accounting
48: 31–43.

w Herzberg, M.M. 1998, ‘Implementing EBO/EVA®
analysis in stock selection’, Journal of Investing, vol.
7, Spring, pp. 45–53.

w Ismail, A. 2006, ‘Is Economic Value Added more
Associated with Stock Return than Accounting
Earnings’, International Journal of Managerial

Finance, vol. 2,No. 4 pp. 343-353.

w Jennings, R. 1990, ‘A note on interpreting incremental
information content’, The Accounting Review, vol. 65,
no. 4, pp. 925–32.

w Kim, G.W. (2006). EVA and Traditional Accounting
Measures: which Metric is a better predictor of
market value of hospitality companies? Journal of

Hospitality & Tourism Research, 30(1), 34-49.

w Knight, J. A. (1997), Value Based Management:

Developing a Systematic Approach to Creating

Shareholder Value, New York: McGraw-Hill.

w Kyrizis, D. and Anastassis, C. (2007), “The Validity
of Economic Value Added Approach: an Empirical
Application”, European Financial Management,

Vol.13, No.1, pp. 71-100

w Lefkowitz, S.D. (1999). The Correlation between EVA
and MVA of companies. MBA Dissertation, California

State University

w Lehn, K. and Makhija, A.K., 1996, “EVA and MVA:
as Performance Measure and Signals for Strategic
Change”, Strategy & Leadership, 24,34-38

w Lehn, K. and Makhija, A.K., 1997, “EVA, Accounting
Profits, and CEO Turnover: An Empirical Examination,
1985-1994”, Journal of Applied Corporate Finance,
Vol.10, No. 2, 90-97

w Lovata, L. M. & Costigan, M. L. (2002). Empirical
analysis of adopters of economic value added. ,
Management Accounting Research, 13,215-228.

w Maditinos, I. D., Sevic, Z. & Theriou, N.G (2006).
The Introduction of Economic Value Added (EVA) in
the Corporate World. Paper Presented at the

International Conference: Innovation,

Entrepreneurship, and Competitiveness in Balkan

and Black Sea Countries, Kavala, Greece, November
2-4, 2006.

w McClenahen, J.S. 1998, ‘Accounting for Change’,
Industry Week, vol. 247, no. 17, pp. 63–5.

w O’Byrne, S.F., 1996, “EVA and Market Value”, Journal

of Applied Corporate Finance, Vol.9, No.12

w O’Byrne, S.F., 1997, “EVA and Shareholder Return”,
Financial Practice and Education, Spring/Summer,
50-54

w O’ Hanlon, J. and K. Peasnell (1998), ‘Wall Street’s
Contribution to Management Accounting: The Stern
Stewart EVA Financial Management System’,
Management Accounting Research, 9(4), pp. 421-
444.

w O’Hanlon, J. & Peasnell, K. 2000, ‘Residual income
and value creation: The missing link’, paper presented
at the British Accounting Association (BAA) Annual

Conference, University of Exeter.

w Palliam, R. (2006). Further evidence on the information
content of economic value added. Review of

Accounting and Finance, 5(3), 204-215

w Parasuraman, N.R., 2000, “Economic Value Added:
Its Computation and Impact on Select Banking
Companies”, ICFAI Journal of Applied Finance, 6(4)

w Peterson, P. P. & Peterson, D.R. (1996). Company

Performance and Measures of Value Added. The
Research Foundation of the Institute of Chartered
Financial Analysts, Charlottesville, VA.

w Rappaport, A. (1986), Creating Shareholder Value,
First Ed., New York: The Free Press.

w Stern Stewart EVA Roundtable, 1994, Journal of

Applied Corporate Finance, 7, 46-70

w Stern Stewart & Co. 1999, WWW <http:/
www.sternstewart.com/>, Accessed February 1999.

w Stewart, G.B. 1991, The Quest for Value, Harper,
New York.

