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Taxation aspects of Merger and Acquisition :
Indian Scenario

Abstract

Mergers and acquisitions are an important tool of economic development and every effort should be made to 

incentivise the merger process in the country. Fiscal statutes form an important means of economic 

development by providing benefits to the concerned businesses. This article attempts to provide a broad 

overview on tax aspects of M&A activities. The focus of the present paper is to highlight the deductions 

available to companies going in for mergers. In any merger or acquisition transaction, it is essential for all 

taxation aspects to be fully considered. In many circumstances, tax is so important that the entire transaction 

may be structured in a particular way as to produce the most tax-efficient result. Finally, to achieve a flawless 

M&A transaction lies in being able to start right, well before the combination, plan with precision, and ensure a 

relentless clarity of purpose and concerted action in the actual integration and post-integration stage.

Keywords: Merger, Acquisition, tax, deduction, amalgamation

Introduction

With increasing globalization and 
dispersion of technology, product life-cycles 
are shortening and competition is becoming 
intense, where there is little room for 
organizations to meet their growth aspirations 
through internal development or organic 
growth. In order to achieve speedy growth with 
limited market access, technology, finance and 
time, corporates worldwide have preferred to 
grow inorganically through the route of 
mergers and acquisitions (M&A). From the 
beginning of the 21st century, India has 
witnessed a tremendous growth in M&A 
activities, both inbound & outbound. However, 
the recent economic downturn has eclipsed 
the M&A landscape almost halving the deals in 
both number and value.However, there 
remains a huge potential for M&A as in spite of 
the economic crisis, the advantages of 
inorganic growth still fit in the modern 
corporate rationale.

Mergers and acquisitions are an important 
tool of economic development and every effort 
should be made to incentivise the merger 
process in the country. Fiscal statutes form an 
important means of economic development by 
providing benefits to the concerned 
businesses. Large scale mergers are 

occurring at a fast pace within and outside the 
country. In this regard, the income tax 
legislation in India is quite development 
oriented for domestic companies going in for 
merger or amalgamation and acquisition. In 
India, the Income Tax Act, 1961 is the primary 
legislation dealing with taxability of income 
arising in the hands of an individual or business 
entity. An important question that arises here 
is: What are the benefits available under the 
Income Tax Act, 1961, to companies going in 
for merger or acquisition. These benefits are 
available in the form of allowable deductions 
from the income in the hands of an individual or 
companies. They apply equally to companies 
going in for merger or acquisition in India.

This article attempts to provide a broad 
overview on tax aspects of M&A activities. The 
focus of the present paper is to highlight the 
deductions available to companies going in for 
mergers.

Materials and Methods

While concentrating on the very topic, 
various books on taxation, articles of eminent 
research scholars and authors have been 
taken into consideration to make an objective 
analysis of the said article. Reviews of the 
works on M&A of eminent scholars, authors 
and critics have also been widely consulted. 

Sarbapriya Ray
Assistant Professor
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Calcutta University, West Bengal
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of the first-mentioned company;

Thus, the above three conditions should 
be satisfied for a merger to qualify as an 
amalgamation within the meaning of the 
Income-tax Act 1961.

Mergers are generally classified as follows:

1. Cogeneric mergers or mergers within 
same industries

2. Conglomerate mergers or mergers within 
different industries

Cogeneric mergers :

These mergers take place between 
companies within the same industries. On the 
basis of merger motives, cogeneric mergers 
may further be classified as:

i. Horizontal Mergers

ii. Vertical Mergers

Horizontal mergers takes place between 
companies engaged in the same business 
activities for profit; i.e., manufacturing or 
distribution of same types of products or 
rendition of similar services. A classic instance 
of horizontal merger is the acquisition of Mobil 
by Exxon. Typically, horizontal mergers take 
place between business competitors within an 
industry, thereby leading to reduction in 
competition and increase in the scope for 
economies of scale and elimination of 
duplicate facilities. The main rationale behind 
horizontal mergers is achievement of 
economies of scale. However, horizontal 
mergers promote monopolistic trend in an 
industry by inhibiting competition.

Vertical mergers take place between two 
or more companies which are functionally 
complementary to each other. For instance if 
one company specializes in manufacturing a 
particular product, and another company 
specializes in marketing or distribution of this 
product, a merger of these two companies will 
be regarded as a vertical merger. The 
acquiring company may expand through 
backward integration in the direction of 
production processes or forward integration in 
the direction of the ultimate consumer. The 
merger of Tea Estate Ltd. with Brooke Bond 
India Ltd. was a case of vertical merger. 
Vertical mergers too discourage competition in 
the industry.

Conglomerate mergers:

Conglomerate mergers take place 
between companies from different industries. 

The businesses of the merging companies 
obviously lack commonality in their end 
products or services and functional economic 
relationships. A company may achieve 
inorganic growth through diversification by 
acquiring companies from different industries. 
A conglomerate merger is a complex process 
that requires adequate understanding of 
industry dynamics across diverse businesses 
vis-a-vis the merger motives of the merging 
entities. Besides the above, mergers may be 
classified as:

Up stream merger, in which a subsidiary 
company is merged with its parent company. 
Down stream merger, in which a parent 
company is merged with its subsidiary 
company.

Reverse merger, in which a company with 
a sound financial track record amalgamates 
with a loss making or less profitable company.

Takeover:

Takeover is a strategy of acquiring control 
over the management of another company - 
either directly by acquiring shares carrying 
voting rights or by participating in the 
management. Where the shares of the 
company are closely held by a small number of 
persons a takeover may be effected by 
agreement within the shareholders. However, 
where the shares of a company are widely held 
by the general public, relevant regulatory 
aspects, including provisions of SEB1 
(Substantial Acquisition of Shares and 
Takeovers) Regulations 1997 need to be borne 
in minds.

Takeovers may be broadly classified as 
follows:

• Friendly takeover: It is a takeover effected 
with the consent of the taken over 
company. In this case there is an 
agreement between the managements of 
the two companies through negotiations 
and the takeover bid may be with the 
consent of majority shareholders of the 
target company. It is also known as 
negotiated takeover.

• Hostile takeover: When an acquirer 
company does not offer the target 
company the proposal to acquire its 
undertaking but silently and unilaterally 
pursues efforts to gain control against the 
wishes of the existing management, such 
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Moreover, current amendments of Income Tax 
Act, 1961 on M&A have been taken into 
consideration while drafting this article. Last 
but not the least, the New Direct Tax code 
Bill,2011 which is coming into effect from 
1.4.2012 in place of Income Tax Act, 1961 has 
also been over viewed.

Results and Discussions

A firm can achieve growth in several ways. 
It can grow internally or externally. Internal 
Growth can be achieved if a firm expands its 
existing activities by up scaling capacities or 
establishing new firm with fresh investments in 
existing product markets. Where a firm grows 
internally, it can face problems with regard to 
the size of the existing market or product, no 
growth potential in future or government 
restriction on capacity enhancement. The 
income tax legislation acts as an aid to external 
growth by providing deductions under its 
provisions. Fiscal statutes are a significant 
source of economic development and create 
space for growth of industrial activities within 
the country. Therefore a legal metamorphosis 
occurs when a merger takes place. The 
Income Tax Act, 1961 contains special 
provisions so as to minimize the ambiguities in 
ascertaining the tax liabilities of the merged 
entity. In India, the primary fiscal legislation 
dealing with mergers is concerned solely with 
the amalgamation of companies and does not 
refer to amalgamation between other forms of 
legal entities like partnership firms or sole 
proprietorship. The following type of mergers 
are envisaged: merger of one or more 
company with some other company and the 
merger of two or more companies form a new 
company.

Some important concepts of Merger and 
Amalgamation

Merger and Amalgamation :

A merger may be regarded as the fusion or 
absorption of one thing or right into another. A 
merger has been defined as an arrangement 
whereby the assets, liabilities and businesses 
of two (or more) companies become vested in, 
or under the control of one company (which 
may or may not be the original two companies), 
which has as its shareholders, all or 
substantially all the shareholders of the two 
companies. In merger, one of the two existing 
companies merges its identity into another 

existing company or one or more existing 
companies may form a new company and 
merge their identities into the new company by 
transferring their business and undertakings 
including all other assets and liabilities to the 
new company (herein after known as the 
merged company).

The process of merger is also alternatively 
referred to as "amalgamation". The amalgamating 
companies loose their identity and the 
shareholders of the amalgamating companies 
become shareholders of the amalgamated 
company.

The term amalgamation has not been 
defined in the Companies Act, 1956. However, 
Section 2( 1 B) of the Income Tax Act, 1961 
defines the term "amalgamation" as follows:

"Amalgamation", in relation to companies, 
means the merger of one or more companies 
with another company or the merger of two or 
more companies to form one company (the 
company or companies so merged being 
referred to as the amalgamating company or 
companies and the company with which they 
merge or which is formed as a result of the 
merger, as the amalgamated company) in 
such a manner that—

• All the property of the amalgamating 
company or companies immediately 
before the amalgamation becomes the 
property of the amalgamated company by 
virtue of the amalgamation;

• All the liabilities of the amalgamating 
company or companies immediately 
before the amalgamation become the 
liabilities of the amalgamated company by 
virtue of the amalgamation;

• Shareholders holding not less than three-
fourths in value of the shares in the 
amalgamating company or companies 
(other than shares already held therein 
immediately before the amalgamation by, 
or by a nominee for, the amalgamated 
company or its subsidiary) become 
shareholders of the amalgamated 
company by virtue of the amalgamation, 
and not as a result of the acquisition of the 
property of one company by another 
company pursuant to the purchase of 
such property by the other company or as 
a result of the distribution of such property 
to the other company after the winding up 
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be regarded as a vertical merger. The 
acquiring company may expand through 
backward integration in the direction of 
production processes or forward integration in 
the direction of the ultimate consumer. The 
merger of Tea Estate Ltd. with Brooke Bond 
India Ltd. was a case of vertical merger. 
Vertical mergers too discourage competition in 
the industry.

Conglomerate mergers:

Conglomerate mergers take place 
between companies from different industries. 

The businesses of the merging companies 
obviously lack commonality in their end 
products or services and functional economic 
relationships. A company may achieve 
inorganic growth through diversification by 
acquiring companies from different industries. 
A conglomerate merger is a complex process 
that requires adequate understanding of 
industry dynamics across diverse businesses 
vis-a-vis the merger motives of the merging 
entities. Besides the above, mergers may be 
classified as:

Up stream merger, in which a subsidiary 
company is merged with its parent company. 
Down stream merger, in which a parent 
company is merged with its subsidiary 
company.

Reverse merger, in which a company with 
a sound financial track record amalgamates 
with a loss making or less profitable company.

Takeover:

Takeover is a strategy of acquiring control 
over the management of another company - 
either directly by acquiring shares carrying 
voting rights or by participating in the 
management. Where the shares of the 
company are closely held by a small number of 
persons a takeover may be effected by 
agreement within the shareholders. However, 
where the shares of a company are widely held 
by the general public, relevant regulatory 
aspects, including provisions of SEB1 
(Substantial Acquisition of Shares and 
Takeovers) Regulations 1997 need to be borne 
in minds.

Takeovers may be broadly classified as 
follows:

• Friendly takeover: It is a takeover effected 
with the consent of the taken over 
company. In this case there is an 
agreement between the managements of 
the two companies through negotiations 
and the takeover bid may be with the 
consent of majority shareholders of the 
target company. It is also known as 
negotiated takeover.

• Hostile takeover: When an acquirer 
company does not offer the target 
company the proposal to acquire its 
undertaking but silently and unilaterally 
pursues efforts to gain control against the 
wishes of the existing management, such 
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Moreover, current amendments of Income Tax 
Act, 1961 on M&A have been taken into 
consideration while drafting this article. Last 
but not the least, the New Direct Tax code 
Bill,2011 which is coming into effect from 
1.4.2012 in place of Income Tax Act, 1961 has 
also been over viewed.

Results and Discussions

A firm can achieve growth in several ways. 
It can grow internally or externally. Internal 
Growth can be achieved if a firm expands its 
existing activities by up scaling capacities or 
establishing new firm with fresh investments in 
existing product markets. Where a firm grows 
internally, it can face problems with regard to 
the size of the existing market or product, no 
growth potential in future or government 
restriction on capacity enhancement. The 
income tax legislation acts as an aid to external 
growth by providing deductions under its 
provisions. Fiscal statutes are a significant 
source of economic development and create 
space for growth of industrial activities within 
the country. Therefore a legal metamorphosis 
occurs when a merger takes place. The 
Income Tax Act, 1961 contains special 
provisions so as to minimize the ambiguities in 
ascertaining the tax liabilities of the merged 
entity. In India, the primary fiscal legislation 
dealing with mergers is concerned solely with 
the amalgamation of companies and does not 
refer to amalgamation between other forms of 
legal entities like partnership firms or sole 
proprietorship. The following type of mergers 
are envisaged: merger of one or more 
company with some other company and the 
merger of two or more companies form a new 
company.

Some important concepts of Merger and 
Amalgamation

Merger and Amalgamation :

A merger may be regarded as the fusion or 
absorption of one thing or right into another. A 
merger has been defined as an arrangement 
whereby the assets, liabilities and businesses 
of two (or more) companies become vested in, 
or under the control of one company (which 
may or may not be the original two companies), 
which has as its shareholders, all or 
substantially all the shareholders of the two 
companies. In merger, one of the two existing 
companies merges its identity into another 

existing company or one or more existing 
companies may form a new company and 
merge their identities into the new company by 
transferring their business and undertakings 
including all other assets and liabilities to the 
new company (herein after known as the 
merged company).

The process of merger is also alternatively 
referred to as "amalgamation". The amalgamating 
companies loose their identity and the 
shareholders of the amalgamating companies 
become shareholders of the amalgamated 
company.

The term amalgamation has not been 
defined in the Companies Act, 1956. However, 
Section 2( 1 B) of the Income Tax Act, 1961 
defines the term "amalgamation" as follows:

"Amalgamation", in relation to companies, 
means the merger of one or more companies 
with another company or the merger of two or 
more companies to form one company (the 
company or companies so merged being 
referred to as the amalgamating company or 
companies and the company with which they 
merge or which is formed as a result of the 
merger, as the amalgamated company) in 
such a manner that—

• All the property of the amalgamating 
company or companies immediately 
before the amalgamation becomes the 
property of the amalgamated company by 
virtue of the amalgamation;

• All the liabilities of the amalgamating 
company or companies immediately 
before the amalgamation become the 
liabilities of the amalgamated company by 
virtue of the amalgamation;

• Shareholders holding not less than three-
fourths in value of the shares in the 
amalgamating company or companies 
(other than shares already held therein 
immediately before the amalgamation by, 
or by a nominee for, the amalgamated 
company or its subsidiary) become 
shareholders of the amalgamated 
company by virtue of the amalgamation, 
and not as a result of the acquisition of the 
property of one company by another 
company pursuant to the purchase of 
such property by the other company or as 
a result of the distribution of such property 
to the other company after the winding up 
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States in which the registered offices of the 
demerged and resulting companies are 
located. Under Section 2(19AA) of the Income 
Tax Act (IT) Act, 1961, "demerger", in relation 
to companies, means the transfer, pursuant to 
a scheme of arrangement, by a demerged 
company of its one or more undertakings to 
any resulting company in such a manner that:

• All  the  property of the undertaking,  being 
transferred  by the  demerged  company, 
immediately before the demerger, 
becomes the property of the resulting 
company by virtue of the demerger;

• All the liabilities relatable to the 
undertaking, being transferred by the 
demerged company, immediately before 
the demerger, become the liabilities of the 
resulting company by virtue of the 
demerger;

• The property and the liabilities of the 
undertaking or undertakings being 
transferred by the demerged company are 
transferred at values appearing in its 
books of account immediately before the 
demerger;

• The resulting company issues, in 
consideration  of the demerger, its shares 
to the shareholders of the demerged 
company on a proportionate basis;

• The shareholders holding not less than 
three-fourths in value of the shares in the 
demerged company (other than shares 
already held therein immediately before 
the demerger, or by a nominee for, the 
resulting company or, its subsidiary) 
become shareholders of the resulting 
company or companies by virtue of the 
demerger, otherwise than as a result of 
the acquisition of the property or assets of 
the demerged company or  any 
undertaking thereof by the resulting 
company;

• The transfer of the undertaking is on a 
going concern basis;

• The demerger is in accordance with the 
conditions, if any, notified under sub-
section (5) of section 72 A by the Central 
Government in this behalf.

As evident from the above definition, 
demerger entails transfer of one or more 
undertakings of the demerged company to the 
resulting company and the resultant issue of 

shares by the resulting company to the 
shareholders of the demerged company. The 
satisfaction of the above conditions is 
necessary to ensure tax neutrality of the 
demerger.

In case of demerger of a listed company of 
its undertaking, the shares of the resulting 
company are listed on the stock exchange 
where the demerged company's shares are 
traded. For instance, the largest demerger in 
India was in the case of Reliance Industries 
wherein its 4 businesses where demerged into 
separate companies and the resulting 
companies were listed on the stock 
exchanges.

The shareholders of Reliance Industries 
were allotted shares in the resulting 
companies based on a predetermined share 
swap ratio.
Slump-Sale/Hive off:

The Income-tax Act, 1961 defines "slump 
sale" as follows:

"Slump sale" means the transfer of one or 
more undertakings as a result of the sale for a 
lump sum consideration without values being 
assigned to the individual assets and liabilities 
in such sales.

In a slump sale, a company sells or 
disposes of the whole or substantially the 
whole of its undertaking for a lump sum 
predetermined consideration. In a slump sale, 
an acquiring company may not be interested in 
buying the whole company, but only one of its 
divisions or a running undertaking on a going 
concern basis. The sale is made for a lump 
sum price without values being assigned to 
individual assets and liabilities transferred. 
The business to be hived off is transferred from 
the transferor company to an exiting or a new 
company. A Business Transfer Agreement is 
drafted containing the terms and conditions of 
business transfer.

Taxation aspects of Merger & Acquisition:

The following benefits or provisions are 
there in the Income Tax Act, 1961 for cases of 
amalgamation of companies:

Expenditure on scientific research [Sec. 
35(5)]'. When an amalgamating company 
transfers any asset represented by capital 
expenditure on the scientific research to the 
amalgamated Indian company in a scheme of 
amalgamation provisions of section 35 shall be 
applicable-
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acts are considered hostile on the 
management and thus called hostile 
takeovers. The recently consummated 
Arcelor Mittal deal is an example of hostile 
takeover, where the LN Mittal group 
acquired management control of Arcelor 
against the wishes of the Arcelor 
management.

• Bail-out takeover: Takeover of a 
financially weak or a sick company by a 
profit earning company to bail out the 
former is known as bail out takeover. Such 
takeovers normally take place in 
pursuance to a scheme of rehabilitation 
approved by the financial institution or the 
scheduled bank, who have lent money to 
the sick company. In bail out takeovers, 
the financial institution appraises the 
financially weak company, which is a sick 
industrial company, taking into account its 
financial viability, the requirement of funds 
for revival and draws up a rehabilitation 
package on the principle of protection of 
interests of minority shareholders, good 
management, effective revival and 
transparency. The rehabilitation scheme 
should provide the details of any change 
in the management and may provide for 
the acquisition of shares in the financially 
weak company as follows:

1. An outright purchase of shares or

2. An exchange of shares or

3. A combination of both

Joint Venture:

Joint venture is a strategic business policy 
whereby a business enterprise for profit is 
formed in which two or more parties share 
responsibilities in an agreed manner, by 
p rov id ing  r i sk  cap i ta l ,  techno logy,  
patent/trademark/ brand names and access to 
the market. Joint ventures with multinational 
companies contribute to the expansion of 
production capacity, transfer of technology and 
penetration into the global market. In joint 
ventures the assets are managed jointly. Skills 
and knowledge flow from both the parties.

Leveraged/Management Buyout:

Leveraged buyout (LBO) is defined as the 
acquisition of stock or assets by a small group 
of investors, financed largely by borrowing. 
The acquisition may be either of all stock or 
assets of a hitherto public company. The 

buying group forms a shell company to act as a 
legal entity for making the acquisition.

The LBOs differ from the ordinary 
acquisitions in two main ways: firstly a large 
fraction of the purchase price is debt financed 
and secondly the shares are not traded on 
open markets. In a typical LBO programme, 
the acquiring group consists of number of 
persons or organizations sponsored by buyout 
specialists.

The buyout group may not include the 
current management of the target company. If 
the group does so, the buyout may be 
regarded as Management Buyout (MBO). A 
MBO is a transaction in which the 
management buys out all or most of the other 
shareholders. The management may tie up 
with financial partners and organizes the entire 
restructuring on its own.

An MBO begins with an arrangement of 
finance. Thereafter an offer to purchase all or 
nearly all of the shares of a company (not 
presently held by the management) has to be 
made which necessitates a public offer and 
even delisting. Consequent upon this 
restructuring of the company may be affected 
and once targets have been achieved, the 
company can list its share on stock exchange 
again.

Demerger :

Demerger is a common form of corporate 
restructuring. In the past we have seen a 
number of companies following a demerger 
route to unlock value in their businesses. 
Demerger has several advantages including 
the following:

• Creating a better value for shareholders 
by both improving profitability of 
businesses and changing perception of 
the investors as to what are the 
businesses of the Company and what is 
the future direction;

• Improving the resource raising ability of 
the businesses;

• Providing better focus to businesses and 
thereby improve overall profitability;

• Hedging risk by inviting participation from 
investors.

Demerger is a court approved process 
and requires compliance with the provisions of 
sections 391-394 of the Companies Act, 1956. 
It requires approval from the High Courts of the 



Anusandhanika / Vol. III / No. II / July 2011-5-

States in which the registered offices of the 
demerged and resulting companies are 
located. Under Section 2(19AA) of the Income 
Tax Act (IT) Act, 1961, "demerger", in relation 
to companies, means the transfer, pursuant to 
a scheme of arrangement, by a demerged 
company of its one or more undertakings to 
any resulting company in such a manner that:

• All  the  property of the undertaking,  being 
transferred  by the  demerged  company, 
immediately before the demerger, 
becomes the property of the resulting 
company by virtue of the demerger;

• All the liabilities relatable to the 
undertaking, being transferred by the 
demerged company, immediately before 
the demerger, become the liabilities of the 
resulting company by virtue of the 
demerger;

• The property and the liabilities of the 
undertaking or undertakings being 
transferred by the demerged company are 
transferred at values appearing in its 
books of account immediately before the 
demerger;

• The resulting company issues, in 
consideration  of the demerger, its shares 
to the shareholders of the demerged 
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• The shareholders holding not less than 
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demerged company (other than shares 
already held therein immediately before 
the demerger, or by a nominee for, the 
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become shareholders of the resulting 
company or companies by virtue of the 
demerger, otherwise than as a result of 
the acquisition of the property or assets of 
the demerged company or  any 
undertaking thereof by the resulting 
company;

• The transfer of the undertaking is on a 
going concern basis;

• The demerger is in accordance with the 
conditions, if any, notified under sub-
section (5) of section 72 A by the Central 
Government in this behalf.

As evident from the above definition, 
demerger entails transfer of one or more 
undertakings of the demerged company to the 
resulting company and the resultant issue of 

shares by the resulting company to the 
shareholders of the demerged company. The 
satisfaction of the above conditions is 
necessary to ensure tax neutrality of the 
demerger.

In case of demerger of a listed company of 
its undertaking, the shares of the resulting 
company are listed on the stock exchange 
where the demerged company's shares are 
traded. For instance, the largest demerger in 
India was in the case of Reliance Industries 
wherein its 4 businesses where demerged into 
separate companies and the resulting 
companies were listed on the stock 
exchanges.

The shareholders of Reliance Industries 
were allotted shares in the resulting 
companies based on a predetermined share 
swap ratio.
Slump-Sale/Hive off:

The Income-tax Act, 1961 defines "slump 
sale" as follows:

"Slump sale" means the transfer of one or 
more undertakings as a result of the sale for a 
lump sum consideration without values being 
assigned to the individual assets and liabilities 
in such sales.

In a slump sale, a company sells or 
disposes of the whole or substantially the 
whole of its undertaking for a lump sum 
predetermined consideration. In a slump sale, 
an acquiring company may not be interested in 
buying the whole company, but only one of its 
divisions or a running undertaking on a going 
concern basis. The sale is made for a lump 
sum price without values being assigned to 
individual assets and liabilities transferred. 
The business to be hived off is transferred from 
the transferor company to an exiting or a new 
company. A Business Transfer Agreement is 
drafted containing the terms and conditions of 
business transfer.

Taxation aspects of Merger & Acquisition:

The following benefits or provisions are 
there in the Income Tax Act, 1961 for cases of 
amalgamation of companies:

Expenditure on scientific research [Sec. 
35(5)]'. When an amalgamating company 
transfers any asset represented by capital 
expenditure on the scientific research to the 
amalgamated Indian company in a scheme of 
amalgamation provisions of section 35 shall be 
applicable-
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acts are considered hostile on the 
management and thus called hostile 
takeovers. The recently consummated 
Arcelor Mittal deal is an example of hostile 
takeover, where the LN Mittal group 
acquired management control of Arcelor 
against the wishes of the Arcelor 
management.

• Bail-out takeover: Takeover of a 
financially weak or a sick company by a 
profit earning company to bail out the 
former is known as bail out takeover. Such 
takeovers normally take place in 
pursuance to a scheme of rehabilitation 
approved by the financial institution or the 
scheduled bank, who have lent money to 
the sick company. In bail out takeovers, 
the financial institution appraises the 
financially weak company, which is a sick 
industrial company, taking into account its 
financial viability, the requirement of funds 
for revival and draws up a rehabilitation 
package on the principle of protection of 
interests of minority shareholders, good 
management, effective revival and 
transparency. The rehabilitation scheme 
should provide the details of any change 
in the management and may provide for 
the acquisition of shares in the financially 
weak company as follows:

1. An outright purchase of shares or
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Joint Venture:
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formed in which two or more parties share 
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p rov id ing  r i sk  cap i ta l ,  techno logy,  
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ventures the assets are managed jointly. Skills 
and knowledge flow from both the parties.

Leveraged/Management Buyout:

Leveraged buyout (LBO) is defined as the 
acquisition of stock or assets by a small group 
of investors, financed largely by borrowing. 
The acquisition may be either of all stock or 
assets of a hitherto public company. The 

buying group forms a shell company to act as a 
legal entity for making the acquisition.

The LBOs differ from the ordinary 
acquisitions in two main ways: firstly a large 
fraction of the purchase price is debt financed 
and secondly the shares are not traded on 
open markets. In a typical LBO programme, 
the acquiring group consists of number of 
persons or organizations sponsored by buyout 
specialists.

The buyout group may not include the 
current management of the target company. If 
the group does so, the buyout may be 
regarded as Management Buyout (MBO). A 
MBO is a transaction in which the 
management buys out all or most of the other 
shareholders. The management may tie up 
with financial partners and organizes the entire 
restructuring on its own.

An MBO begins with an arrangement of 
finance. Thereafter an offer to purchase all or 
nearly all of the shares of a company (not 
presently held by the management) has to be 
made which necessitates a public offer and 
even delisting. Consequent upon this 
restructuring of the company may be affected 
and once targets have been achieved, the 
company can list its share on stock exchange 
again.

Demerger :

Demerger is a common form of corporate 
restructuring. In the past we have seen a 
number of companies following a demerger 
route to unlock value in their businesses. 
Demerger has several advantages including 
the following:

• Creating a better value for shareholders 
by both improving profitability of 
businesses and changing perception of 
the investors as to what are the 
businesses of the Company and what is 
the future direction;

• Improving the resource raising ability of 
the businesses;

• Providing better focus to businesses and 
thereby improve overall profitability;

• Hedging risk by inviting participation from 
investors.

Demerger is a court approved process 
and requires compliance with the provisions of 
sections 391-394 of the Companies Act, 1956. 
It requires approval from the High Courts of the 
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applicable to the amalgamating company shall 
become applicable in the same manner to the 
amalgamated company, consequently:

The expenditure on acquisition on license, 
not yet written off, shall be allowed to the 
amalgamated company in the same number of 
balance installments.

Where such licence is sold by the 
amalgamated company, the treatment of the 
deficiency/surplus will be same as would have 
been in the case of amalgamating company.

Treatment of capital expenditure on family 
planning [U/S 36(l)(ix)J: If Asset representing 
capital expenditure on family planning is 
transferred by the amalgamating company to 
the amalgamated company under a scheme of 
amalgamation, such expenditure shall be 
allowed as deduction to the amalgamated 
company in the same manner as would have 
been allowed to the amalgamating company.

Treatment of bad debts [Sec. 36(l)(vii)J: 
When due to amalgamation debts of the 
amalgamating company has been taken over 
by amalgamated company, and subsequently, 
such debts turn out to be bad, it shall be 
allowed as deduction to the amalgamated 
company.

Special provision for computation of cost 
of acquisition of certain assets u/s 43C:

Section 43C of the Income Tax Act 
provides that, where an asset, which become 
the property of an amalgamated company 
under a scheme of amalgamation, is sold after 
the 29th February, 1998, be the amalgamated 
company as stock-in-trade of the business 
carried on by it, the cost of acquisition of that 
asset to the amalgamated company in 
computing the profits and gains from the sale 
such asset be the cost of acquisition of that 
asset to the amalgamating company, as 
increased by the cost, if and, of any 
improvement made to it and the expenditure, if 
any, incurred, wholly and exclusively in 
connection with such transfer by the 
amalgamating company. This means that in 
case where an amalgamation occurs, the cost 
of an asset to be ascertained for the purposes 
of taxing the gains or profits made from the sale 
of such asset, is to be taken at the same value 
which might have been incurred by the 
amalgamating company and any expenditure 
made by the amalgamated company on the 

asset should be taken into consideration while 
providing for deduction to the amalgamated 
company.

Carryforward and set off of accumulated 
loss and unabsorbed depreciation u/s72A:

Under section 72A of the Income Tax Act, 
1961 , a special provision is made which 
governs the provisions relating to carry forward 
and set off of accumulated business loss and 
unabsorbed depreciation allowance in certain 
cases of amalgamations and demergers.

It is to be noted that as unabsorbed losses 
of the amalgamating company are deemed to 
be the losses for the previous year in which the 
amalgamation was effected, the amalgamated 
company (subject to fulfillment of certain 
conditions) will have the right to carry forward 
the loss for a period of eight assessment years 
immediately succeeding the assessment year 
relevant to the previous year in which the 
amalgamation was effected.

If any of the conditions for allowability of 
right to carry forward of loss, is violated in any 
year, the set off of loss or allowance of 
depreciation made in any previous year in the 
hands of the amalgamated company shall be 
deemed to be the income of the amalgamated 
company chargeable to tax for the year in 
which the conditions areviolated.

Capital gains:

Capital gains tax is leviable if there arises 
capital gain due to transfer of capital assets. 
The term "transfer" is defined in the Income-tax 
Act in an inclusive manner.

Under the Income-tax Act, "transfer" does 
not include any transfer in a scheme of 
amalgamation of a capital asset by the 
amalgamating company to the amalgamated 
company, if the later is an Indian company.

From assessment year 1993-94, any 
transfer of shares of an Indian company held 
by a foreign company to another foreign 
company in a scheme of amalgamation 
between the two foreign companies will not be 
regarded as "transfer" for the purpose of 
levying capital gains tax, subject to fulfilment of 
certain conditions.

Further, the term 'transfer' also does not 
include any transfer by a shareholder in a 
scheme of amalgamation of a capital asset 
being a share or the shares held by him in the 
amalgamating company if the transfer is made 
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Unabsorbed expenditure on scientific 
research of the amalgamating company will be 
allowed to be carried forward and set off in the 
hands of the amalgamated company, If such 
asset ceases to be used in the previous year 
for scientific research related to the business of 
amalgamated company and is sold by the 
amalgamated company the sale price to the 
extend of cost of asset shall be treated as 
business income and the excess of sale price 
over the cost shall be subject to the provisions 
of capital gain.

Expenditure on acquisition of patent rights 
or copyrights it/s 35A:

Sub-section (6) was inserted in section 
35(A) by the Finance (No.2) Act, 1967, to 
prov ide deduct ion to  amalgamated 
companies. The scope of its insertion is 
elaborated in the following extract of the 
circular No 5-P, dated 9.10.1997, which read 
as under:

"Where the amalgamating company sell 
or otherwise transfers to the amalgamated 
company (being an Indian Company) any 
capital assets used by it for scientific research 
related to its business or any capital asset of 
the nature of patent right or copyrights or any 
capital assets used for promoting family 
planning amount i ts employee, the 
amalgamated company will be entitled to 
amortize the capital cost of such assets 
against its profits under the relevant provision 
of the Income Tax Act, viz., sections 35, 35A 
and 36 (1) (ix), in the same manner and to the 
same extent as the amalgamating company 
would have been, if it had not sold or 
transferred the asset to the amalgamating 
company wilt not be entitled to any of the 
terminal benefits under the provisions of 
section 35, 35 A ."

Where an assessee has purchased patent 
rights or copyrights, he is entitled to a 
deduction under section 35 A for a period of 14 
years in equal installments. If during such 
period the assessee merges with another 
company, the amalgamated company would 
then have the right to claim the unexpired 
installment as a deduction from its total 
income. However, where the whole or any part 
of the right are sold by the amalgamated 
company after amalgamation and the sale 
proceeds exceeds the amount of the cost of 

acquisition of the asset which remains 
unallowed as deduction, the excess amount 
would be chargeable to income-tax in the 
hands of the amalgamated company. If the 
sale price even exceeds the cost of acquisition, 
the difference between such price and the cost 
would be the capital gains which would be 
taxed in the hands of the amalgamated 
company.

Amortization of expenditure in case of 
Amalgamation [Sec. 35DDJ: Under Sec 35DD 
for expenditure incurred in connection with the 
amalgamation the assessee shall be allowed a 
deduction of an amount equal to one-fifth of 
such expenditure for each of the five 
successive previous years beginning with the 
previous year in which the amalgamation takes 
place.

Treatment of preliminary expenses [Sec. 
35D(5)]: When and amalgamating company 
merges with an amalgamated company under 
a scheme of amalgamation, the amount of 
preliminary expenses of the amalgamating 
company to the extend not yet written off shall 
be allowed as deduction to the amalgamated 
company in the same manner as would have 
been allowed to the amalgamating company.

Section 35D is an enabling provision which 
enables an assessee to amortize w.e.f. 
assessment year 1999-2000 its preliminary 
expenses incurred after 31.3.1998 by an 
Indian Company or a person resident in India. 
The expenses can be amortized in five equal 
installments for five successive previous years 
i.e one fifth of the expenditure shall be allowed 
as deduction, for a period of five successive 
previous years. And the aggregate amount of 
the preliminary expense incurred after 31.3.98 
should not exceed 5% of the cost of project and 
in case of a company as its option, 5% of the 
capital employed. However, if it exceeds 5% 
then the expenditure shall be limited to 5% of 
the cost of project. This certainly depends on a 
case to case basis.

Expenditure for obtaining a licence to 
operate telecommunication services [Sec. 
35ABB(6)]:

Where in a scheme of amalgamation, the 
amalgamating company sells or otherwise 
transfers its licence to the amalgamated 
company (Being an Indian Company), the 
provisions of Section 35ABB which were 
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applicable to the amalgamating company shall 
become applicable in the same manner to the 
amalgamated company, consequently:

The expenditure on acquisition on license, 
not yet written off, shall be allowed to the 
amalgamated company in the same number of 
balance installments.

Where such licence is sold by the 
amalgamated company, the treatment of the 
deficiency/surplus will be same as would have 
been in the case of amalgamating company.

Treatment of capital expenditure on family 
planning [U/S 36(l)(ix)J: If Asset representing 
capital expenditure on family planning is 
transferred by the amalgamating company to 
the amalgamated company under a scheme of 
amalgamation, such expenditure shall be 
allowed as deduction to the amalgamated 
company in the same manner as would have 
been allowed to the amalgamating company.

Treatment of bad debts [Sec. 36(l)(vii)J: 
When due to amalgamation debts of the 
amalgamating company has been taken over 
by amalgamated company, and subsequently, 
such debts turn out to be bad, it shall be 
allowed as deduction to the amalgamated 
company.

Special provision for computation of cost 
of acquisition of certain assets u/s 43C:

Section 43C of the Income Tax Act 
provides that, where an asset, which become 
the property of an amalgamated company 
under a scheme of amalgamation, is sold after 
the 29th February, 1998, be the amalgamated 
company as stock-in-trade of the business 
carried on by it, the cost of acquisition of that 
asset to the amalgamated company in 
computing the profits and gains from the sale 
such asset be the cost of acquisition of that 
asset to the amalgamating company, as 
increased by the cost, if and, of any 
improvement made to it and the expenditure, if 
any, incurred, wholly and exclusively in 
connection with such transfer by the 
amalgamating company. This means that in 
case where an amalgamation occurs, the cost 
of an asset to be ascertained for the purposes 
of taxing the gains or profits made from the sale 
of such asset, is to be taken at the same value 
which might have been incurred by the 
amalgamating company and any expenditure 
made by the amalgamated company on the 

asset should be taken into consideration while 
providing for deduction to the amalgamated 
company.

Carryforward and set off of accumulated 
loss and unabsorbed depreciation u/s72A:

Under section 72A of the Income Tax Act, 
1961 , a special provision is made which 
governs the provisions relating to carry forward 
and set off of accumulated business loss and 
unabsorbed depreciation allowance in certain 
cases of amalgamations and demergers.

It is to be noted that as unabsorbed losses 
of the amalgamating company are deemed to 
be the losses for the previous year in which the 
amalgamation was effected, the amalgamated 
company (subject to fulfillment of certain 
conditions) will have the right to carry forward 
the loss for a period of eight assessment years 
immediately succeeding the assessment year 
relevant to the previous year in which the 
amalgamation was effected.

If any of the conditions for allowability of 
right to carry forward of loss, is violated in any 
year, the set off of loss or allowance of 
depreciation made in any previous year in the 
hands of the amalgamated company shall be 
deemed to be the income of the amalgamated 
company chargeable to tax for the year in 
which the conditions areviolated.

Capital gains:

Capital gains tax is leviable if there arises 
capital gain due to transfer of capital assets. 
The term "transfer" is defined in the Income-tax 
Act in an inclusive manner.

Under the Income-tax Act, "transfer" does 
not include any transfer in a scheme of 
amalgamation of a capital asset by the 
amalgamating company to the amalgamated 
company, if the later is an Indian company.

From assessment year 1993-94, any 
transfer of shares of an Indian company held 
by a foreign company to another foreign 
company in a scheme of amalgamation 
between the two foreign companies will not be 
regarded as "transfer" for the purpose of 
levying capital gains tax, subject to fulfilment of 
certain conditions.

Further, the term 'transfer' also does not 
include any transfer by a shareholder in a 
scheme of amalgamation of a capital asset 
being a share or the shares held by him in the 
amalgamating company if the transfer is made 
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Unabsorbed expenditure on scientific 
research of the amalgamating company will be 
allowed to be carried forward and set off in the 
hands of the amalgamated company, If such 
asset ceases to be used in the previous year 
for scientific research related to the business of 
amalgamated company and is sold by the 
amalgamated company the sale price to the 
extend of cost of asset shall be treated as 
business income and the excess of sale price 
over the cost shall be subject to the provisions 
of capital gain.

Expenditure on acquisition of patent rights 
or copyrights it/s 35A:

Sub-section (6) was inserted in section 
35(A) by the Finance (No.2) Act, 1967, to 
prov ide deduct ion to  amalgamated 
companies. The scope of its insertion is 
elaborated in the following extract of the 
circular No 5-P, dated 9.10.1997, which read 
as under:

"Where the amalgamating company sell 
or otherwise transfers to the amalgamated 
company (being an Indian Company) any 
capital assets used by it for scientific research 
related to its business or any capital asset of 
the nature of patent right or copyrights or any 
capital assets used for promoting family 
planning amount i ts employee, the 
amalgamated company will be entitled to 
amortize the capital cost of such assets 
against its profits under the relevant provision 
of the Income Tax Act, viz., sections 35, 35A 
and 36 (1) (ix), in the same manner and to the 
same extent as the amalgamating company 
would have been, if it had not sold or 
transferred the asset to the amalgamating 
company wilt not be entitled to any of the 
terminal benefits under the provisions of 
section 35, 35 A ."

Where an assessee has purchased patent 
rights or copyrights, he is entitled to a 
deduction under section 35 A for a period of 14 
years in equal installments. If during such 
period the assessee merges with another 
company, the amalgamated company would 
then have the right to claim the unexpired 
installment as a deduction from its total 
income. However, where the whole or any part 
of the right are sold by the amalgamated 
company after amalgamation and the sale 
proceeds exceeds the amount of the cost of 

acquisition of the asset which remains 
unallowed as deduction, the excess amount 
would be chargeable to income-tax in the 
hands of the amalgamated company. If the 
sale price even exceeds the cost of acquisition, 
the difference between such price and the cost 
would be the capital gains which would be 
taxed in the hands of the amalgamated 
company.