w Thampy, A. and Baheti, R., 2001, “Economic Value
Added in Banks”, ICFAI Journal of Applied Finance,

7(1)

w Topkis, M. 1996, ‘A new way to find bargains’,
Fortune, vol. 134, no. 11, pp. 265–66.

w Tulley, S., 1998, “America’s Greatest Wealth
Creators”, Fortune, 9, Nov. 32-46

w Uyemura, D.G., Kantor, C.C. & Petit, J.M. (1996).
EVA for Banks: Value Creation, Risk Management,
and Profitability Measurement. Journal of Applied

Corporate Finance, 9(2), 94-111.

w White, H., 1980. A heteroskedasticity-consistent
covariance matrix estimator and a direct test for
heteroskedasticity, Econometrica, 48, 817-838.

w Worthington, A.C. & West, T. 2001, ‘Economic value-
added: A review of the theoretical and empirical
literature’, Asian Review of Accounting, vol. 9, no. 1,
pp. 67–86.

w Worthington, A.C. and West, T, (2004), “Australian
Evidence Concerning the Information Content of
Economic Value added”, Australian Journal of

Management, Vol.29, No.2, pp. 201-223

w Young, S.D. 1999, ‘Some reflections on accounting
adjustments and economic value added’, Journal of

Financial Statement Analysis, vol. 4, no. 2, pp. 7–13.



72 Srusti Management Review, Vol -IX, Issue - II, July-December 2016

The Development of Management and Leadership Capability and its

Contribution to Performance:  A Case study

Ms. Alaka Samantaray
Lecturer, Institute of Business and Computer Studies, Siksha ‘O’ Anusandhan University
Email: alka.sray_2007@yahoo.com

Mr. Bill Corwina stalwart management student was

recruited and joined in a very reputed company as sales

executive. Within a sort period he proved himself as an

efficient personnel and was promoted to Managerial post

on a better scale of pay. In the new post he worked very

hard and observed that groups of employee are not

sincere and dutiful. A devotional worker like him could

not tolerate this negligence and therefore he wanted to

tighten the slacks. He took suitable measures in the

matter and asked them to improve. His efforts to make

them to work sincerely did not give any result. On the

contrary some of the skilled employee who are worthy

to the company left the job. Automatically this affect in

the profit of the business. The board of management of

the company discussed in a meeting that Mr. Bill

Corwinwhose sincerity and loyalty to the company is

beyond doubt, should be asked to be more careful and

amend his attitude towards the company employees.

But the efforts of Mr. Bill Corwinto restore the reputation

of the company failed. He was therefore demoted to his

former post and was allowed to   retain his own pay and

emoluments. In course of this work he continued to think

again and again the reason of his demotion to the former

post. So he met the boss and wanted to know the reason

and his degradation, although the company has called

him to retain the pay and emoluments of the higher post.

The boss made him to understand that the company

has genuinely recognize his sincerity and loyalty and

therefore allowed him to pay emoluments. But all sincere

employees may not be suitable and fit for the managerial

post. The boss at last advised Mr. Bill Corwinnot to be

Worry and be mindful in the existing position with zeal

and sincerity.

Questions

1. Should Mr. Bill Corwin have been demoted back to
her old position?

2. What might the superior have done to help him in
the managerial assignment?

3. What kinds of problems might Mr. Bill Corwin have
with co-workers when he was back in his old job?
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BOOK REVIEW

Title : B2B MARKETING : A South Asiana Perspective

Author Name : Michael D.Hutt,Dheeraj Sharma,Thomas W.Speh
Edition : Eleventh Edition
ISBN : 978-81-315-2079-6 , 81-315-2079-X: 522
Publisher : CENGAGE Learning

This book is a South Asian edition on the concept of
Business to Business Marketing. The book provides the
management students a critical review of the various
topics such as customer relationship management,
managing services in B2B market, supply chain
management, the pricing strategies implemented by
various firms and business marketing communications.

The book consists of five parts which is again divided
into 15 chapters.