Amortization of expenditure in case of 
Amalgamation [Sec. 35DDJ: Under Sec 35DD 
for expenditure incurred in connection with the 
amalgamation the assessee shall be allowed a 
deduction of an amount equal to one-fifth of 
such expenditure for each of the five 
successive previous years beginning with the 
previous year in which the amalgamation takes 
place.

Treatment of preliminary expenses [Sec. 
35D(5)]: When and amalgamating company 
merges with an amalgamated company under 
a scheme of amalgamation, the amount of 
preliminary expenses of the amalgamating 
company to the extend not yet written off shall 
be allowed as deduction to the amalgamated 
company in the same manner as would have 
been allowed to the amalgamating company.

Section 35D is an enabling provision which 
enables an assessee to amortize w.e.f. 
assessment year 1999-2000 its preliminary 
expenses incurred after 31.3.1998 by an 
Indian Company or a person resident in India. 
The expenses can be amortized in five equal 
installments for five successive previous years 
i.e one fifth of the expenditure shall be allowed 
as deduction, for a period of five successive 
previous years. And the aggregate amount of 
the preliminary expense incurred after 31.3.98 
should not exceed 5% of the cost of project and 
in case of a company as its option, 5% of the 
capital employed. However, if it exceeds 5% 
then the expenditure shall be limited to 5% of 
the cost of project. This certainly depends on a 
case to case basis.

Expenditure for obtaining a licence to 
operate telecommunication services [Sec. 
35ABB(6)]:

Where in a scheme of amalgamation, the 
amalgamating company sells or otherwise 
transfers its licence to the amalgamated 
company (Being an Indian Company), the 
provisions of Section 35ABB which were 
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the Indian Company would have to be reduced 
from the cost of acquisition of the shares in the 
Indian Company.

The consideration received computed 
based on the value of shares in the Foreign 
Company and not on the Value of the shares in 
the Indian Company given up.

Then the question is, what is the value of 
shares of an unlisted Foreign Company.The 
Income Tax Act 1961 does not provide for any 
valuation norms for shares of unlisted 
companies and the capital gains arising as a 
result of such a swap. In case the Foreign 
Company was a listed company, the market 
value of Foreign Company shares Received 
could be taken as the consideration for the 
transfer and used to compute capital gains.

In the past, legislations like the Gift Tax 
and Wealth Tax provided for valuation of 
shares in unlisted companies on the basis of 
Net Asset Value (NAV).It is a debatable issue 
whether NAV method is the appropriate 
method or not in computing the sale 
consideration for capital gains purposes.

One aspect that needs to be considered 
when the Indian Company has unabsorbed 
business losses is, Section 79 of the Act. 
Section 79 of the Act restricts an Indian 
company from carrying forward and setting off 
its business losses against future profits in 
case of change of more than 51% 
shareholding of such an Indian company. 
Since more than 51% shareholding of the 
Indian Company would change, it will not be 
allowed to carry forward its prior year's 
business losses for set off against profits of 
future years.

Proposed tax treatment under Direct Tax 
Code ('the Code'):

It is to be noted that recently, the Finance 
Minister has released the new Direct Tax Code 
which seeks to bring about a structural change 
in the tax system currently governed by the 
Income- tax Act, 1961.

Summarized below are the key proposed 
provisions that are likely to have an impact on 
the mergers and acquisitions in India:

• Currently, the definition of 'amalgamation' 
covers only amalgamation between 
companies. It is now proposed to include, 
subject to fulfillment of certain conditions, 
even amalgamation amongst co-

operative societies and amalgamation of 
sole proprietary concern and unincorporated 
bodies (firm, association of persons and 
body of individuals) into a company in this 
definition.

• For amalgamation of companies to be tax 
neutral, in addition to existing conditions 
the Code proposes that amalgamation 
should be in accordance with the 
provisions of the Companies Act, 1956.

• In case of demerger, resulting company 
can issue only equity shares (as against 
both equity and  preference shares as per 
existing provisions) as consideration to 
the shareholders of demerged company, 
for the demerger to qualify as tax neutral 
demerger.

• Irrespective of sectors (ie manufacturing 
or service), the benefit of carry forward 
and set off of losses of predecessor in the 
hands of successor Company is proposed 
to be available to all the companies. As per 
existing provisions in view of definition of 
"industrial undertaking" certain companies 
were not able to utilize the benefit of 
losses as a result of amalgamation. 
Further, the Code provides for indefinite 
carry forward of business losses as 
against restrictive limit of 8 years under 
existing provisions.

• Profit from the slump sale of any 
undertaking is proposed to be taxed as a 
business income as against capital gains 
income.

• Code seeks to eliminate the distinction 
between long term and short term capital 
asset.

• Introduction of General Anti Avoidance 
Rule ('GAAR') which empowers the 
Commissioner of Income-tax ('CIT') to 
declare an arrangement as impermissible 
if the same has been entered into with the 
objective of obtaining tax benefit and 
which lacks commercial substance.

Conclusion

In any merger or acquisition transaction, it 
is essential for all taxation aspects to be fully 
considered. In many circumstances, tax is so 
important that the entire transaction may be 
structured in a particular way as to produce the 
most tax-efficient result. When entering into an 
acquisition or merger in the financial services 
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in consideration of the allotment to him of any 
share or the shares in the amalgamated 
company and the amalgamated company is an 
Indian company.

Similar exemptions have been provided to 
a 'demerger' under the Income-tax Act, 1961. 
Under Section 47 (vib) of the IT Act any transfer 
of a capital asset in a demerger by the 
demerged company to the resulting company 
does not give rise to capital gains.

Under Section 47 (vid) of the IT Act any 
transfer or issue of shares by the resulting 
company in a scheme of demerger to the 
shareholders of the demerged company does 
not give rise to capital gains.

Under Section 47 (vie) of the IT Act any 
transfer of shares of an Indian company by a 
demerged foreign company to the resulting 
foreign company, does not give rise to capital 
gains, when the shareholders of at least 3Ath 
in value of the demerged foreign company 
continue to remain shareholders of the 
resulting foreign company provided such 
transfer does not attract tax on capital gains in 
the country in which the demerged foreign 
company is incorporated.

Under Section 72 A of the IT Act in 
demerger the accumulated loss and 
unabsorbed depreciation of the demerged 
company is allowed and carried forward to be 
set off in the hands of the resulting company to 
reduce its tax liability. The Central Government 
may by notification in the Official Gazette 
specify such conditions as it considers 
necessary to ensure that the demerger is for 
genuine purposes.

Tax characterization of sale of business/ 
slump sale:

For a sale of business to be considered as 
a 'slump sale' the following conditions need to 
fulfilled:

• There is a sale of an undertaking;

• The sale is for a lump sum consideration; 
and

• No separate values being assigned to 
individual assets and liabilities.

If separate values are assigned to assets, 
the sale will be regarded as an 'itemized sale'.

Indian tax laws have specifically clarified 
that the determination of the value of an asset 
or liability for the sole purpose of payment of 
stamp duty, registration fees or other similar 

taxes or fees shall not be regarded as 
assignment of values to individual assets or 
liabilities.

In a slump sale, the profits arising from a 
sale of an undertaking would be treated as a 
capital gain arising from a single transaction. 
Where the undertaking being transferred was 
held for at least 36 months prior to the date of 
the slump sale, the income from such a sale 
would qualify as long-term capital gains at rate 
of 20% (plus surcharge and cess). If the 
undertaking has been held for less than 36 
months prior to the date of slump sale, then the 
income would be taxable as short-term capital 
gains at the rate of 30% (plus surcharge and 
cess).

Whereas an itemized sale of individual 
assets takes place, profit arising from the sale 
of each asset is taxed separately. Accordingly, 
income from the sale of assets in the form of 
"stock-in-trade" will be taxed as business 
income, and the sale of capital assets is 
taxable as capital gains. Significantly, the tax 
rates on such capital gains would depend on 
the period that each asset (and not the 
business as a whole) has been held by the 
seller entity prior to such sale.

Cross-border mergers and acquisitions: 
Tax and regulatory issues:

Indian companies are increasingly 
becoming involved in cross border mergers 
and acquisitions with an Intention to enhance 
shareholder value.Several tax and regulatory 
issues need to be considered when such Deals 
are contemplated.

Swap transaction:

When Indian residents holding the entire 
share capital of an Indian Company intends to 
transfer thieir Shareholding in the Indian 
Company to the Foreign say unlisted 
Company in exchange for shares of the 
Foreign Company thereby making the Indian 
Company a 100 % subsidiary of the Foreign 
Company.This Exchange is generally termed 
as share swap transaction.

What are the Tax implications:

The transfer of shares in the Indian 
Company in exchange of shares of the Foreign 
Company would imply Capital gains for the 
shareholders of the Indian Company. For the 
purpose of computing the capital gains, The 
consideration received by the shareholders of 
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the Indian Company would have to be reduced 
from the cost of acquisition of the shares in the 
Indian Company.

The consideration received computed 
based on the value of shares in the Foreign 
Company and not on the Value of the shares in 
the Indian Company given up.

Then the question is, what is the value of 
shares of an unlisted Foreign Company.The 
Income Tax Act 1961 does not provide for any 
valuation norms for shares of unlisted 
companies and the capital gains arising as a 
result of such a swap. In case the Foreign 
Company was a listed company, the market 
value of Foreign Company shares Received 
could be taken as the consideration for the 
transfer and used to compute capital gains.

In the past, legislations like the Gift Tax 
and Wealth Tax provided for valuation of 
shares in unlisted companies on the basis of 
Net Asset Value (NAV).It is a debatable issue 
whether NAV method is the appropriate 
method or not in computing the sale 
consideration for capital gains purposes.

One aspect that needs to be considered 
when the Indian Company has unabsorbed 
business losses is, Section 79 of the Act. 
Section 79 of the Act restricts an Indian 
company from carrying forward and setting off 
its business losses against future profits in 
case of change of more than 51% 
shareholding of such an Indian company. 
Since more than 51% shareholding of the 
Indian Company would change, it will not be 
allowed to carry forward its prior year's 
business losses for set off against profits of 
future years.

Proposed tax treatment under Direct Tax 
Code ('the Code'):

It is to be noted that recently, the Finance 
Minister has released the new Direct Tax Code 
which seeks to bring about a structural change 
in the tax system currently governed by the 
Income- tax Act, 1961.

Summarized below are the key proposed 
provisions that are likely to have an impact on 
the mergers and acquisitions in India:

• Currently, the definition of 'amalgamation' 
covers only amalgamation between 
companies. It is now proposed to include, 
subject to fulfillment of certain conditions, 
even amalgamation amongst co-

operative societies and amalgamation of 
sole proprietary concern and unincorporated 
bodies (firm, association of persons and 
body of individuals) into a company in this 
definition.

• For amalgamation of companies to be tax 
neutral, in addition to existing conditions 
the Code proposes that amalgamation 
should be in accordance with the 
provisions of the Companies Act, 1956.

• In case of demerger, resulting company 
can issue only equity shares (as against 
both equity and  preference shares as per 
existing provisions) as consideration to 
the shareholders of demerged company, 
for the demerger to qualify as tax neutral 
demerger.

• Irrespective of sectors (ie manufacturing 
or service), the benefit of carry forward 
and set off of losses of predecessor in the 
hands of successor Company is proposed 
to be available to all the companies. As per 
existing provisions in view of definition of 
"industrial undertaking" certain companies 
were not able to utilize the benefit of 
losses as a result of amalgamation. 
Further, the Code provides for indefinite 
carry forward of business losses as 
against restrictive limit of 8 years under 
existing provisions.

• Profit from the slump sale of any 
undertaking is proposed to be taxed as a 
business income as against capital gains 
income.

• Code seeks to eliminate the distinction 
between long term and short term capital 
asset.

• Introduction of General Anti Avoidance 
Rule ('GAAR') which empowers the 
Commissioner of Income-tax ('CIT') to 
declare an arrangement as impermissible 
if the same has been entered into with the 
objective of obtaining tax benefit and 
which lacks commercial substance.

Conclusion

In any merger or acquisition transaction, it 
is essential for all taxation aspects to be fully 
considered. In many circumstances, tax is so 
important that the entire transaction may be 
structured in a particular way as to produce the 
most tax-efficient result. When entering into an 
acquisition or merger in the financial services 
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in consideration of the allotment to him of any 
share or the shares in the amalgamated 
company and the amalgamated company is an 
Indian company.

Similar exemptions have been provided to 
a 'demerger' under the Income-tax Act, 1961. 
Under Section 47 (vib) of the IT Act any transfer 
of a capital asset in a demerger by the 
demerged company to the resulting company 
does not give rise to capital gains.

Under Section 47 (vid) of the IT Act any 
transfer or issue of shares by the resulting 
company in a scheme of demerger to the 
shareholders of the demerged company does 
not give rise to capital gains.

Under Section 47 (vie) of the IT Act any 
transfer of shares of an Indian company by a 
demerged foreign company to the resulting 
foreign company, does not give rise to capital 
gains, when the shareholders of at least 3Ath 
in value of the demerged foreign company 
continue to remain shareholders of the 
resulting foreign company provided such 
transfer does not attract tax on capital gains in 
the country in which the demerged foreign 
company is incorporated.

Under Section 72 A of the IT Act in 
demerger the accumulated loss and 
unabsorbed depreciation of the demerged 
company is allowed and carried forward to be 
set off in the hands of the resulting company to 
reduce its tax liability. The Central Government 
may by notification in the Official Gazette 
specify such conditions as it considers 
necessary to ensure that the demerger is for 
genuine purposes.

Tax characterization of sale of business/ 
slump sale:

For a sale of business to be considered as 
a 'slump sale' the following conditions need to 
fulfilled:

• There is a sale of an undertaking;

• The sale is for a lump sum consideration; 
and

• No separate values being assigned to 
individual assets and liabilities.

If separate values are assigned to assets, 
the sale will be regarded as an 'itemized sale'.

Indian tax laws have specifically clarified 
that the determination of the value of an asset 
or liability for the sole purpose of payment of 
stamp duty, registration fees or other similar 

taxes or fees shall not be regarded as 
assignment of values to individual assets or 
liabilities.

In a slump sale, the profits arising from a 
sale of an undertaking would be treated as a 
capital gain arising from a single transaction. 
Where the undertaking being transferred was 
held for at least 36 months prior to the date of 
the slump sale, the income from such a sale 
would qualify as long-term capital gains at rate 
of 20% (plus surcharge and cess). If the 
undertaking has been held for less than 36 
months prior to the date of slump sale, then the 
income would be taxable as short-term capital 
gains at the rate of 30% (plus surcharge and 
cess).

Whereas an itemized sale of individual 
assets takes place, profit arising from the sale 
of each asset is taxed separately. Accordingly, 
income from the sale of assets in the form of 
"stock-in-trade" will be taxed as business 
income, and the sale of capital assets is 
taxable as capital gains. Significantly, the tax 
rates on such capital gains would depend on 
the period that each asset (and not the 
business as a whole) has been held by the 
seller entity prior to such sale.

Cross-border mergers and acquisitions: 
Tax and regulatory issues:

Indian companies are increasingly 
becoming involved in cross border mergers 
and acquisitions with an Intention to enhance 
shareholder value.Several tax and regulatory 
issues need to be considered when such Deals 
are contemplated.

Swap transaction:

When Indian residents holding the entire 
share capital of an Indian Company intends to 
transfer thieir Shareholding in the Indian 
Company to the Foreign say unlisted 
Company in exchange for shares of the 
Foreign Company thereby making the Indian 
Company a 100 % subsidiary of the Foreign 
Company.This Exchange is generally termed 
as share swap transaction.

What are the Tax implications:

The transfer of shares in the Indian 
Company in exchange of shares of the Foreign 
Company would imply Capital gains for the 
shareholders of the Indian Company. For the 
purpose of computing the capital gains, The 
consideration received by the shareholders of 
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Mergers and Acquisitions : The changing face
of Indian Business

Abstract

Corporate restructuring includes mergers and acquisitions, amalgamation, take-overs, spin offs, buy back of 

shares, capital reorganization, leveraged by-outs etc. Mergers and acquisitions are the most popular means 

of corporate restructuring or business combinations. They have played an important role in the external 

growth of a number of leading companies the world over. One plus one makes three ; this equation is the 

special alchemy of a merger or an acquisition. The key principle behind buying a company is to  create share-

holder value over and above that of the sum of the two companies. Two companies together are more 

valuable than two separate companies at least, that's the reasoning behind Mergers & Acquisitions. This 

rationale is particularly alluring to companies when times are tough. Strong companies will act to buy other 

companies to create a more competitive, cost efficient company. The companies will come together hoping to 

gain a greater market share or to achieve greater efficiency. Because of these potential benefits, target 

companies will often agree to be purchased when they know cannot survive alone.

Keywords: Competitive advantage, Economics of Scale, Economic reforms

Introduction

A merger is said to occur when two or 
more companies combine into one company. 
One or more companies may merge with an 
existing company or they may merge to form a 
new company. In merger, there is complete 
amalgamation of the assets and liabilities as 
well as shareholder's interests and businesses 
of the merging companies. in mergers, firm 
pool all their resources together to create a 
sustainable competitive advantage. An 
acquisition refers to the process of gaining 
partial or complete control of one company by 
another for some strategic reasons. Unlike 
mergers, acquisitions can sometimes be 
unfriendly i.e. when a firm tries to takeover 
another by adopting hostile measure which 
may not be in the interest of the acquired firm.

Mergers and Acquisitions (M&A) have 
become a popular strategy in the last two 
decades. Some strategic thinkers feel that 
mergers & acquisitions have played a crucial 
role in the restructuring of the U.S.A. 
Companies during 1980's and 1990's. The 
trend is spreading to other regions as well. M & 
A activities were very popular during the 

1980's. The total value of M & A during the 
1980's was $ 1.3 trillion. However, M & A 
activities during the 1990's were much more 
than witnessed during the 1980's. The value of 
the M & A world wide increased from $ 464 
billion in 1990 to $ 3.4 trillion in 1999.

Materials and Methods

This research article has been prepared 

with the help of huge materials collected from 

various sources – both primary and secondary. 

Journals, periodicals also constitute the 

source of information books of reputed authors 

have been used as secondary source to 

prepare this research article. Personal 

interviews and consultations have been 

conducted judiciously and utilized in this 

research work. The materials used have at 

times been drawn from the website. Also 

efforts have been made to maintain objectivity.

Results and Discussions

Mergers and acquisitions have evolved in 

five stages and these stages are as follow :-

• The first merger wave dates back to 1897 

and it lasted till 1904. It was basically a 

result of the industrial revolution. It led to 
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industry, regulatory planning is also essential. 
However, despite the importance of proper tax 
and regulatory planning, it is important that 
sight is not lost of the underlying commercial 
and economic rationale for the transaction. 
Tax, regulatory, economic and commercial 
influences should be analyzed in the 
appropriate context. The key to a successful 
M&A transaction is an effective integration that 
is capable of achieving the benefits intended, it 
is at the integration stage immediately 
following the closing of the transaction that 
many well-conceived transactions fail. 
Although often overlooked in the rush of events 
that typically precede the closing of the 
transaction, it is at the integration stage with 
careful planning and execution that plays an 
important role which, in the end, is essential to 
a successful transaction. Integration issues, to 
the extent possible, should be identified during 
the due diligence phase, which should 
comprise both financial and HR exercises, to 
help to mitigate transaction risk and increase 
likelihood of integration success. To achieve a 
flawless M&A transaction lies in being able to 
start right, well before the combination, plan 

with precision, and ensure a relentless clarity 
of purpose and concerted action in the actual 
integration and post-integral ion stage.
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Mergers and Acquisitions : The changing face
of Indian Business

Abstract

Corporate restructuring includes mergers and acquisitions, amalgamation, take-overs, spin offs, buy back of 

shares, capital reorganization, leveraged by-outs etc. Mergers and acquisitions are the most popular means 

of corporate restructuring or business combinations. They have played an important role in the external 

growth of a number of leading companies the world over. One plus one makes three ; this equation is the 

special alchemy of a merger or an acquisition. The key principle behind buying a company is to  create share-

holder value over and above that of the sum of the two companies. Two companies together are more 

valuable than two separate companies at least, that's the reasoning behind Mergers & Acquisitions. This 

rationale is particularly alluring to companies when times are tough. Strong companies will act to buy other 

companies to create a more competitive, cost efficient company. The companies will come together hoping to 

gain a greater market share or to achieve greater efficiency. Because of these potential benefits, target 

companies will often agree to be purchased when they know cannot survive alone.

Keywords: Competitive advantage, Economics of Scale, Economic reforms

Introduction

A merger is said to occur when two or 
more companies combine into one company. 
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existing company or they may merge to form a 
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amalgamation of the assets and liabilities as 
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of the merging companies. in mergers, firm 
pool all their resources together to create a 
sustainable competitive advantage. An 
acquisition refers to the process of gaining 
partial or complete control of one company by 
another for some strategic reasons. Unlike 
mergers, acquisitions can sometimes be 
unfriendly i.e. when a firm tries to takeover 
another by adopting hostile measure which 
may not be in the interest of the acquired firm.

Mergers and Acquisitions (M&A) have 
become a popular strategy in the last two 
decades. Some strategic thinkers feel that 
mergers & acquisitions have played a crucial 
role in the restructuring of the U.S.A. 
Companies during 1980's and 1990's. The 
trend is spreading to other regions as well. M & 
A activities were very popular during the 

1980's. The total value of M & A during the 
1980's was $ 1.3 trillion. However, M & A 
activities during the 1990's were much more 
than witnessed during the 1980's. The value of 
the M & A world wide increased from $ 464 
billion in 1990 to $ 3.4 trillion in 1999.

Materials and Methods

This research article has been prepared 

with the help of huge materials collected from 

various sources – both primary and secondary. 

Journals, periodicals also constitute the 

source of information books of reputed authors 

have been used as secondary source to 

prepare this research article. Personal 

interviews and consultations have been 

conducted judiciously and utilized in this 

research work. The materials used have at 

times been drawn from the website. Also 

efforts have been made to maintain objectivity.

Results and Discussions

Mergers and acquisitions have evolved in 

five stages and these stages are as follow :-

• The first merger wave dates back to 1897 

and it lasted till 1904. It was basically a 

result of the industrial revolution. It led to 
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industry, regulatory planning is also essential. 
However, despite the importance of proper tax 
and regulatory planning, it is important that 
sight is not lost of the underlying commercial 
and economic rationale for the transaction. 
Tax, regulatory, economic and commercial 
influences should be analyzed in the 
appropriate context. The key to a successful 
M&A transaction is an effective integration that 
is capable of achieving the benefits intended, it 
is at the integration stage immediately 
following the closing of the transaction that 
many well-conceived transactions fail. 
Although often overlooked in the rush of events 
that typically precede the closing of the 
transaction, it is at the integration stage with 
careful planning and execution that plays an 
important role which, in the end, is essential to 
a successful transaction. Integration issues, to 
the extent possible, should be identified during 
the due diligence phase, which should 
comprise both financial and HR exercises, to 
help to mitigate transaction risk and increase 
likelihood of integration success. To achieve a 
flawless M&A transaction lies in being able to 
start right, well before the combination, plan 

with precision, and ensure a relentless clarity 
of purpose and concerted action in the actual 
integration and post-integral ion stage.

References

I. New Direct Tax Code Bill, 2011

2. Merger  and Acqu is i t ion :  Ind ian  
stPerspective, The Economic Times, 31  

July, 2009

3. Taxation of Cross Broader Merger & 

Acquisition, KPMG in India, Mumbai-

400001

4. Income Tax Act, 1961 (Amended in 2009-

10)

5. Weston J Fred and Samuel C. Waver, 

Mergers & Acquisitions, Mc Graw-Hill 

Publisher, Delhi,  2004

6. Jawa Rachna, Mergers, Acquisitions and 

Corporate Restructuring in India, Century 

Publication, Kolkata, 2006

7. Frederic P Miller, Agnes F Vandome, John 

Mc Brewster, Mergers and Acquisitions, 

Alpha script Publisher, London, 2009 



Anusandhanika / Vol. III / No. II / July 2011-13-

current financial performance of the 
company is examined but also the 
estimated future market value is 
considered. The company which intends 
to acquire the target firm, engages itself in 
a thorough analysis of the target firm's 
business history.

2) Phase of Proposal - After complete 
analysis and review of the target firm's 
market performance, in the second step, 
the proposal for merger or acquisition is 
given. Generally, this proposal is given 
through issuing non-binding offer 
document/

3) Exit Plan - When a company decides to 
buyout the target firm and the target firm 
agrees, then the latter involves in exit 
planning. The target firm plans the right 
time for exit. It considers all the 
alternatives like full sale, partial sale and 
others. The firm also does the tax planning 
and evaluates the options of reinvestment.

4) Structured Marketing - After finalizing 
the exit plan, the target firm involves in the 
marketing process and tries to achieve 
highest selling price. In this step, the 
target firm concentrates on structuring the 
business deal.

5) Origination of Purchase Agreement or 
Merger Agreement - In this step, the 
purchase agreement is made is case of an 
acquisition deal. In case of merger also, 
the final agreement papers are generated 
in this stage.

6) Stage of Intergration - In this stage, the 
two firms are integrated through merger or 
acquisition. In this stage, it is ensured that 
the new joint company carries same rules 
and regulat ions throughout  the 
organization.

Motives for Mergers & Acquisitions in India -

a) Growth -  A Company which is looking for 
instantaneous growth, as opposed to 
organic growth can do so through mergers 
& acquisitons. Ex :- Sun Pharma's Plants 
to expand its operations throught M & A.

b) Increasing the market share - It not only 
enhances the sales and profits but also 
gives the company additional bargaining 
power with regard to dealers, suppliers 
and consumers. Ex - HLL merger with 
Tomco.

c) Acquiring Competence or Capability - 
Acquiring or merging with a company 
having a wide distribution network or an 
efficient R & D Team can enhance the 
capability of the company. Ex - ICICI 
merged with ITC classic to obtain the 
latter's retail network and depositor base.

d) Entering New Markets / Product 
Segments :- A Company which plans to 
enter new markets can do so by merging 
with another company which is already 
successful in that area. Ex - When 
Ranbaxy wanted to enter the therapeutic 
and dermatology categories, it acquired 
cross lands, which had successful brands 
in these categories.

e) Access to Funds - A Company may be 
cash rich but may not need it immediately. 
By merging with other companies, it can 
expand its operations and utilize its funds 
more efectively. Ex - TDPL, the cash 
starved pharma company merged with the 
cash rich sun pharma, as it did not have 
funds to launch new products.

f) Tax benefits - Some companies try to 
gain tax benefits by merging with other 
companies. Ex - The merger between ITC 
Bhardrachalam and ITC was meant to 
bestow substantial tax benefits to ITC.

Reasons for Cross Border Mergers and 
Acquisitions :-

There are various reasons for the growth 
of cross border mergers and acquisitions. 
Some of these reasons are as follows :-

i) Technology - A technologically superior 
firm may go in for mergers & acquisitions 
to exploit its technological advantage. On 
the other hand, a firm which lacks 
technological advantage may go for M & A 
to gain access to superior technology. By 
using advanced technology of the 
acquired firm the acquirer can improve its 
competitive position and profitability both 
at home and abroad.

ii) Government Policy - Government 
policies and regulations relating to tariffs, 
quotas, can have a major impact on 
mergers and acuqisitions. If a country 
imposes tariffs and quotas to protect its 
domestic industry, exports will suffer. The 
treat of such restrictions encourages 
cross border mergers and acquisitions. 
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the establishment of large industrial 

houses, which are still present in the USA 

and many other corners of the world. 

Mergers during this period were mainly 

horizontal.

• The Second merger wave started around 
1920 and lasted till 1929. This period was 
marked by vertical and conglomerate 
mergers. The period saw the emergence 
of sectoral clusters in railroads and 
utilities.

• The third merger wave started around 
1965 and lasted till 1975. During this 
period, more emphasis was on achieving 
economies of scale by the mass industrial 
production of consumer goods.

• The fourth merger wave during the period 
1984 to 1988, witnessed more mergers in 
Europe than in the United States. In this 
phase, the emphais was on creating 
synergies. Technology played an 
important role during this period.

• The fifth merger wave which started in 
1995 was characterized by buzz words 
like globalization and deregulation. As a 
result of globalization, markets got 
expanded and the size of the firms also 
grew. As a result of deregulation, 
industries which earlier enjoyed monopoly 
position were exposed to competition from 
private and international payers. For 
example, with the opening up of the Indian 
telecom industry, the State owned BSNL 
(earlier DOT) was exposed to competition 
from local and international firms.

Going by the historical evidence, the 
increase in merger activity can be seen as 
a reaction to the changing business 
environment. These changes may vary 
from time to time and are mostly related to 
changes in technology.

Types of Merger

There are three major types of mergers :-

a) Horizontal Merger - This is a combination 
of two or more firms in similar type of 
production, distribution or area of 
business. Combining two business 
entities result in a larger firm and thus, 
greater economies of scale. Examples 
would be combining of two telecom 
companies or two shoe manufacturing 

companies to gain dominant market 
share.

b) Vertical Merger - This is a combination of 
two or more firms involved in different 
stages of production or distribution. 
Vertical merger may take the form of 
forward or backward merger. When a 
company combines with the supplier of 
material, it is called backward merger and 
when it combines with the customer, it is 
known forward merger.

c) Conglomerate Merger - This is a 
combination of firms engaged in unrelated 
lines of business activity. A typical 
example is merging of different 
businesses like manufacturing of cement 
products, fertilizers products, insurance 
investment and electronic products etc.

Horizontal and Vertical Mergers in India

In the 1990's many multinational 
companies expanded their operations in India 
through M & A's a majority of which were 
horizontal mergers. Some of the prominent 
horizontal mergers included the merger of 
Electrolux and Kelvinator, Coke acquiring 
parle soft drinks, Pepsi acquiring Duke soft 
drinks, and Lafarge, one of the world's largest 
cement producers, acquiring a cement plant of 
Tata Steel.

However, in India, Vertical mergers are not 
as common as horizontal mergers. Coke 
acquired many bottling companies to augment 
its marketing and supplying facilities. The fast 
food gaint, McDonalds also acquired one of its 
processed food vendors in an act of backward 
intergration. Similarly to maintain greater 
control on the prices of tea leaves, HLL and 
Tata tea purchased many tea gardens in 
Assam and West Bengal.

Mergers and Acquisition Process

Merger and acquisition process is 
probably the most important thing in a merger 
or acquisition deal as it influences the benefits 
and profitability of the merger or acquisition.

The merger and acquisition process is 
carried out some steps which are as follows:-

1) Preliminary Assessment or Business 
Valuation - In the first step of mergers and 
acquisitions process, the market value of 
the target company is assessed. In this 
process of assessment not only the 
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cash rich sun pharma, as it did not have 
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f) Tax benefits - Some companies try to 
gain tax benefits by merging with other 
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bestow substantial tax benefits to ITC.
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There are various reasons for the growth 
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to exploit its technological advantage. On 
the other hand, a firm which lacks 
technological advantage may go for M & A 
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using advanced technology of the 
acquired firm the acquirer can improve its 
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Valuable Global Acquisitions Done By 
Indian Companies

i) Tata acquired corus - Undoubtedly the 
father of all acquisition deals in India. Tata 
Steel took over the Anglo-Dutch firm 
Corus Group in 2006 to create the fifth 
largest steel company of the world. The 
deal was worth $ 12.04 billion at that time, 
and is the biggest acquisition in the history 
of India.

ii) Hindalco Acquired Novelis - Aditya Birla 
Group's Hindalco Industries Limited, 
India's Novelis in all-cash transaction for $ 
6 billion. Following the transaction 
Hindalco, along with Novelis, was the 
world's largest aluminium roll ing 
company, one of the biggest producers of 
primary aluminium in Asia, and India's 
leading copper producer.

iii) Tata acquired Jaguar and Land Rover - 
Tata shook the automobile market once 
again in 2008 when it snapped Britain's 
most famous automobile manufacturers, 
Jaguar and Land Rover, in a $ 2.3 billion 
deal with Ford, their American owners. 
The deal showed India's growing ambition 
in owning the best brands.

iv) Eassel packaging acquired propack - 
Subhash Chandra's Essel packaging Ltd. 
(EPL) acquired the swiss tube packaging 
major propack, and joined hands to 
become the world's largest in laminated 
tubes.

v) Times Group acquired Virgin Radio - 
Bennett Coleman & Co. Ltd India's largest 
media group and the holding company of 
the Times of India group, bought Virgin 
Radio in UK in a £ 53.2 million (Rs. 445 
crores approx) deal with SMG Plc. in 
2008.

vi) Mahindra & Mahindra Acquired 
Schoneweiss - Mahindra & Mahindra 
acquired 90% stakes of schoneweiss, a 
leading company in the forging sector in 
Germany. The deal took place in 2007 and 
consolidated Mahindra's position in the 
global market.

vii) ONGC acquired Imperial Energy - Oil 
and Natural Gas Corp. Ltd. (ONGC) took 
control of Imperial Energy Plc. for $ 1.9 
billion in early 2009. About 96.8% of 

London listed firm's total shareholders 
accepted the take over offer.

New trends in mergers and Acquisitions

In the recent past, many large companies 
have merged with their equals. The purpose 
behind these mergers was to gain competitive 
advantage by sharing resources, economics of 
scale and gaining a strong position in the value 
chain. Obtaining the consent of the 
shareholders is a challenging task in mergers. 
If the merger hapens to be a cross border one, 
it becomes all the more difficult as it involves 
heavy tax costs. To deal with all these issues, 
firms are entering into different types of 
mergers. In a dual head merger, the two 
companies remain distinct at the top level, and 
merge only at the operating level. The entire 
business is operated as one unit, but 
shareholders continue to hold shares in their 
respective companies. To avoid any losses for 
the shareholders, an equalization arrangement 
is arrived at. There are three ways in which 
dual head merger can be structured the 
combined group structure, the separate entity 
structure and the twin shared structure. In the 
combined group structure, Intermediate 
holding companies are created to run the 
operating companies. Among all the 
structures, this is the most common type of 
structure and has been used in Royal 
Dutch/shell, A sea Brown Boveri, BAT Zurich 
mergers. In the case of a separate entity 
structure, assents are not transferred to joint 
entity, but are managed and operated as a 
single unit. This structure is used when it is 
difficult to transfer assets due to problems 
pertaining to impending contracts or stamp 
duties. A twinned share structure is similar to 
the seperate entity structure but here 
shareholders are issued units, which are 
interlinked with the valuation of the two 
merging company shares. These units are 
traded separately.

There are several things involved in the 
implementation of a dual head merger. There 
should be a joint shareholder voting 
mechanism to ensure that each top-tier 
company's shareholders can influence the 
decisions of the other. This will ensure that the 
two companies operate efficiently as a single 
unit. The structure should have an adequate 
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Environmental and other regulations can 
increase the time and cost required to 
build facilities abroad for entry. Thus, 
acquiring a company with facilities in 
place makes good business sense.

iii) Differential Labour Costs, Productivity 
- Labour costs comprise a significant 
portion of the cost of production. Many 
multinational companies go in for mergers 
and acquisitions to take advantage of the 
availability of cheap labour. It is because 
of this reason many multinational 
companies are heading towards 
developing countries like India and China 
to setup their manufacturing bases. 
Higher productivity of labour also 
influences cross border mergers and 
acquisitions.

iv) Source of Raw-Materials - This factor 
plays an important role in the growth of 
vertical mergers, more so for acquiring 
firms from resource - poor domestic 
economics. This approach may not be 
feasible in the case of strategic raw-
materials as many countries have 
restrictions on foreign ownership of such 
assets.

Hindustan Unilever Limited (HUL) - Growth 
through M & As

After the liberalization of the Indian 
economy in 1991, HUL was one of the most 
aggressive players in M & As activity in India. A 
list of HUL's M & As in the post - liberalization 
period is given below :-

Food and Beverages

March 1993 Acquisition of Kothari General Foods

June 1993 Mergers of Doom Dooma India (Tea Plantations)

June 1993 Merger of Tea Estates India (Tea Plantations)

June 1993 Merger of Brooke Bond India and Lipton India to form Brooke 

Bond Lipton India

June 1993 Acquisition of Kissan Products

June 1993 Acquisition of Cadbury's Dollops (Ice creams)

March 1994 Acquisition of Tata Oil Mills Company (Tomco)

May 1994 Acquisition of merry weather Food products

December 1994 Acquisition of Kwality Ice Creams

April 1995 Acquisition of Milk Food Ice-creams

January 1996 Merger of Brooke Bond India, BBIC into HLL.

January 1998 Acquisition of Kwality Frozen Foods

December 1999 Acquisition of Rossell Industries Ltd. (Tea Plantations)

January 2000 Acquisition of Modern Foods Industries

Personal Care Products

January 1993 Merger of Quest International with Pond's India.

October 1995 Acquisition of Lakme Ltd.

September 1996 Acquisition of Lakme's manufacturing facilities

January 1998 Merger of Pond's India Ltd. with HLL
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crores approx) deal with SMG Plc. in 
2008.

vi) Mahindra & Mahindra Acquired 
Schoneweiss - Mahindra & Mahindra 
acquired 90% stakes of schoneweiss, a 
leading company in the forging sector in 
Germany. The deal took place in 2007 and 
consolidated Mahindra's position in the 
global market.

vii) ONGC acquired Imperial Energy - Oil 
and Natural Gas Corp. Ltd. (ONGC) took 
control of Imperial Energy Plc. for $ 1.9 
billion in early 2009. About 96.8% of 

London listed firm's total shareholders 
accepted the take over offer.

New trends in mergers and Acquisitions

In the recent past, many large companies 
have merged with their equals. The purpose 
behind these mergers was to gain competitive 
advantage by sharing resources, economics of 
scale and gaining a strong position in the value 
chain. Obtaining the consent of the 
shareholders is a challenging task in mergers. 
If the merger hapens to be a cross border one, 
it becomes all the more difficult as it involves 
heavy tax costs. To deal with all these issues, 
firms are entering into different types of 
mergers. In a dual head merger, the two 
companies remain distinct at the top level, and 
merge only at the operating level. The entire 
business is operated as one unit, but 
shareholders continue to hold shares in their 
respective companies. To avoid any losses for 
the shareholders, an equalization arrangement 
is arrived at. There are three ways in which 
dual head merger can be structured the 
combined group structure, the separate entity 
structure and the twin shared structure. In the 
combined group structure, Intermediate 
holding companies are created to run the 
operating companies. Among all the 
structures, this is the most common type of 
structure and has been used in Royal 
Dutch/shell, A sea Brown Boveri, BAT Zurich 
mergers. In the case of a separate entity 
structure, assents are not transferred to joint 
entity, but are managed and operated as a 
single unit. This structure is used when it is 
difficult to transfer assets due to problems 
pertaining to impending contracts or stamp 
duties. A twinned share structure is similar to 
the seperate entity structure but here 
shareholders are issued units, which are 
interlinked with the valuation of the two 
merging company shares. These units are 
traded separately.

There are several things involved in the 
implementation of a dual head merger. There 
should be a joint shareholder voting 
mechanism to ensure that each top-tier 
company's shareholders can influence the 
decisions of the other. This will ensure that the 
two companies operate efficiently as a single 
unit. The structure should have an adequate 
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Environmental and other regulations can 
increase the time and cost required to 
build facilities abroad for entry. Thus, 
acquiring a company with facilities in 
place makes good business sense.

iii) Differential Labour Costs, Productivity 
- Labour costs comprise a significant 
portion of the cost of production. Many 
multinational companies go in for mergers 
and acquisitions to take advantage of the 
availability of cheap labour. It is because 
of this reason many multinational 
companies are heading towards 
developing countries like India and China 
to setup their manufacturing bases. 
Higher productivity of labour also 
influences cross border mergers and 
acquisitions.

iv) Source of Raw-Materials - This factor 
plays an important role in the growth of 
vertical mergers, more so for acquiring 
firms from resource - poor domestic 
economics. This approach may not be 
feasible in the case of strategic raw-
materials as many countries have 
restrictions on foreign ownership of such 
assets.

Hindustan Unilever Limited (HUL) - Growth 
through M & As

After the liberalization of the Indian 
economy in 1991, HUL was one of the most 
aggressive players in M & As activity in India. A 
list of HUL's M & As in the post - liberalization 
period is given below :-

Food and Beverages

March 1993 Acquisition of Kothari General Foods

June 1993 Mergers of Doom Dooma India (Tea Plantations)

June 1993 Merger of Tea Estates India (Tea Plantations)

June 1993 Merger of Brooke Bond India and Lipton India to form Brooke 

Bond Lipton India

June 1993 Acquisition of Kissan Products

June 1993 Acquisition of Cadbury's Dollops (Ice creams)

March 1994 Acquisition of Tata Oil Mills Company (Tomco)

May 1994 Acquisition of merry weather Food products

December 1994 Acquisition of Kwality Ice Creams

April 1995 Acquisition of Milk Food Ice-creams

January 1996 Merger of Brooke Bond India, BBIC into HLL.