In the first chapter, the authors introduce the readers
with the characteristics of the business marketing with
an explanation about various aspects related with
consumer goods and business marketing and a clear
picture on the different types of customers present in
the market. It also gives the readers an idea about how
business marketers propose their marketing strategies
to different types of B2B customers.

In the second chapter, the author discusses about the
buying behaviour of organisations and the different factors
that influence the buyer’s decision-making process. It
also includes a case study on TCS for better
understanding of its readers.

In the third chapter, the author tries to link the relationship
between the buyer & the seller in a B2B Market with an
informative case study of “Dell”. It also includes the study
of how firms serve the various needs of different segments
present in the market.

In the fourth chapter, the author throws light on why
segmentation of B2B market is required. There is
information regarding how to segment a market, selecting
a market segment and estimate the demands of these
segments and how to put forth different value propositions
for the different market segments.

The fifth chapter discusses the role of marketing in
corporate strategy development and the identification
process that a makes a strategy successful. It includes
a case study that helps to understand how the internal
business is aligned with the overall corporate strategy
to accomplish the marketing goals.

In the sixth chapter, the book tells about the scope of
business marketing strategies in developing economies.
It also gives knowledge about what an International
strategy is and what are the various forms of it as also
about the global strategies and their use.

The seventh chapter focuses on branding strategies in
B2B Market. It focuses on how firms try to provide
superior value to customers so that the reader gets to
understand about how marketers differentiate their brand
from their competitors.

The eighth chapter discusses importance of innovation
and industrial developments. It helps the management

students understand how a new product gets success
in the market and what are the factors driving the
performance of a new product in B2B market.

Chapter Nine reviews the aspects of business services
and their importance in B2B market. It covers the core
concepts of services marketing in B2B and how selling
a service is different from selling a product.

The tenth chapter, highlights the role of marketing
channels in filling the gaps between an oranisation and
its customers. It focuses on the components a channel
design through which an organisation is connected with
its customers, how to design a successful channel
strategy.

The eleventh chapter tells us what a supply chain system
is, how it is managed, what are the different types of
logistics activities and how to control the costs of
logistics.

The twelfth chapter presents the pricing strategies for
various B2B markets firms use to cope up with their
competitors in the fast growing business environment
and gain the interests of the customers towards them.

The thirteenth chapter discusses the role of social media
in B2B Marketing, strategy building, advertising and
various promotional activities that are done through social
media portals. It gives clear information about how
internet today is used efficiently to reach the customers
in various regions.

The fourteenth chapter covers the role of personal selling
in B2B market and about the sales management
functions. It helps to understand  the role of advertising
and selling in B2B and how it is different in B2C.

The last chapter captures the various methods of
measuring performance and significance of marketing in
B2B and its implementation in business strategies. It
helps the management students to develop interest to
know about how these marketers determine their success
and failures. Hence this book enables readers to
understand the dynamics of business marketing with real
life illustrations of renowned MNCs operating in various
regions. This book also uses the case study method of
illustration to aid the readers in better understanding and
problem solving competencies. It also states how
theoretical studies are actually implemented in the
business in a practical manner. All the key concepts
have been covered in the book to make reading more
appealing.

Ms.Ashwee Abhisikta
Assistant Professor
Srusti Academy of Management,Bhubaneswar,Odisha
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1. Authors must ensure that their papers are free from
spelling and grammatical mistakes. The size of
the manuscript should not exceed 15-20 pages.
All text should be in double space with 2 cm margins
on all four sides of A4 size paper using Times New
Roman font of size 10.

2. Authors are required to submit their brief biographical
sketch describing current designation and affiliation,
specialization, number of books and articles
published in referred journals and membership on
editorial boards and companies etc.

3. The first page of the manuscript should contain the
title of the paper, name of the author(s), designation,
name of the organization with full address, contact
number and E-mail ID.

4. The second page of the manuscript should have
an abstract of the paper in about 150 words and
4 to 5 keywords just below the abstract. (The
heading ‘Keywords’ should be bold). The text
of the paper should start from the second page
just below the abstract and the Keywords. No
abstracts are required for case studies.

5. In the text the references may appear at
appropriate place and the same should appear
alphabetically at the end. The author(s) shall
follow strictly the examples given below.

If a reference (expect internet reference) has
more than three authors, only the first name and
et al. should appear in the citation. In the list of
References, however, all of the names must be
shown. Only references cited in the text should

appear in the list of References.
i. Books:
• Nunnally, J.C.(1994) Psychometric theory, 3rd

Edition, New York: Mcgraw-Hill
• Murthy, S.R. 1994, A Model for Stock Price

System Analysis. NewDelhi: Himalya
Publishing House

ii. Works in edited Collections:
Dash, P.C.2007. A Premier on Marketing
Channels. Pages 110-113 in Prices, products
and people  (Sahoo S.C. ed.) New Delhi, New
Age Publishers.

iii. Journal Article / Paper:
Sheth J.N. and Parvatiyar A.(1995),
“Relationship Marketing in Consumer market:
Antecedents and Consequences, American
Journal of Marketing, Vol. 57, Issue 10,
pp.247-273

iv. Doctoral Theses:
Maheswari, R.K.(2011) ‘Accounting for
Human Resource: Acquisition, Development
& Retention’, Ph.D Thesis, University of Delhi

v. Government Publication:
Government of India, Ministry of
Communications, Department of
Telecommunications 2011. Annual report
2010-11. New Delhi. Government of India,
Ministry of Communications. Department of
Telecommunications.
Reference should be cited within the text as
follows: According to (Gupta (2011), foreign
exchange market ….
These results are inconsistent  with those of
other studies (Gupta, 1995, Sharma, 2000)

vi. Internet reference:
Comdid, S.Future learning Inc : Competency
Approach, http://www.future/earning.com/

competency, html.Accessed on 02.02.2005

6. All tables and figures should appear at the relevant
places in the text. All tables and figures should be
referred to by their numbers in the text (for instance,
‘See Table 1’, ‘See Figure4’). Serial Number of the
Tables and Figures / Charts should be placed
uniformly throughout the manuscript. Each Column
of the table must have a short heading. ‘Source’
should be mentioned under each table in bold letters.
These should be kept to the minimum. The
equations and other calculations to be mentioned
in the paper needs to be of standard format. The
computer standard format is to be used for the
purpose.

7. The author(s) of accepted contributions shall be
offered two reprints of their manuscripts along with
a complementary copy of the issue.

8. Declaration: A declaration certificate should be
submitted in a separate sheet stating that the
manuscript is his / her original contribution and
neither has been accepted to be published nor

elsewhere published and free from plagiarism.
Hard copies of the manuscript must be sent to :

The Editor
Srusti Management Review
Srusti Academy of Management
38/1, Chandaka Ind. Estate, Near Infocity,
Bhubaneswar-24, Odisha
Ph.: 0674-6040011,
E-mail: journal@srustiacademy.org,
www.srustiacademy.org

Guidelines for Authors

Srusti Academy of Management, Bhubaneswar is a NAAC accredited A Grade B-School. Srusti Management
Review is a journal on Management & IT of Srusti Academy of Management. This journal is listed in Ulrich’s
Periodicals Directory ©, ProQuest, U.S.A, available in ProQuest Online Database, U.K. and available in J-
Gate Online Database. It has established its reputation as a standard journal on Management and IT bearing
ISSN No.: 0974-4274. Continuous efforts are made to improve the quality of the journal to cater to the changing
needs of the readers and researchers.

Srusti Management Review invites original research papers / articles, case studies, book reviews, abstracts
of doctoral theses on all areas of Management, and IT from academicians and corporate executives. Soft
copies of the papers, etc. should reach journal@srustiacademy.org
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