January 1998 Acquisition of Kwality Frozen Foods

December 1999 Acquisition of Rossell Industries Ltd. (Tea Plantations)

January 2000 Acquisition of Modern Foods Industries

Personal Care Products

January 1993 Merger of Quest International with Pond's India.

October 1995 Acquisition of Lakme Ltd.

September 1996 Acquisition of Lakme's manufacturing facilities

January 1998 Merger of Pond's India Ltd. with HLL
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Abstract

The small-scale industries are the panacea for any developing country which is characterized by over 
population, illiteracy, low per capita income and low industrial output. India being a developing economy also 
stressed on the development of small scale industries for seeking economic emancipation for the people 
after the attainment of independence. The country had all the potential for economic development but on 
account of the lack of saving and capital formation and the abject scarcity of quality entrepreneurship, small-
scale industries were the only option available for augmenting employment production and raise the 
standard of living of the people. The Small industry sector is considered to have a major role in the Indian 
economy with its 40 per cent share in the national industrial output along with an 80 per cent share in 
industrial employment and nearly 35 per cent share in exports. After changing the concept of small industry 
sector as the micro, small and medium enterprises (MSME) sector contributed it has significantly to the 
manufacturing output, employment and exports of the country. It is estimated that in terms value the sector 
accounts for about 45 per cent of the manufacturing output and 40 per cent of the total exports of the country. 
This sector is estimated to employ about 59 million persons in over 26 million units throughout the country. 
There is need for a strategy for a  horizontal geographical spread of the various outreach programs for 
balanced growth. The potential strategies would mainly rest on five pillars like skill development,  markets, 
technology, infrastructure and credit availability. Most of the entrepreneurs are reported unaware regarding 
incentives and schemes announced by the central as well as state governments. However, the Central Govt. 
has planned to provide Entrepreneurship Development Training programs, Financial assistance to 
States/UTs, developing E-Commerce for marketing of products and availability of raw materials, 
programmes and schemes for technology development of the sector.

Keywords : SSI Sector, MSMEs, Globalisation, FMEGP, Liberalisation

Introduction

“Small is Beautiful”. This sentence is 
frequently used in the contest of Small-Scale 
Industrial Sector in developing countries like 
“China, Japan, India and other countries in the 
world. The SSI unit is being treated as beautiful 
for the reasons of easy start, it needs small 
amount of capital, no need to concentrate on 
location theory, easy management, very much 
dependent upon the personal behavior and 
talent of the entrepreneurs, free from tough 
legal regulation etc. This sector covers small 
scale industrial units, ancillary industrial units, 
export oriented units, tiny enterprises, small-
scale service enterprises (SSSEs), Small-

Scale Service business enterprises (SSBEs), 
artisans, village and cottage industries, 
women entrepreneurs enterprises etc. Earlier 
cottage industries in India were tagged with 
Small-Scale industries named as “Small-Scale 
and Cottage Industries in India”. The 
difference between small-scale and cottage 
industries had been mentioned in “First Five 
year Plan, 1951” as (a) Small-Scale Industries 
are mostly located in urban areas, but the 
cottage industries are normally associated 
with agriculture and provide subsidiary 
employment in rural areas ; and (b) small-scale 
industries produce goods with mechanized 
equipments partially or fully but the cottage 
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defensive mechanism to ward off any takeover 
threat on any one of the companies without a 
comparable offer to the shareholders of the 
other company.

Conclusion

India has emerged as one of the top 

countries with respect to merger and 

acquisition deals. One size does not fit all. 

Many companies find that the best way to get 

ahead is to expand ownership boundaries 

through mergers and acquisitions. For others, 

separating the public ownership of a subsidiary 

or business segment offers more advantages. 

At least in theory, mergers create synergies 

and economies of scale, expanding operations 

and cutting costs. Investors can take comfort in 

the idea that a merger will deliver enhanced 

market power.

By contrast, de-merged companies often 

enjoy improved operating performance thanks 

to redesigned management incentives. 

Additional capital can fund growth organically 

or through acquisition. Meanwhile, investors 

benefit from the improved information flow 

from de-merged companies. M & A comes in all 

shapes and sizes, and investors need to 

consider the complex issues involved in 

mergers and acquisition.
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with a contribution to G.D.P., industrial 
production, employment generation and 
exports. The performance of the small scale 
industry sector based on the figure mentioned 
in the Third All India Census of SSIs, 2004 that 
there were a total 25.71 lakh SSI units in the 
country in 1994-95 out of which 19.44 lakh 
were registered units and 6.27 lakh were 
unregistered units. Again total number of such 
SSI units in 2004-05 incresed to 118.59 lakh, 
showing a growth of 4.1 per cent over the 
previous year, out of which 17.53 lakh were 
registered units and 101.06 lakh were 
unregistered units. The value of production of 
SSI units in India at current prices has 
increased from Rs.2,98,886 crore in 1994-95 
to Rs.4,18,263 crore in 2004-053 and then to 
Rs.4,76,209 crore in 2005-06 registering a 
growth rate of 16.9 per cent and 13.9 per cent 
respectively over the previous year. Total 
number of persons employed in SSI units has 
also increased from 146.56 lakh in 1994-95 to 
271.36 lakh in 2004-05 and then to 312.52 lakh 
in 2006-07 showing a growth rate of 4.1 per 
cent and 4.2 per cent respectively over the 
previous year. The value of exports of SSI units 
in India has increased from Rs.29,068 crore in 
1994-95 to Rs.1,52,242 crore in 2005-06 
registering a growth of 20.8 per cent over the 
previous year.

There is a strong case for the development 
of small scale industries in India. The Industrial 
policy resolution 1956 has put forward 
arguments in favour of small-scale industries 
and these arguments are : (a) employment 
argument, (b) equality argument for even 
distribution of income and wealth, (c) the latent 
resources argument for tapping hoarded and 
unutilized wealth and (d) the decentralization 
argument for balanced regional development. 
At present also small-scale industries have an 
important role in India’s industrial and 
economic development from the point of view 
of (a) expansion of SSI sector and its share in 
industrial output, (b) employment generation, 
(c) efficiency of small-scale industries, (d) 
equitable distribution of national income, (e) 
mobilization of capital and entrepreneurial 
skill, (f) regional dispersal of industries; and (g) 
less industrial disputes.

Due to its national importance, the major 
policy measures undertaken during 2004-05 
for the SSI sector which are as follows :-

1. The National Commission in the 
Unorganized / Informal sector was set up 
in September, 2004. The Commission will, 
interalia, recommend measures considered 
necessary for improvement in the 
productivity of these enterprises, generation 
of large-scale employment opportunities 
on a sustainable basis, linkage of the 
sector to institutional framework in areas 
like credit, raw material supply, infrastructure 
technology upgradation, marketing 
facilities and skill development.

2. 193 items reserved for exclusive 
manufacture in the SSI sector were 
dereserved in March 2005. The total 
number of reserved now stands at 506.

3. To facilitate technology upgradation and 
enhancing competitiveness, the investment 
limit (in plant and machinery) has been 
raised in Oct 2004 from Rs. 1 crore to Rs.5 
crores in respect of 7 items of sports 
goods, reserved for manufacture in the 
small-scale sector.

4. The Small and Medium Enterprise (SME) 
F u n d  o f  R s . 1 0 , 0 0 0  c r o r e  w a s  
operationalised by the SIDBI since April 
2004. Eighty per cent of the lending from 
this fund will be for SSI units, at interest 
rate of 2 per cent below the prevailing PLR 
of the SIDBI.

5. The RBI enhanced the composite loan 
limit for the SSI Sector to Rs.1 crore from 
Rs.50 lakh.

6. With a view to integrate small and medium 
enterprises, facilitating their growth  and 
enhancing their competitiveness (including 
measures for freeing the sector from 
“Inspector Raj”, a suitable legislation is 
being finalized.

7. A new “Promotional Package for small 
enterprises” is being formulated. This 
would include measures to provide 
adequate credit, incentives for technology 
upgradation, infrastructural and marketing 
facilities etc.

Measures Undertaken for Micro and Small 
Enterprises :

The Govt. of India enacted the Micro, 
small and Medium Enterprises Development 
(MSMED) Act, 2006 which provides the first 
ever legal framework for recognition of the 
concept “enterprise” (comprising both 
manufacturing and services) and integrating 
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industries involve activities mostly by hand and 
are performed primarily with the help of 

1household workers.  In 1950 the Fiscal 
Commission laid down the basis for the 
distinction between the small-scale and 
cottage industries”. A cottage industry is thus 
one which is carried on wholly or primarily with 
the help of members of the family either as a 
whole or a part time occupation. A small-scale 
industry, on the other hand, is one which is 
operated mainly with hired labour usually 10 to 
50 hands.”

Industrial Policy Resolutions, 1948, 1956 
and Policy Statement of 1977 have been in 
favour of the development of Small-scale 
industries in India. The Fixed Capital 
Investment in a unit has been adopted for 
defining small-scale unit. Earlier it was Rs.5 
lakh and later on the limit has been raised to 
Rs.10 lakh for small-scale unit and Rs.15 lakh 
for ancillaries in 1977. The units with 
investment of less than Rs.1 lakh were defined 
as tiny enterprises. This capital investment 
limit was raised to Rs.15 lakh for small units 
and Rs.20 lakh for ancillary units in 1980. 
Again in 1985, the limit was raised by the 
Government to Rs.35 lakh for small-scale units 
and Rs.45 lakh for ancillary units. Industrial 
Policy Statement, 1990 raised the investment 
limit in plant and machinery to Rs.60 lakh for 
small scale units and Rs.75 lakh for ancillary 
unit and for the  “tiny” units the limit was raised 
from Rs.2 lakh to Rs.5 lakh. Investment limit for 
small-scale industrial units exporting goods 
was raised to Rs.95 lakhs on condition that 
these units should export 30 per cent of their 
output by the third year of their commencing 
production.

In 1991 economic reforms were initiated 
and liberal attitude were undertaken under the 
head of LPG (Liberalisation, Privatisation and 
Globalisation). In January 1997, the 
Government of India in its policy of industrial 
reforms has again enhanced the investment 
ceilings in plant and machinery which was 
raised to Rs.3 crore and that for the tiny sector 
has also been raised to Rs.25 lakh. In 2000, 
the investment limit for small-scale industry 
was Rs. 1 crore, for ancillary unit Rs. 1 crore 
and for tiny units Rs.25 lakh.

 Major changes pertaining to the definition 
of Small-Scale sector were taking place by the 
enactment of Micro, Small and Medium 

Enterprises Development (MSMED) Act, 2006 
in which separate investment limits have been 
prescribed for manufacturing and service 
enterprises, which are as follows :-

A. Manufacturing Enterprises :

I. A micro enterprise, where the investment 
in plant and machinery does not exceed 
Rs.25 lakh;

II. A small enterprise, where the investment 
in plant and machinery is more than Rs.25 
lakh but does not exceed Rs.5 crore; and

III. A medium enterprise, where the 
investment in plant and machinery is more 
than Rs.5 crore but does not exceed 
Rs.10 crore.

B. Service Enterprises :

i. A micro enterprise, where the investment 
in equipment does not exceed Rs.10 lakh ;

ii. A small enterprise, where the investment 
in equipment is more than Rs.10 lakh but 
does not exceed Rs.2 crore; and 

iii. A medium enterprise, where the 
investment in equipment is more than 
Rs.2 crore but does not exceed Rs.5 
crore.

MSMED Act 2006 effective from October 
2, 2006 defined the medium enterprises for the 
first time. Registration in the small-scale 
industries sector is voluntary. However, as far 
as manufacturing units are concerned, their 
registration is mandatory under sections 2 m 
(i), and 2 m (ii) of the Factories Act. Section 2m 
(i) refers to units engaging 10 or more workers 
and using power where as Section 2 m (ii) 
refers to units engaging 20 or more workers 
and not using power.

Materials and Methods

This research article has been prepared 
with the help of huge materials collected from 
various sources – both primary and secondary. 
Journals, periodicals also constitute the 
source of information books of reputed authors 
have been used as secondary source to 
prepare this research article. Personal 
interviews and consultations have been 
conducted judiciously and utilized in this 
research work. The materials used have at 
times been drawn from the website. Also 
efforts have been made to maintain objectivity.

Results and Discussions

The small-scale industry sector continues 
to remain an important sector of the economy 
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Due to its national importance, the major 
policy measures undertaken during 2004-05 
for the SSI sector which are as follows :-

1. The National Commission in the 
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in September, 2004. The Commission will, 
interalia, recommend measures considered 
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of large-scale employment opportunities 
on a sustainable basis, linkage of the 
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2. 193 items reserved for exclusive 
manufacture in the SSI sector were 
dereserved in March 2005. The total 
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3. To facilitate technology upgradation and 
enhancing competitiveness, the investment 
limit (in plant and machinery) has been 
raised in Oct 2004 from Rs. 1 crore to Rs.5 
crores in respect of 7 items of sports 
goods, reserved for manufacture in the 
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operationalised by the SIDBI since April 
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this fund will be for SSI units, at interest 
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of the SIDBI.

5. The RBI enhanced the composite loan 
limit for the SSI Sector to Rs.1 crore from 
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industries involve activities mostly by hand and 
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1household workers.  In 1950 the Fiscal 
Commission laid down the basis for the 
distinction between the small-scale and 
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one which is carried on wholly or primarily with 
the help of members of the family either as a 
whole or a part time occupation. A small-scale 
industry, on the other hand, is one which is 
operated mainly with hired labour usually 10 to 
50 hands.”

Industrial Policy Resolutions, 1948, 1956 
and Policy Statement of 1977 have been in 
favour of the development of Small-scale 
industries in India. The Fixed Capital 
Investment in a unit has been adopted for 
defining small-scale unit. Earlier it was Rs.5 
lakh and later on the limit has been raised to 
Rs.10 lakh for small-scale unit and Rs.15 lakh 
for ancillaries in 1977. The units with 
investment of less than Rs.1 lakh were defined 
as tiny enterprises. This capital investment 
limit was raised to Rs.15 lakh for small units 
and Rs.20 lakh for ancillary units in 1980. 
Again in 1985, the limit was raised by the 
Government to Rs.35 lakh for small-scale units 
and Rs.45 lakh for ancillary units. Industrial 
Policy Statement, 1990 raised the investment 
limit in plant and machinery to Rs.60 lakh for 
small scale units and Rs.75 lakh for ancillary 
unit and for the  “tiny” units the limit was raised 
from Rs.2 lakh to Rs.5 lakh. Investment limit for 
small-scale industrial units exporting goods 
was raised to Rs.95 lakhs on condition that 
these units should export 30 per cent of their 
output by the third year of their commencing 
production.

In 1991 economic reforms were initiated 
and liberal attitude were undertaken under the 
head of LPG (Liberalisation, Privatisation and 
Globalisation). In January 1997, the 
Government of India in its policy of industrial 
reforms has again enhanced the investment 
ceilings in plant and machinery which was 
raised to Rs.3 crore and that for the tiny sector 
has also been raised to Rs.25 lakh. In 2000, 
the investment limit for small-scale industry 
was Rs. 1 crore, for ancillary unit Rs. 1 crore 
and for tiny units Rs.25 lakh.

 Major changes pertaining to the definition 
of Small-Scale sector were taking place by the 
enactment of Micro, Small and Medium 

Enterprises Development (MSMED) Act, 2006 
in which separate investment limits have been 
prescribed for manufacturing and service 
enterprises, which are as follows :-

A. Manufacturing Enterprises :

I. A micro enterprise, where the investment 
in plant and machinery does not exceed 
Rs.25 lakh;

II. A small enterprise, where the investment 
in plant and machinery is more than Rs.25 
lakh but does not exceed Rs.5 crore; and

III. A medium enterprise, where the 
investment in plant and machinery is more 
than Rs.5 crore but does not exceed 
Rs.10 crore.

B. Service Enterprises :

i. A micro enterprise, where the investment 
in equipment does not exceed Rs.10 lakh ;

ii. A small enterprise, where the investment 
in equipment is more than Rs.10 lakh but 
does not exceed Rs.2 crore; and 

iii. A medium enterprise, where the 
investment in equipment is more than 
Rs.2 crore but does not exceed Rs.5 
crore.

MSMED Act 2006 effective from October 
2, 2006 defined the medium enterprises for the 
first time. Registration in the small-scale 
industries sector is voluntary. However, as far 
as manufacturing units are concerned, their 
registration is mandatory under sections 2 m 
(i), and 2 m (ii) of the Factories Act. Section 2m 
(i) refers to units engaging 10 or more workers 
and using power where as Section 2 m (ii) 
refers to units engaging 20 or more workers 
and not using power.

Materials and Methods

This research article has been prepared 
with the help of huge materials collected from 
various sources – both primary and secondary. 
Journals, periodicals also constitute the 
source of information books of reputed authors 
have been used as secondary source to 
prepare this research article. Personal 
interviews and consultations have been 
conducted judiciously and utilized in this 
research work. The materials used have at 
times been drawn from the website. Also 
efforts have been made to maintain objectivity.

Results and Discussions

The small-scale industry sector continues 
to remain an important sector of the economy 
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3918.05 lakhs in 2004-05 and further 
increased to 4585.50 lakh investment in the 
year 2006-07. It shows that in a backward state 
like Jharkhand it has not been sementrical. 
The employment situation too has been 
differently affected during different years. In 

2000-01 one unit of employment needed 
0.2662 lakh this was increased to 0.4881 in 
2001-02 and continuous increase in 
subsequent years.  In the year 2006-07 one 
unit of employment needed 0.8386 lakh.

Table - 1
Year-Wise Statement of SSI Units after formation of Jharkhand State

(Rs. in Lakhs)

Sl. No. Financial Year Total Registered Units Capital
Investment

Employment Investment on
per

capita
employment

Small Tiny Cottage Total
Regd
Units

1. 15.11.2000  18 774 563 1355 859.62 3229 0.2662

2. 2001-2002 28 1411 1413 2852 3440.24 7048 0.4881

3. 2002-2003 27 1533 1106 2666 2631.67 7034 0.3741

4. 2003-2004 25 1510 1310 2845 3170.50 6983 0.4540

5. 2004-2005 30 1558 1386 2974 3918.05 7586 0.5165

6. 2005-2006 33 1408 1387 2828 4050.38 6696 0.6049

7. 2006.2007 37 1028 789 1854 4585.50 5467 0.8388

Total 198 9222 7954 17374 22655.96 44043

to

31.03.2001

Source : Industries Department, Govt. of Jharkhand

It is seen that though the investment 
shows the increasing trend during different 
years but looking to dimension of unemployment 
in the state of Jharkhand it seems that this 
sector shall require more investment to be 
infused to cater the needs of unemployment. It 
further seems that Jharkhand is basically 
agranian economy where more than 70% 
people depend on agriculture for their 
livelihood but an account of peoples, poverty, 
their illiteracy and lack of awareness of modern 

technique of agriculture, less access to the 
financial institution for meeting their financial 
need and above all the lack of proper irrigation 
facilities, the farmers are forced to remain 
unemployed for larger part of the year. It is only 
pushing through more unemployed in small 
scale industries and ensuring agricultural 
small scale industries to function as 
complementary to each other so that the 
prosperity for the people of Jharkhand can be 
promoted.

Table - 2
MSME w.e.f. 2007-2008

Sl.
No.

Financial Year Minor Small Medium Total
Capital

Investment
Employment Remarks

1. 2007-08 651 68 03 722 10855.94 6561 1.6546

2. 2008-09 860 70 01 931 12867.70 6583 1.9546

3. 2009-10 611 56 — 667 7147.557 5211 1.3716

4. 2010-11
Upto Jan.

Total 2602 230 04 2836 38181.55 22568

480 36 — 516 7310.36 4213 1.7351

Source : Industries Department, Government of Jharkhand
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the three tiers of these enterprises, viz. micro, 
small and medium. Under this Act enterprises 
have been categorized broadly into those 
engaged in (i) manufacturing and (ii) 
providing/rendering of services. The new 
definition is as follows :

A. Manufacturing Enterprises :

i. A micro enterprise, where the investment 
in plant and machinery does not exceed 
Rs.25 lakh;

ii. A small enterprise, where the investment 
in plant and machinery is more than Rs.25 
lakh but does not exceed Rs. 5 crore; and

iii. A medium enterprise, where the 
investment in plant and machinery is more 
than Rs.5 crore but does not exceed 
Rs.10 crore.

B. Service Enterprises :
i. A micro enterprise, where the investment 

in equipment does not exceed Rs.10 lakh.
ii. A small enterprise, where the investment 

in equipment is more than Rs.10 lakh but 
does not exceed Rs.2 crore; and

iii. A medium enterprise, where the 
investment in equipment is more than Rs. 
2 crore but does not exceed Rs. 5 crore.
The salient features of MSMED Act 2006 
include:

1. Setting up of a National Board of MSMES.
2. Classification of Enterprises.
3. Advisory Committees to support MSMEs.
4. Measures for promotion, development 

and enhancement of MSMEs.
5. Schemes to control delayed payments to 

MSMEs.
6. Enactment of rules by State Govts. to 

implement the MSMED Act 2006 in their 
respective states.

On 9 May 2007, subsequent to an 
amendment of the Government of India 
(Allocation of Business) Rules, 1961, the 
Ministry of Small Scale Industries and the 
Ministry of Agro and Rural industries were 
merged to form the Ministry of Micro, Small and 
Medium Enterprises (MSME). This Ministry 
now designs policies and promotes / facilitates 
programmes, projects and Scheme and 
monitors their implementation with a view to 
assisting MSMEs and help them scale up.

The primary responsibility of promotion 
and development of MSMEs is of the State 
Governments. However the Govt.of India 

supplements the efforts of the State 
Governments through different initiatives. The 
role of the Ministry of Micro, Small and Medium 
Enterprises (MSME) and its organizations is to 
assist the states in their efforts to encourage 
entrepreneurship, employment and livelihood 
opportunities and enhance the competitiveness 
of MSMES in the changed economic scenario.

The Ministry of MSME is having two 
divisions called Small & Medium Enterprises 
(SME) Division and Agro & Rural Industry 
(ARI) Division. The SME Division is allocated 
the work, inter-alia of administration, vigilance 
and administrative supervision of the National 
Small Industries Corporation (NSIC) Ltd., a 
public Sector enterprise and the three 
autonomous national level entrepreneurship 
development / training organizations.

Growth and Performance of MSMEs :

The Micro, Small and Medium Enterprises 
(MSME) Sector contributes significantly to the 
manufacturing output, employment and 
exports of the country. It is estimated that in 
terms of value, the sector accounts for about 
45 per cent of the manufacturing output and 40 
per cent of the total exports of the country. The 
sector is estimated to employ about 59 million 
persons in over 26 million units throughout the 
country.5  Further this sector has consistently 
registered a higher growth rate than the rest of 
the industrial sector.  There are over 6000 
products ranging from traditional to high-tech 
items, which are being manufactured by the 
MSMEs in India. MSME sector provide, the 
maximum opportunities for both self-
employment and jobs after agricultural sector.

Analysis of the Growth pattern of Small-
Scale Industries in Jharkhand :

The Jharkhand region drew an effective 
investment plan and effective creation of 
employment since its inception in the year 
2000.  The total investment in different SSI in 
Jharkhand was Rs.1220.5 crore rupees which 
created an employment of 20,77,189 persons. 
Gradually with the lapse of time the investment 
continued to increase in the year 2006-07. The 
investment in such important sector was to the 
tune of Rs.22,655.96 lakh and the employment 
generation was to the tune of 4404 persons. 
Though the pattern of investment in different 
years has not been identified.  It maintained an 
increasing trend all through the years. It was 
859.62 lakh in 2000-01 which increased to 
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3918.05 lakhs in 2004-05 and further 
increased to 4585.50 lakh investment in the 
year 2006-07. It shows that in a backward state 
like Jharkhand it has not been sementrical. 
The employment situation too has been 
differently affected during different years. In 

2000-01 one unit of employment needed 
0.2662 lakh this was increased to 0.4881 in 
2001-02 and continuous increase in 
subsequent years.  In the year 2006-07 one 
unit of employment needed 0.8386 lakh.

Table - 1
Year-Wise Statement of SSI Units after formation of Jharkhand State

(Rs. in Lakhs)

Sl. No. Financial Year Total Registered Units Capital
Investment

Employment Investment on
per

capita
employment

Small Tiny Cottage Total
Regd
Units

1. 15.11.2000  18 774 563 1355 859.62 3229 0.2662

2. 2001-2002 28 1411 1413 2852 3440.24 7048 0.4881

3. 2002-2003 27 1533 1106 2666 2631.67 7034 0.3741

4. 2003-2004 25 1510 1310 2845 3170.50 6983 0.4540

5. 2004-2005 30 1558 1386 2974 3918.05 7586 0.5165

6. 2005-2006 33 1408 1387 2828 4050.38 6696 0.6049

7. 2006.2007 37 1028 789 1854 4585.50 5467 0.8388

Total 198 9222 7954 17374 22655.96 44043

to

31.03.2001

Source : Industries Department, Govt. of Jharkhand

It is seen that though the investment 
shows the increasing trend during different 
years but looking to dimension of unemployment 
in the state of Jharkhand it seems that this 
sector shall require more investment to be 
infused to cater the needs of unemployment. It 
further seems that Jharkhand is basically 
agranian economy where more than 70% 
people depend on agriculture for their 
livelihood but an account of peoples, poverty, 
their illiteracy and lack of awareness of modern 

technique of agriculture, less access to the 
financial institution for meeting their financial 
need and above all the lack of proper irrigation 
facilities, the farmers are forced to remain 
unemployed for larger part of the year. It is only 
pushing through more unemployed in small 
scale industries and ensuring agricultural 
small scale industries to function as 
complementary to each other so that the 
prosperity for the people of Jharkhand can be 
promoted.

Table - 2
MSME w.e.f. 2007-2008

Sl.
No.

Financial Year Minor Small Medium Total
Capital

Investment
Employment Remarks

1. 2007-08 651 68 03 722 10855.94 6561 1.6546

2. 2008-09 860 70 01 931 12867.70 6583 1.9546

3. 2009-10 611 56 — 667 7147.557 5211 1.3716

4. 2010-11
Upto Jan.

Total 2602 230 04 2836 38181.55 22568

480 36 — 516 7310.36 4213 1.7351

Source : Industries Department, Government of Jharkhand
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the three tiers of these enterprises, viz. micro, 
small and medium. Under this Act enterprises 
have been categorized broadly into those 
engaged in (i) manufacturing and (ii) 
providing/rendering of services. The new 
definition is as follows :

A. Manufacturing Enterprises :

i. A micro enterprise, where the investment 
in plant and machinery does not exceed 
Rs.25 lakh;

ii. A small enterprise, where the investment 
in plant and machinery is more than Rs.25 
lakh but does not exceed Rs. 5 crore; and

iii. A medium enterprise, where the 
investment in plant and machinery is more 
than Rs.5 crore but does not exceed 
Rs.10 crore.

B. Service Enterprises :
i. A micro enterprise, where the investment 

in equipment does not exceed Rs.10 lakh.
ii. A small enterprise, where the investment 

in equipment is more than Rs.10 lakh but 
does not exceed Rs.2 crore; and

iii. A medium enterprise, where the 
investment in equipment is more than Rs. 
2 crore but does not exceed Rs. 5 crore.
The salient features of MSMED Act 2006 
include:

1. Setting up of a National Board of MSMES.
2. Classification of Enterprises.
3. Advisory Committees to support MSMEs.
4. Measures for promotion, development 

and enhancement of MSMEs.
5. Schemes to control delayed payments to 

MSMEs.
6. Enactment of rules by State Govts. to 

implement the MSMED Act 2006 in their 
respective states.

On 9 May 2007, subsequent to an 
amendment of the Government of India 
(Allocation of Business) Rules, 1961, the 
Ministry of Small Scale Industries and the 
Ministry of Agro and Rural industries were 
merged to form the Ministry of Micro, Small and 
Medium Enterprises (MSME). This Ministry 
now designs policies and promotes / facilitates 
programmes, projects and Scheme and 
monitors their implementation with a view to 
assisting MSMEs and help them scale up.

The primary responsibility of promotion 
and development of MSMEs is of the State 
Governments. However the Govt.of India 

supplements the efforts of the State 
Governments through different initiatives. The 
role of the Ministry of Micro, Small and Medium 
Enterprises (MSME) and its organizations is to 
assist the states in their efforts to encourage 
entrepreneurship, employment and livelihood 
opportunities and enhance the competitiveness 
of MSMES in the changed economic scenario.

The Ministry of MSME is having two 
divisions called Small & Medium Enterprises 
(SME) Division and Agro & Rural Industry 
(ARI) Division. The SME Division is allocated 
the work, inter-alia of administration, vigilance 
and administrative supervision of the National 
Small Industries Corporation (NSIC) Ltd., a 
public Sector enterprise and the three 
autonomous national level entrepreneurship 
development / training organizations.

Growth and Performance of MSMEs :

The Micro, Small and Medium Enterprises 
(MSME) Sector contributes significantly to the 
manufacturing output, employment and 
exports of the country. It is estimated that in 
terms of value, the sector accounts for about 
45 per cent of the manufacturing output and 40 
per cent of the total exports of the country. The 
sector is estimated to employ about 59 million 
persons in over 26 million units throughout the 
country.5  Further this sector has consistently 
registered a higher growth rate than the rest of 
the industrial sector.  There are over 6000 
products ranging from traditional to high-tech 
items, which are being manufactured by the 
MSMEs in India. MSME sector provide, the 
maximum opportunities for both self-
employment and jobs after agricultural sector.

Analysis of the Growth pattern of Small-
Scale Industries in Jharkhand :

The Jharkhand region drew an effective 
investment plan and effective creation of 
employment since its inception in the year 
2000.  The total investment in different SSI in 
Jharkhand was Rs.1220.5 crore rupees which 
created an employment of 20,77,189 persons. 
Gradually with the lapse of time the investment 
continued to increase in the year 2006-07. The 
investment in such important sector was to the 
tune of Rs.22,655.96 lakh and the employment 
generation was to the tune of 4404 persons. 
Though the pattern of investment in different 
years has not been identified.  It maintained an 
increasing trend all through the years. It was 
859.62 lakh in 2000-01 which increased to 
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towards the development of Small scale 
industries.

Besides government help, SSI sector will 
have to compete both in domestic as well as 
global markets and they have to come out from 
the protection umbrella of Govt. In short, they 
have to be independently robust and 
competitive to face the future challenges.
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Jharkhand state being very rich in natural 
resources is supposed to be industrially 
developed but present scenario is not praise 
worthy due to internal and external roadblocks. 
Lack of entrepreneurial expertise, lack of 
strategic vision, long as well as short-term 
financial problems, technological problem in 
producing quality goods and competitive 
domestic as well as international market 
conditions are the main internal road-bocks. 
Poor infrastructural facilities, administrative 
problems as many other problems identified by 
different Industrial Area Development 
Authority are some external road-blocks.

Developmental Readblocks :

The literature and the personal interview 
with leading small-scale industrialist and 
officials of Jharkhand Chamber of Commerce 
reveal the following :

1. Financial Problems : The scarcity of 
finance and credit is the main roadblock in 
the development of small scale industrial 
units. Many of the small units lacks 
finance to have the modern technology 
and to meet the working capital 
requirement. They do not have financial 
resource for allocating to R & D for overall 
improvement of different products when 
large firms facing a credit squeeze and 
having market links with small firm pass 
on part of their difficulties to the small firms 
by delaying payments to them or insisting 
on advance payments.

2. Lack of Enterpreneurial Expertise : 
Having the characteristic of single 
ownership in most of the small industrial 
units, they, at large, are ignorant of latest 
development in the field of production 
process, marketing concepts developing 
technologies, material management, skill 
development and policies and practices 
relating to management.

3. Lack of Modern Entrepreneurial Vision: 
Many small-scale entrepreneurs do not 
have experts who have clear-cut vision for 
the all round development of industrial 
units.  Purchase of machine under new 
technological change, sizeable amount of 
expenses on advertisement and publicity 
needs experts services.  In absence of 
them the scarce resource and energies 
drain out.

4. Lack of New Technology : Units having 
new technology, are capable of producing 
high quality goods and percentage of 
wastage is reduced. Most of the 
entrepreneurs are unaware of the 
development in the field of information 
technology (IT), which is required not only 
for the production development but also in 
the fields of distribution and marketing.

5. Sickness : According to information 
compiled by RBI from scheduled 
commercial banks as on 31st March 1999 
there were 309,013 sick / weak units in 
non SSI sector. The total bank credit 
blocked in the sick units Rs.1,19,464 
crores (as on march 31, 1999).  The small 
sector has Rs.4313 crore (22.2%) blocked 
in small-scale units while the non SSI 
sector has Rs.15,150 crore (77.8%).

6. Marketing Problem : SSI Sector at 
present has to compete with the 
emergence of MNCs in both domestic 
marketing as well as global marketing. 
Most of the products of SSI units come 
under the protection umbrella of Govt. 
Policy. Govt. is reducing number of 
products under reservation for SSI sector 
year by year. This goes to benefit to 
medium and large scale industrial units of 
MNCs.

Besides, there are other roadblocks for 
the competitive development of small-scale 
sector, such as power problems, problems 
relating to regulatory frame work, unawareness 
of several incentives and facilities announced 
by the State as well as Central Government.

Conclusion

The limited potentiality of agriculture in 
terms of employment generation needs to be 
supplemented by an increasing investment on 
small scale industries.  The farmers can get 
gainful employment during the period when 
they are without any agricultural job or during 
lean period.  The Govt. and the bureaucracy 
need to adopt positive attitude towards smooth 
development of Small Scale Industries. Of 
course, the poor skill development of farmers 
is a serious bottleneck in their coming to this 
important but neglected sector of the economy. 
Let us hope during years to come all 
concerned agencies will take positive attitude 
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towards the development of Small scale 
industries.

Besides government help, SSI sector will 
have to compete both in domestic as well as 
global markets and they have to come out from 
the protection umbrella of Govt. In short, they 
have to be independently robust and 
competitive to face the future challenges.
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Jharkhand state being very rich in natural 
resources is supposed to be industrially 
developed but present scenario is not praise 
worthy due to internal and external roadblocks. 
Lack of entrepreneurial expertise, lack of 
strategic vision, long as well as short-term 
financial problems, technological problem in 
producing quality goods and competitive 
domestic as well as international market 
conditions are the main internal road-bocks. 
Poor infrastructural facilities, administrative 
problems as many other problems identified by 
different Industrial Area Development 
Authority are some external road-blocks.

Developmental Readblocks :

The literature and the personal interview 
with leading small-scale industrialist and 
officials of Jharkhand Chamber of Commerce 
reveal the following :

1. Financial Problems : The scarcity of 
finance and credit is the main roadblock in 
the development of small scale industrial 
units. Many of the small units lacks 
finance to have the modern technology 
and to meet the working capital 
requirement. They do not have financial 
resource for allocating to R & D for overall 
improvement of different products when 
large firms facing a credit squeeze and 
having market links with small firm pass 
on part of their difficulties to the small firms 
by delaying payments to them or insisting 
on advance payments.

2. Lack of Enterpreneurial Expertise : 
Having the characteristic of single 
ownership in most of the small industrial 
units, they, at large, are ignorant of latest 
development in the field of production 
process, marketing concepts developing 
technologies, material management, skill 
development and policies and practices 
relating to management.

3. Lack of Modern Entrepreneurial Vision: 
Many small-scale entrepreneurs do not 
have experts who have clear-cut vision for 
the all round development of industrial 
units.  Purchase of machine under new 
technological change, sizeable amount of 
expenses on advertisement and publicity 
needs experts services.  In absence of 
them the scarce resource and energies 
drain out.

4. Lack of New Technology : Units having 
new technology, are capable of producing 
high quality goods and percentage of 
wastage is reduced. Most of the 
entrepreneurs are unaware of the 
development in the field of information 
technology (IT), which is required not only 
for the production development but also in 
the fields of distribution and marketing.

5. Sickness : According to information 
compiled by RBI from scheduled 
commercial banks as on 31st March 1999 
there were 309,013 sick / weak units in 
non SSI sector. The total bank credit 
blocked in the sick units Rs.1,19,464 
crores (as on march 31, 1999).  The small 
sector has Rs.4313 crore (22.2%) blocked 
in small-scale units while the non SSI 
sector has Rs.15,150 crore (77.8%).

6. Marketing Problem : SSI Sector at 
present has to compete with the 
emergence of MNCs in both domestic 
marketing as well as global marketing. 
Most of the products of SSI units come 
under the protection umbrella of Govt. 
Policy. Govt. is reducing number of 
products under reservation for SSI sector 
year by year. This goes to benefit to 
medium and large scale industrial units of 
MNCs.

Besides, there are other roadblocks for 
the competitive development of small-scale 
sector, such as power problems, problems 
relating to regulatory frame work, unawareness 
of several incentives and facilities announced 
by the State as well as Central Government.

Conclusion

The limited potentiality of agriculture in 
terms of employment generation needs to be 
supplemented by an increasing investment on 
small scale industries.  The farmers can get 
gainful employment during the period when 
they are without any agricultural job or during 
lean period.  The Govt. and the bureaucracy 
need to adopt positive attitude towards smooth 
development of Small Scale Industries. Of 
course, the poor skill development of farmers 
is a serious bottleneck in their coming to this 
important but neglected sector of the economy. 
Let us hope during years to come all 
concerned agencies will take positive attitude 
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to leave their homes. Besides climate change 
can cause increase in life threatening 
diseases. Owing to global warming the ozone 
layer which protects our life from ultra violet 
rays of the sun, has become thinner and 
ultimately it is an invitation to many kinds of 
skin cancer.

Materials and Methods

The main focus of the study is to ascertain 
the different causes responsible for global 
warning and how it is harmful to the 
environment in which we live. As to complete 
this article, both primary and secondary 
sources of information have been taken into 
consideration.

Various reference books and related 
articles have been consulted. Some materials 
have been drawn from the available website. 
The method used is analytical and descriptive 
and attempt has been made to present the 
study in a simple way.

Results and Discussions

Continuous increase in industrialization, 
abundant growth of population and various 
activities of human beings have caused global 
warming during the last few decades. Owing to 
the various activities of human being, mainly in 
connection with industrialization, there is 
increase in the level of carbon dioxide in the 
atmosphere. The continuous increase in CO  2

has caused more heat to be trapped in the 
atmosphere. Due to this, the climate of the 
earth is changing. Owing to the rising tendency 
of the temperature, the volume of sea is on 
expansion resulting into flood in some of the 
coastal areas of submerging in few places. In 
the words of Abhijit Dutta "Expansion of 
volume of seas could flood some of the coastal 
area and submerge low lying islands. Local 
climatic conditions are also expected to 
change due to global warming." Besides this, 
when fossil fuels like coal, oil and natural gas 
etc are burnt, these causes generation of sulfur 
dioxide and nitrogen. These gases react with 
water and other chemicals in the atmosphere 
and they form sulfuric acid, nitric acid and other 
harmful pollutants. Finally, these harmful 
substances return to the earth in the form of 
acid rain, fog and thus causing vast damage to 
environment. The nutrients of the soil are 
washed away, ultimately affecting the growth 

of plants and photosynthesis process. 
Moreover the drinking water is polluted owing 
to this acidic rain. This affects the plant and 
animal life in aquatic ecosystem. In the words 
of E. Bharucha "Acid rain has far reaching 
effects on wild life. By adversely affecting one 
species, the entire food chain is disrupted, 
ultimately endangering the entire ecosystem."

Global warming has caused damage to 
the ozone layer of the earth. Ozone levels 
protect living beings from the radiation caused 
by the ultraviolet rays of the sun. But due to 
global warming and disbalanced ecological 
order, ozone levels have become thinner, 
specially in mid latitudes where majority of the 
world population live and the result may be 
soaring death rates due to skin cancer. 
Besides, this may lead to respiratory ailments 
like asthma and bronchitis. The depletion of 
ozone layer has also caused damages to 
certain crops and plankton, thus affecting 
natural food chain. It is regretting that despite 
steps taken, various industrial chemicals like 
bromine, halocarbon and nitro-oxide from 
fertilizers are still rendering harm to the ozone 
layer.

Moreover owing to the global warming, the 
quantum of rainfall has been affected. 80% of 
the rainfall in India occurs over 100 days and 
the low rainfall and absorption of water have 
caused loss of vegetation, ultimately causing 
increase in wasteland. Besides, a major part of 
the wetland has become one of the worst 
victims of fast changing urbanization. 
Construction of huge buildings and 
tremendous increase of population in urban 
areas are also responsible for global warming 
and environmental pollution to a considerable 
extent. The lack of water recharge has added 
fuel to the fire and this is one of the reasons 
behind drought. To quote Ashish Ghosh "Loss 
of aquifer recharge resulting from land 
degradation is said to be a prime cause for 
increasing area under drought. Ground water 
withdrawal has now become widespread in Indo 
Gangetic plains. Simultaneously changing 
development pathway neglected traditional 
system of water harvesting in small reservoirs 
that could have dual function of storing water 
and recharging aquifers." Increasing tendency 
of wasteland may lead to serious shortage of 
flood grain, vegetables, fodder and fuel woods. 
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Global warming stands for the increasing temperature of the earth's surface. As every body knows that the 
average temperature of the earth is increasing day by day and the global average temperature has increased 

® ®by 0.6  to 2 c over the last century. The reasons are not far behind to seek. Human Actions leading to 
tremendous growth of industrialization, abundant increase in world population, modern consumerism and 
construction of thousands and thousands of buildings, all these have seriously affected the climate ultimately 
resulting into increasing tendency of world climate. Owing to human activities there is abnormal increase in 
CO causing more heat to be trapped in lower atmosphere. The use of fossil fuels to generate energy 2 

discharges many pollutants and all these pollute air, water and land. These also make global warming worse. 
Owing to global warming, there is disequilibrium in ecology and it is anticipated that the coming century will 
see extensive melting glaciers, various types of disease affecting human health, drop in crops, woresening 
drought and other natural havocs. Hence what is more important is to create awareness programme among 
people. Environmental sensitivity can be grown with the help of electronic media, press, school and college 
education and adult education.
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Introduction

As known to us, the main source of heat 
available to our planet is the solar energy 
contributed by the shining sun in the sky. The 
rays which come to our earth contribute to 
increase the heat of the earth. Major part of the 
solar energy which is being attributed to our 
earth is absorbed by the surface of the earth 
and the remaining parts radiates back to the 
atmosphere in which we live. This heat is 
trapped by green house gases especially by 
carbon dioxide. The green houses gases 
consist of the gases which are prevailing in the 
atmosphere of the earth and these gases 
collect heat from the sun. Carbon dioxide is 
regularly being discharged by the different 
activities of human beings and as a result, the 
heat is being trapped more and more. This has 
caused global warming which is a major issue 
before the world. The increasing tendency of 
heat is always of the earth. Though green 
house gases keep the temperature of the earth 
comfortable otherwise the earth would be 

frozen, yet the increasing tendency is fearful. It 
is estimated that the temperature of the earth 

0 0will rise by approximately 3  to 8  F in the next 
100 years. This will change the climate of the 
earth and ecology of the world will be 
disturbed. To quote F.Charunilam "the world 
faces a number of other pressing environmental 
problems that threaten the global commons. 
Perhaps the best known is climate change, 
which is associated with increasing emissions 
of carbon dioxide into the atmosphere. Others 
include bio-diversity spread of persistent 
organizing pollutants, and threats to the 
ecology of Antarctica." Hence global warming 
has become a burning issue before the world, 
as it hurts human beings, animals, plants, and 
other living things who are going to be 
victimized sooner or later on account of it. 
Owing to global warming, sea levels worldwide 
are expected to rise between 7 and 23 inches 

stby the end of 21  century. This will create 
millions of environmental refugees, as the 
people living in the coastal areas will be forced 
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to leave their homes. Besides climate change 
can cause increase in life threatening 
diseases. Owing to global warming the ozone 
layer which protects our life from ultra violet 
rays of the sun, has become thinner and 
ultimately it is an invitation to many kinds of 
skin cancer.

Materials and Methods

The main focus of the study is to ascertain 
the different causes responsible for global 
warning and how it is harmful to the 
environment in which we live. As to complete 
this article, both primary and secondary 
sources of information have been taken into 
consideration.

Various reference books and related 
articles have been consulted. Some materials 
have been drawn from the available website. 
The method used is analytical and descriptive 
and attempt has been made to present the 
study in a simple way.

Results and Discussions

Continuous increase in industrialization, 
abundant growth of population and various 
activities of human beings have caused global 
warming during the last few decades. Owing to 
the various activities of human being, mainly in 
connection with industrialization, there is 
increase in the level of carbon dioxide in the 
atmosphere. The continuous increase in CO  2

has caused more heat to be trapped in the 
atmosphere. Due to this, the climate of the 
earth is changing. Owing to the rising tendency 
of the temperature, the volume of sea is on 
expansion resulting into flood in some of the 
coastal areas of submerging in few places. In 
the words of Abhijit Dutta "Expansion of 
volume of seas could flood some of the coastal 
area and submerge low lying islands. Local 
climatic conditions are also expected to 
change due to global warming." Besides this, 
when fossil fuels like coal, oil and natural gas 
etc are burnt, these causes generation of sulfur 
dioxide and nitrogen. These gases react with 
water and other chemicals in the atmosphere 
and they form sulfuric acid, nitric acid and other 
harmful pollutants. Finally, these harmful 
substances return to the earth in the form of 
acid rain, fog and thus causing vast damage to 
environment. The nutrients of the soil are 
washed away, ultimately affecting the growth 

of plants and photosynthesis process. 
Moreover the drinking water is polluted owing 
to this acidic rain. This affects the plant and 
animal life in aquatic ecosystem. In the words 
of E. Bharucha "Acid rain has far reaching 
effects on wild life. By adversely affecting one 
species, the entire food chain is disrupted, 
ultimately endangering the entire ecosystem."

Global warming has caused damage to 
the ozone layer of the earth. Ozone levels 
protect living beings from the radiation caused 
by the ultraviolet rays of the sun. But due to 
global warming and disbalanced ecological 
order, ozone levels have become thinner, 
specially in mid latitudes where majority of the 
world population live and the result may be 
soaring death rates due to skin cancer. 
Besides, this may lead to respiratory ailments 
like asthma and bronchitis. The depletion of 
ozone layer has also caused damages to 
certain crops and plankton, thus affecting 
natural food chain. It is regretting that despite 
steps taken, various industrial chemicals like 
bromine, halocarbon and nitro-oxide from 
fertilizers are still rendering harm to the ozone 
layer.

Moreover owing to the global warming, the 
quantum of rainfall has been affected. 80% of 
the rainfall in India occurs over 100 days and 
the low rainfall and absorption of water have 
caused loss of vegetation, ultimately causing 
increase in wasteland. Besides, a major part of 
the wetland has become one of the worst 
victims of fast changing urbanization. 
Construction of huge buildings and 
tremendous increase of population in urban 
areas are also responsible for global warming 
and environmental pollution to a considerable 
extent. The lack of water recharge has added 
fuel to the fire and this is one of the reasons 
behind drought. To quote Ashish Ghosh "Loss 
of aquifer recharge resulting from land 
degradation is said to be a prime cause for 
increasing area under drought. Ground water 
withdrawal has now become widespread in Indo 
Gangetic plains. Simultaneously changing 
development pathway neglected traditional 
system of water harvesting in small reservoirs 
that could have dual function of storing water 
and recharging aquifers." Increasing tendency 
of wasteland may lead to serious shortage of 
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available to our planet is the solar energy 
contributed by the shining sun in the sky. The 
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increase the heat of the earth. Major part of the 
solar energy which is being attributed to our 
earth is absorbed by the surface of the earth 
and the remaining parts radiates back to the 
atmosphere in which we live. This heat is 
trapped by green house gases especially by 
carbon dioxide. The green houses gases 
consist of the gases which are prevailing in the 
atmosphere of the earth and these gases 
collect heat from the sun. Carbon dioxide is 
regularly being discharged by the different 
activities of human beings and as a result, the 
heat is being trapped more and more. This has 
caused global warming which is a major issue 
before the world. The increasing tendency of 
heat is always of the earth. Though green 
house gases keep the temperature of the earth 
comfortable otherwise the earth would be 

frozen, yet the increasing tendency is fearful. It 
is estimated that the temperature of the earth 

0 0will rise by approximately 3  to 8  F in the next 
100 years. This will change the climate of the 
earth and ecology of the world will be 
disturbed. To quote F.Charunilam "the world 
faces a number of other pressing environmental 
problems that threaten the global commons. 
Perhaps the best known is climate change, 
which is associated with increasing emissions 
of carbon dioxide into the atmosphere. Others 
include bio-diversity spread of persistent 
organizing pollutants, and threats to the 
ecology of Antarctica." Hence global warming 
has become a burning issue before the world, 
as it hurts human beings, animals, plants, and 
other living things who are going to be 
victimized sooner or later on account of it. 
Owing to global warming, sea levels worldwide 
are expected to rise between 7 and 23 inches 
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it is essential to carry on the different 
welfare programmes to put control over 
increasing population of the world.

7. It is essential to organize extensive 
p rogrammes on  educa t ion  and  
demonstration on the reduction of waste 
and proper disposal and effective 
utilization of waste materials so that 
environment can be saved from being 
polluted. People should be informed of the 
need of waste management to protect the 
quality of the environment. The causes 
and impact of global warming and the 
environmental protection should be 
included in the curriculum of educational 
institutions to enhance environmental 
awareness.

Conclusion

Thus it is obvious from the above 
discussion that the heat of the atmosphere in 
which we are living is increasing day by day 
resulting into increasing global warming and 
creating disequilibrium in environmental 
condition. It has been predicted that global 

0 0warming would raise temperature by 3 C - 8 C 
stduring the 21  century. This would adversely 

affect the amount of rainfall. Ozone layer which 
protects the living life on the earth is growing 
thinner day by day due to continous increase in 
CO and green house gases. Quantum of 2 

wasterland increasing. Put in brief, the living 
life is in danger due to global warming. Hence it 
is but essential that steps should be taken to 
reduce the impact of global warming. Stress 
should be put on lesser use of fossil fuels and 
the products which may produce less waste, 
should be used. Use of non biodegradable 
materials such as Styrofoam and certain types 
of plastic should be avoided as these things 
take many years to decompose. Research and 
development programmes to find innovative 
methods of waste recycling should be 
encouraged. Moreover emphasis should be 
laid on plantation of trees and use of energy 
saving machines and equipments. Although 
different Acts have been made to protect 
environment, yet the Govt. should try its best to 
remove the shortcomings of these Acts and 
should ensure their proper implementation. 

The general public must act as a watch dog to 
see whether the provisions are being carried 
on properly or not and if not what actions are 
being taken against the offenders. Last but not 
the least the awareness campaign in respect of 
environmental conservation among the people 
should be carried on through press, electronic 
media, school and college education and adult 
education. Hence it is essential that each 
action by an individual must be linked to its 
environmental consequences in his or her 
mind, so that a value is created that strengthen 
pro-environmental behavior and prevent anti-
environmental actions.
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Hence it is essential to protect the existing 
cultivated lands.

Apart from these, the modern tendency of 
consumerism is also an important cause of 
global warming and disbalance in environment. 
The modern society is based on mostly a large 
number of those items which are manufactured 
for one time use. The garbages we throw after 
using the products, are sometimes burnt and 
this process also sends an enormous amount 
of green house gases in the air. The increasing 
CO  due to this, makes global warming worse. 2

Moreover the containers in the form of plastic 
also create problem in drainage and sewage 
system. If these plastic wastes are burnt, this 
also damages the environment as well as the 
health of the handlers of such waste. In the 
words of E.Bharucha "the current consumption 
patterns are depleting non renewal resources, 
poisoning and degrading ecosystem and 
altering the natural processes on which the life 
depends." Hence the waste generated by the 
new consumerism tendency is a serious 
environmental issue for the modern society as 
most of the human activities to cater the needs 
of the modern consumerism are responsible 
for production of excessive amount of waste in 
the form of solid, liquid or gas. This has caused 
increase in global warming, resulting into 
ecological disbalance and health hazards.

A few things to reduce global warming

As discussed above warming is being 
caused due to so many causes and it is 
accelerating faster during a few decades due 
to different human activities and increasing 
population and deforestation. A few suggestions 
can be made to lessen global warming and to 
protect the depleting environment :

1. Burning of fossil fuel like coal, oil and 
natural gas is the main cause of increase 
in sulfur dioxide, nitrogen and carbon 
dioxide. This increase can be controlled 
by using less energy from fossil fuels in 
power plants, vehicles and industries. 
Cleaner burning fuels should be used, as 
it will produce less pollutants from being 
released into the air. if pollutants have 
already been produced due to burning of 
fossil fuels, these can be prevented from 
entering atmosphere by using scrubbers 
in the smoke tacks of the factories. 
Improved techniques can lessen the 
impact.

2. There is requirement of lessing the waste. 
Reusable produce should be used in 
place of disposable products. The 
products should be such that these may 
require minimum packaging. This will be 
helpful in reduction of waste. whenver and 
wherever it is being packaged. This will be 
helpful in reduction of waste. Whenever 
and wherever it is possible recycle 
programme should be carried on.

3. Water conservation should be taken into 
consideration. It is essential to enforce 
water harvesting system in full swing. This 
will be helpful in recharging the water level 
and reducing environment disequilibrium. 
The tanks, ponds and dams should be 
cleaned. To  quote A.Dutta, S.Dutta and 
P.N. Pandey " Before onset on monsson, 
the catchments of the tanks should be 
cleaned of all waste and rubbish. Similarly 
desiltation of tanks, ponds, cleaning of 
baoris, nadis, kundis etc and their repair 
would be carried out by entire community 
in an annual or biannual operation just 
prior to monsoon".

4. Use of energy saving products and 
increase in electricity saving drive may be 
emphasized, as these will also be helpful 
in reducing global warming. CFL bulbs, for 
instant give off 70% less heat as 
compared to regular light bulbs. Other 
energy saving devices will be helpful to 
reduce heat as well as consumption of 
electricity. Moreover emphasis on 
electricity saving drive will also help to 
reduce heat.

5. Plantation of more and more plants and 
trees will not only reduce CO  from the 2

atmosphere but it will also help to increase 
rainfall. As known to us, trees and plants 
absorb carbon dioxide and release 
oxygen during photosynthesis process. 
These trees and plants are helpful in 
absorption of solar heat, in maintenance 
of carbon dioxide and local climatic 
conditions.

6. What is more important is to effect control 
over the tremendous growth of population 
in the world. The increasing population 
has caused abnormal pressure on the 
utilization of resources of the earth. Hence 
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it is essential to carry on the different 
welfare programmes to put control over 
increasing population of the world.

7. It is essential to organize extensive 
p rogrammes on  educa t ion  and  
demonstration on the reduction of waste 
and proper disposal and effective 
utilization of waste materials so that 
environment can be saved from being 
polluted. People should be informed of the 
need of waste management to protect the 
quality of the environment. The causes 
and impact of global warming and the 
environmental protection should be 
included in the curriculum of educational 
institutions to enhance environmental 
awareness.

Conclusion

Thus it is obvious from the above 
discussion that the heat of the atmosphere in 
which we are living is increasing day by day 
resulting into increasing global warming and 
creating disequilibrium in environmental 
condition. It has been predicted that global 

0 0warming would raise temperature by 3 C - 8 C 
stduring the 21  century. This would adversely 

affect the amount of rainfall. Ozone layer which 
protects the living life on the earth is growing 
thinner day by day due to continous increase in 
CO and green house gases. Quantum of 2 

wasterland increasing. Put in brief, the living 
life is in danger due to global warming. Hence it 
is but essential that steps should be taken to 
reduce the impact of global warming. Stress 
should be put on lesser use of fossil fuels and 
the products which may produce less waste, 
should be used. Use of non biodegradable 
materials such as Styrofoam and certain types 
of plastic should be avoided as these things 
take many years to decompose. Research and 
development programmes to find innovative 
methods of waste recycling should be 
encouraged. Moreover emphasis should be 
laid on plantation of trees and use of energy 
saving machines and equipments. Although 
different Acts have been made to protect 
environment, yet the Govt. should try its best to 
remove the shortcomings of these Acts and 
should ensure their proper implementation. 

The general public must act as a watch dog to 
see whether the provisions are being carried 
on properly or not and if not what actions are 
being taken against the offenders. Last but not 
the least the awareness campaign in respect of 
environmental conservation among the people 
should be carried on through press, electronic 
media, school and college education and adult 
education. Hence it is essential that each 
action by an individual must be linked to its 
environmental consequences in his or her 
mind, so that a value is created that strengthen 
pro-environmental behavior and prevent anti-
environmental actions.
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Hence it is essential to protect the existing 
cultivated lands.

Apart from these, the modern tendency of 
consumerism is also an important cause of 
global warming and disbalance in environment. 
The modern society is based on mostly a large 
number of those items which are manufactured 
for one time use. The garbages we throw after 
using the products, are sometimes burnt and 
this process also sends an enormous amount 
of green house gases in the air. The increasing 
CO  due to this, makes global warming worse. 2

Moreover the containers in the form of plastic 
also create problem in drainage and sewage 
system. If these plastic wastes are burnt, this 
also damages the environment as well as the 
health of the handlers of such waste. In the 
words of E.Bharucha "the current consumption 
patterns are depleting non renewal resources, 
poisoning and degrading ecosystem and 
altering the natural processes on which the life 
depends." Hence the waste generated by the 
new consumerism tendency is a serious 
environmental issue for the modern society as 
most of the human activities to cater the needs 
of the modern consumerism are responsible 
for production of excessive amount of waste in 
the form of solid, liquid or gas. This has caused 
increase in global warming, resulting into 
ecological disbalance and health hazards.

A few things to reduce global warming

As discussed above warming is being 
caused due to so many causes and it is 
accelerating faster during a few decades due 
to different human activities and increasing 
population and deforestation. A few suggestions 
can be made to lessen global warming and to 
protect the depleting environment :

1. Burning of fossil fuel like coal, oil and 
natural gas is the main cause of increase 
in sulfur dioxide, nitrogen and carbon 
dioxide. This increase can be controlled 
by using less energy from fossil fuels in 
power plants, vehicles and industries. 
Cleaner burning fuels should be used, as 
it will produce less pollutants from being 
released into the air. if pollutants have 
already been produced due to burning of 
fossil fuels, these can be prevented from 
entering atmosphere by using scrubbers 
in the smoke tacks of the factories. 
Improved techniques can lessen the 
impact.

2. There is requirement of lessing the waste. 
Reusable produce should be used in 
place of disposable products. The 
products should be such that these may 
require minimum packaging. This will be 
helpful in reduction of waste. whenver and 
wherever it is being packaged. This will be 
helpful in reduction of waste. Whenever 
and wherever it is possible recycle 
programme should be carried on.

3. Water conservation should be taken into 
consideration. It is essential to enforce 
water harvesting system in full swing. This 
will be helpful in recharging the water level 
and reducing environment disequilibrium. 
The tanks, ponds and dams should be 
cleaned. To  quote A.Dutta, S.Dutta and 
P.N. Pandey " Before onset on monsson, 
the catchments of the tanks should be 
cleaned of all waste and rubbish. Similarly 
desiltation of tanks, ponds, cleaning of 
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electricity. Moreover emphasis on 
electricity saving drive will also help to 
reduce heat.
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Permissible Works -

• Water Conservation

• Drought Proofing (including Plantation 
and Afforestation).

• Development of irrigation canals.

• Minor irrigation, horticulture and land 
development on the lands of SC/ST/BPL 
and land reform beneficiaries.

• Renovation of traditional water bodies.

• Flood-Protection.

• Land Development.

• Rural Connectivity.

Salient Features Of The Act 

Right Based Frame Work 

• Adult members of a household who are 
willing to do unskilled manual work may 
apply for registration to the local Gram – 
Panchayat, in writing or orally.

• The Gram –Panchayat after due 
verification will issue a job-card. The job-
card will bear the photograph of all the 
adult members of the household and is 
free of cost.

• A job-card holding household may submit 
a written application for employment to the 
Gram-Panchayat, stating the time and 
duration for which work is sought.

Time Bound Guarantee

• The Gram-Panchayat will issue a dated 
receipt of the written application for 
employment against which the guarantee 
of providing employment within 15 days 
operates. If employment is not provided 
within 15 days, daily unemployment 
allowance, in cash has to be paid. Liability 
of the payment of unemployment 
allowance is of the states.

• Work should ordinarily be provided within 
a radius of 5 kilometers of the village or 
else extra wages of 10% is payable.

• Wages are to be paid according to 
minimum wages .Disbursement of wages 
has to be done on weekly basis and not 
beyond a fortnight.

Women Empowerment 

• At least one third of the persons to whom 
work has been allotted, have to be 
women.

Facilities Available at Work – Site

• Work -site facilities to be provided to the 
workers include the facilities of crèche, 
drinking water and shade.

Decentralised Planning

• The shelf of the projects has to be 
prepared by the Gram – Sabha. At least 
50% of the works have to be allotted to the 
Gram-Panchayats for execution.

• Panchayat Raj Institutions (PRIs) have a 
principal role to play in planning and 
implementation.

Public Accountability

• Social Audit has to be conducted by Gram 
– Sabha to ensure transparency. 
Grievance Redressal Mechanisms have 
to be put in place for ensuring a 
responsive implementation process. 
Organised workers aware of their rights 
can affect public officials, particularly if the 
higher echelons of the bureaucracy make 
their determination on the matter 
palpable.Thus adequate provisions have 
been made to ensure transparency in the 
implementation of the Act.

Materials and Methods

In this study, an attempt has been made to 
analyse the impact of NREGA in providing a 
social safety net to the impoverished rural 
masses and to reveal the actual figures 
pertaining thereto. For this study, both Primary 
and Secondary Data have been relied upon. 
The primary data have been collected from 
concerned BDOs of Ranchi district and the 
Secondary Data have been collected from 
concerned Magazines and Official Data 
published by Government. The official website 
of NREGA has also been referred to.

Results and Discussions

MNREGA was launched on February 2, 
2006 from Anantapur in Andhra Pradesh.The 
project was implemented in phased manner 
covering 200 districts by year 2007-08.With its 
spread over 625 districts across the country, 
the premier flagship program of the UPA 
Government has raised the productivity, 
increased the purchasing power, reduced 
distress migration and helped in creation of 

Anusandhanika / Vol.  / No. II / July 2011 / pp. 28-34III ISSN 0974 - 200X

-28-

Poverty Alleviation and Employment Generation
through MNREGA- Issues and emerging concerns

Abstract

This paper explains the prominent features of Mahatma Gandhi National Rural Employment Guarantee Act 
(MNREGA) and provides an overview of the entitlements outlined under this act. It focuses on the positive 
impact of Mahatma Gandhi National Rural Employment Guarantee Act (MNREGA) on the rural masses of 
India. MNREGA 2005, that guarantees 100 days of employment per household, is a highly applauded piece 
of legislation that compels the state to provide a social safety net for impoverished rural households. It has 
been widely acknowledged as a pioneering legislation and is indeed the first tangible commitment to the poor 
that they can expect to earn a living wage, without loss of dignity and can demand this as a right.. Never 
before in the history of our country has there been an initiative of this nature and magnitude. MNREGA is 
playing vital role for upliftment and generating employment among the rural masses and it has reduced 
migration of rural workers to a great extent. In the present paper an attempt has been made to find out to what 
extent MNREGA has been effective in catering to the needs of impoverished rural households of various 
states of India.
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Introduction

MNREGA was launched on February 2, 
2006 from Anantapur in Andhra Pradesh. The 
Act covered 200 districts in its first phase, 
implemented on February2, 2006 and was 
extended to 330 additional districts in 2007-08. 
All the remaining rural areas were brought 
under the purview of this act with effect from 
April 1, 2008. MNREGA guarantees 100 days 
of employment in a financial year to any rural 
household whose adult members are willing to 
do unskilled manual work. It is, in fact a 
‘People’s Act’ in rural cases or senses. This act 
was prepared through a wide range of 
consultation with people’s organizations. This 
act empowers ordinary people to play an active 
role in the implementation of employment 
guarantee schemes through Gram Sabhas, 
Social Audits, participatory planning and other 
means. Therefore MNREGA is an act of the 
people, by the people and for the people.This 
act is an important step towards the realization 
of the right to work. It is also expected to 

enhance people’s livelihood on a sustained 
basis, by developing the economic and social 
infrastructure in rural areas. The choice of work 
seeks to address the causes of chronic poverty 
such as drought, deforestation and soil 
erosion. Effectively implemented, the 
employment generated under the act has a 
potential of transforming the face of poverty 
ridden masses.

Objectives of the Act

The basic objective of the Act is to 
enhance livelihood security in rural areas by 
providing at least 100 days of guaranteed 
wage employment in a financial year to every 
household whose adult members volunteer to 
do unskilled manual work. This guarantee of 
work can serve other objectives like:-

• Generating productive assets.

• Protecting the environment.

• Empowering rural women.

• Reducing rural-urban migration.

• Fostering Social equity

Dr. S.K. Ghosh 
Sr. Lecturer, Department of Commerce

St. Xavier’s College, Ranchi

Lalit Sharma
Lecturer, Department of Commerce

St. Xavier’s College, Ranchi



Anusandhanika / Vol. III / No. II / July 2011-29-

Permissible Works -

• Water Conservation

• Drought Proofing (including Plantation 
and Afforestation).

• Development of irrigation canals.

• Minor irrigation, horticulture and land 
development on the lands of SC/ST/BPL 
and land reform beneficiaries.

• Renovation of traditional water bodies.

• Flood-Protection.

• Land Development.

• Rural Connectivity.

Salient Features Of The Act 

Right Based Frame Work 

• Adult members of a household who are 
willing to do unskilled manual work may 
apply for registration to the local Gram – 
Panchayat, in writing or orally.

• The Gram –Panchayat after due 
verification will issue a job-card. The job-
card will bear the photograph of all the 
adult members of the household and is 
free of cost.

• A job-card holding household may submit 
a written application for employment to the 
Gram-Panchayat, stating the time and 
duration for which work is sought.

Time Bound Guarantee

• The Gram-Panchayat will issue a dated 
receipt of the written application for 
employment against which the guarantee 
of providing employment within 15 days 
operates. If employment is not provided 
within 15 days, daily unemployment 
allowance, in cash has to be paid. Liability 
of the payment of unemployment 
allowance is of the states.

• Work should ordinarily be provided within 
a radius of 5 kilometers of the village or 
else extra wages of 10% is payable.

• Wages are to be paid according to 
minimum wages .Disbursement of wages 
has to be done on weekly basis and not 
beyond a fortnight.

Women Empowerment 

• At least one third of the persons to whom 
work has been allotted, have to be 
women.

Facilities Available at Work – Site

• Work -site facilities to be provided to the 
workers include the facilities of crèche, 
drinking water and shade.

Decentralised Planning

• The shelf of the projects has to be 
prepared by the Gram – Sabha. At least 
50% of the works have to be allotted to the 
Gram-Panchayats for execution.

• Panchayat Raj Institutions (PRIs) have a 
principal role to play in planning and 
implementation.

Public Accountability

• Social Audit has to be conducted by Gram 
– Sabha to ensure transparency. 
Grievance Redressal Mechanisms have 
to be put in place for ensuring a 
responsive implementation process. 
Organised workers aware of their rights 
can affect public officials, particularly if the 
higher echelons of the bureaucracy make 
their determination on the matter 
palpable.Thus adequate provisions have 
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The above Table reflects that during 2006-
07 against the total available funds of Rs. 
11300 Crore with the states, Rs. 8823.36 Crore 
was utilized. The average fund utilization per 
district was Rs. 44.12 Crore in 2006-07. For 
2007-08 the government made a budget 
provision of Rs 12000 Crore. Out of this Rs. 
8303.82 Crores have been released up to 14th 
November 2007. Out of this, Rs. 5365.99 

Crore have been released to the Phase I 200 
districts and Rs. 2937.92 Crore have been 
released to the Phase II 131 districts. During 
2006-07, 2.12 Crore households had 
demanded employment, out of which 2.10 
Crore households were provided employment. 
During the year 90.51 Crore person days of 
employment was provided under the 
programme. Averages of 45.2 lakh person 

Performance of MNREGA - National Overview

Employment provided to

households:

Person days [in Crores]:

Total: 90.5 216.32 282.57 43.91

SCs 22.95[25%] 63.36[29%] 86.30[29%] 9.41[20%]

STs 32.98[36%] 55.02[25%] 58.74[25%] 8.74[21%]

Women 36.40[40%] 103.57[48%] 137.40[50%] 21.77[50%]

Others 34.56[38%] 97.95[45%] 137.69[49%] 25.77[59%]

Average person days per

Household

Budget Outlay:

(In Rs. Crore) 11300 30000 39100 40100

Expenditure (In Rs. Crore 8823.35[73% 27250.10[73%] 37397.06[68%] 5627.85

Expenditure on Wages

(In Rs. Crore) 5842.37[66%] 18200.03[67%] 25633.67[69%] 4437.34

Average Wage paid per

Person days 65 84 91 100

Total works taken up(In Lakhs) 8.35 27.75 46.01 52.98

Works completed (In Lakhs) 3.87 12.14 20.94 0.33

Works break up (In Lakhs)

Water Conservation 4.51[54%] 12.79[46%] 18.23[51%] 26.09[52%]

Provision of Irrigation facility

to land owned by SC/ST/BPL

and IAY beneficiaries: 0.81[10%] 5.67[20%] 5.78[17%] 4.77[10%]

Rural Connectivity: 1.80[21%] 5.03[18%] 5.77[16%] 10.63[21%]

Land Development: 0.89[11%] 3.98[15%] 4.99[14%] 6.61[13%]

Any other activity: 0.34[4%] 0.28[1%] 0.81[2%] 2.00[4%]

2.10 Crores 4.51 Crores 5.25 Crores 1.79 Crores

43 days 48 days 47 days 24 days

(FY 2006-07)
200 districts

(FY 2008-09)
615 districts

(FY 2009-10)
619 districts

(FY 2010-11)
619 districts up to
May June 2010.

Source: Kurukshetra Journal, 2010
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durable assets in rural India. This project has a 
formidable impact on rural India by providing 
employment to 41 million households in year 
2010-11.Also, It has strengthed the social and 
gender equalty dimensions as 23% workers 
under the scheme are Scheduled Castes, 17% 
Scheduled Tribes and 50% women.It was 
realized that a sustainable strategy of poverty 
alleviation has to be based on increasing the 
productive employment opportunities in the 

process of growth itself. Elimination of poverty, 
ignorance, disease and inequality of 
opportunities and providing a better and higher 
quality of life were the basic premises upon 
which all the plans and blue-prints of 
development were built. Keeping in mind  the 
importance of rural masses problems 
government has announced special budgetary 
allocations under different heads the details 
are explained below:

Table - 1 Plan Outlay and Released During 11th Plan Rs. In Crores)

Schemes 11th
Plan

Outlay

2007-08
release
actual

2008-09
release
actual

2009-10
Release

Total
Release 
(07-08 

to 
(09-10)

2010-11
Approved

Outlay

Total
Release +

App.
Outlay for
2010-11

Balance
available

2011

MNREGA 100000.00 12661.22 30000.19 32052.69 74714.10 40100.00 11481.10 -14814.10

SGSY 17803.00 1697.06 2338.00 2018.48 6053.54 2984.00 9037.54 8765.46

DRDA 212.00 250.00 292.00 249.98 791.98 405.00 1196.98 -984.98

IAY 26882.21 3885.53 8800.00 8668.33 21353.86 10000.00 31353.86 -4471.65

PMGSY 43251.07 1000.00 15280.00* 15840.00* 42120.00 22000.00* 64120.00 -4368.93

PURA 280.00 0.00 0.01 0.00 0.01 124.00 124.01 155.99

Trg. (NIRD) 105.00 10.00 16.81 15.00 41.81 105.00 146.81 -41.81

CAPART 250.00 58.54 52.20 50.00 160.74 100.00 260.74 -10.74

Mgt. Support
to RD 
Programme 550.00 58.51 71.81 63.23 193.55 120.00 313.55 236.45

BPL Census 0.00 0.00 0.00 0.00 0.00 162.00 162.00 -162.00

SGRY 5600.00 3675.57 7500.00 0.00 11175.57 0.00 11175.57 0.00

Total 194933.28 33296.43 64351.02 58957.71 156605.16 76100.00 232705.16 -15696.31

Source : Grameen Bharat : A monthly Newsletter of MoRD, Vol. 8, Issue 71, May 2010

It is clear from this table that in the 11th 
Plan out lay under different developmental 
schemes Rs 100000,00 Crores was allocated 
under Mahatma Gandhi Rural Employment 
Guarantee Act(MNREGA),Rs 17803.00 
Crores under Swaran Jyanti Gram Swarozgar 
Yojna (SGSY), Rs 212.00 cores under District 
Rural Development Agency(DRDA),Rs 
26882.21 crores under Indira Awas Yojna (IAY) 
,Rs 43251.07 crores under Pradhan Mantri 
Sadak Yojna (PMGSY),s2.80.00 crores under 
PURA,Rs105.00 crores under Training(NIRD) 
component,Rs250.00 crores under Council for 
Advancement of People’s Action and Rural 
Technology( CAPART),Rs 55000 crores under 
Management support to Rural Development 

,Rs 5600.00 cores under Sampoorna Gramin 
Rozgar Yojna(SGRY) respectively. And for all 
these schemes in the year 2007-08 the total 
funds were released to the total of Rs 33296.43 
crores, which increased to Rs 64351.02 during 
the year 2008-09, in the year 2009-10 it 
released to the tune of Rs 58957.71 
respectively. Out of total approved outlay is Rs 
232705.16 crores has been spent and Rs 
15696.31 crores is balanced. Initially, the 
National Rural Employment Guarantee Act of 
2005 covered 200 districts-known as Phase I 
districts, and in 2006-07 this was extended to 
cover 130 additional districts known as the 
Phase II districts. The details have been given 
below -
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The above Table reflects that during 2006-
07 against the total available funds of Rs. 
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durable assets in rural India. This project has a 
formidable impact on rural India by providing 
employment to 41 million households in year 
2010-11.Also, It has strengthed the social and 
gender equalty dimensions as 23% workers 
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alleviation has to be based on increasing the 
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The above table clearly reflects that since 
after the enactment, MNREGA has proved to 
be a boon to 118440058 households in the 
country. Out of these, 24435989 households 
belong to SCs , 16053893 households belong 
to STs and others account to 77950176 
households. Thus the percentage share of SC 
households is 20.63, that of STs is 13.55 and 
the remaining households have 65.82 percent 
share.In states like Nagaland the total share of 
STs and SCs households is 92.05 percent of 
the total, in Mizoram it is 60.87, in Meghalaya it 
is 93.66 and in Punjab it is 76.16 percent. This 
shows that there are many states of the 
country in which the implementation of 
MNREGA has caused benefits to SC and St 
population in large thereby causing a rise in 
their earning potential.As a result of 
maintenance of transparency, the households 
that are in receipt of Job Cards can claim their 
right to work under this Act. In case of any 
discrepancy, complaints can be lodged and the 
matter can be brought subject to Grievance 
Redressal Mechanism.Still a long way is yet to 
be covered so that each and every rural 
household reaps the harvests of this Act.

Conclusion

In the present era of Globalisation and cut-

throat competition prevailing in the international 

scenario, developing countries like India cannot 

achieve a stable and steady growth unless 

Rural Economy is strengthened to the 

optimum possible extent.MNREGA is indeed 

an unprecedented piece of legislation that has 

changed the face of rural India , to a large 

extent, over past few years. Some of the 

positive impacts of this Act include -

• Check on migration of rural workers to 

urban areas.

• Greater Employment opportunities to 

SCs, STs, OBC and BPL families for 

achieving Poverty Alleviation and 

Employment Generation in a more 

balanced way.

• This Act has now got a Nation wide 

coverage, covering all the prominent 

districts of India.It started with an initial 

outlay of $2.5bn (Rs 11300cr) in year 

2006-07.But the Total Outlay has crossed 

29.29 bn $ mark upto the year 2010-11.

Cumulative Number of households that have been issued Job Cards (till June 2011)

S.N. STATE SCs STs Others Total

21 PUNJAB 631257 298 197691 829246

22 T.N. 2155891 127185 5591497 7874573

23 SIKKIM 3869 28121 43635 75625

24 MANIPUR 7796 172577 158053 338426

25 J & K 51989 72224 333340 457553

26 GOA 667 6625 16236 23528

27 ARUNACHAL PRADESH 21 34693 645 35359

28 LAKSHADWEEP 2 6684 78 6764

29 AND. & NIC. 4 747 51021 51772

30 PUDUCHERRY 18079 62 45276 63417

31 DAMAN & DIU 0 0 0 0

32 DADRA&NAGAR HAVELI 0 0 1 1

33 ANDHRA PRADESH 2878268 1353033 7471821 11703122

34 CHANDIGARH 1 1 2 4

GRAND TOTAL 24435989 16053893 77950176 118440058

Source: official website of MNREGA – www.nrega.nic.in.
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days of employment per districts have been 
generated. Out of total 90.51 Crore person 
days, the share of Scheduled Castes was 
22.95 Crore person days (25.36%) and 
Scheduled Tribes was 32.99 (36.45%) 
constituting a total of 55.94 Crore person days 
for SCs/STs which comes to about 62%. As per 
the MNREGA, the share of women person 
days should be 1/3rd and the same was 36.79 
Crore person days, which is about 41%. During 
2007-08 (up to September 2007), 1.97 Crore 
households have demanded employment and 
1.88 Crore households have been provided 
employment. A total of 56.14 Crore person 
days of employment has been generated 
under the Programme. Out of this, the share of 
Scheduled Castes is 14.70 Crore person days 
(26.18%) and Scheduled Tribes is 18.44 Crore 
person days (32.84%) constituting a total of 
33.14 Crore person days, which is about 
59.03% of total. The share of women is 26.61 
Crore person days, which is 47.40%.

Funding

MNREGA started with an initial outlay of 
$2.5bn (Rs 11300cr) in year 2006-07.The 
funding has considerably been increased as 
shown in the table below :

This clearly shows that the total outlay of 

Year
Total Outlay

(T.O.)

Wage Expenditure

(Percent of T.O.)

2006-07 $2.5bn 66

2007-08 $2.6bn 68

2008-09 $6.6bn 67

2009-10 $8.68bn 70

2010-11 $8.91bn 71

MNREGA has increased with the passage of 
time and the percentage of wage expenditure 
on Total outlay is increasing thereby causing 
maximum benefits to pass to the pockets of the 
real beneficiaries.

Cumulative Number of households that have been issued Job Cards (till June 2011)

S.N. STATE SCs STs Others Total

1 ORISSA 1161119 1703542 3177617 6042278

2 RAJASTHAN 1614122 1619291 6688650 9922063

3 CHATTISGARH 450761 1409848 2309937 4170546

4 JHARKHAND 537425 1474271 1941921 3953617

5 MADHYA PRADESH 1847312 2507132 7206577 11561021

6 TRIPURA 108063 227842 250821 586726

7 MAHARASHTRA 505255 714437 4643962 5863654

8 GUJARAT 344407 1277046 2352995 3974448

9 WEST BENGAL 3061806 838625 6914170 10814601

10 KERALA 366614 93122 2455959 2915695

11 KARNATAKA 921071 446905 3905342 5273318

12 BIHAR 2752905 164621 8462470 11379996

13 MIZORAM 52 183341 11916 195309

14 HARYANA 298761 88 293363 592212

15 H.P. 293981 64312 694429 1052722

16 U.P. 3984096 155673 8962471 13102240

17 NAGALAND 3380 331922 28926 364228

18 ASSAM 228789 617950 2977400 3824139

19 UTTARAKHAND 204176 35579 735565 975320

20 MEGHALAYA 4050 386096 26389 416535
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days of employment per districts have been 
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days, the share of Scheduled Castes was 
22.95 Crore person days (25.36%) and 
Scheduled Tribes was 32.99 (36.45%) 
constituting a total of 55.94 Crore person days 
for SCs/STs which comes to about 62%. As per 
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person days (32.84%) constituting a total of 
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Customer Satisfaction with regard to
Selected L.I.C. Policies

Abstract

In this study, an attempt is made firstly to study the socio-economic profile of sample policy holders. The 

socio-economic profile of the people helps in assessing the peoples' living standards, affordability, their 

attitudes, and tastes etc., which also influence the Life Insurance Policies purchasing behavior of customers 

of a particular area. From the results of this study, social values, education standards, occupations, types of 

families, size of the families, income sources, annual income, their share of expenses from the income, 

savings, investments of their savings in different ways, their routes to sources for getting awareness about 

life insurance policies, selection of insurance policies their opinions about life insurance etc., are analysed. 

This study aims at measuring the levels of satisfaction of the sample policyholders with regard to policy 

features, services and practices adopted by L.I.C. of India, in general and Sakchi branch, in particular.

Keywords : social values, monopoly standards, customer need

Introduction

Customer satisfaction is a level of 
person's state resulting from comparing a 
product services' perceived performance in 
relation to the person's expectations. Thus, the 
satisfaction level of customer is a function of 
the difference between the perceived 
performance and expectations. These 
expectations are formed on the basis of the 
buyer's past experience statements made by 
friends, and associates and marketer and 
competitor information and promises. If 
marketers raise expectations too high, the 
buyer is likely to be disappointed, on the other 
hand, if the company sets expectations too low 
it will not attract enough buyers although it will 
satisfy those who buy. Some of today's most 
successful companies are raising expectations 
and delivering performances to match. These 
companies are aiming for total customer 
satisfaction.

Life Insurance Business in India

Life Insurance Corporation of India has 
been one of the pioneering organizations in 
India since 1956. It has been rendering 
yeoman services right from its  nationalisation. 
The life insurance market was nationalised in 
1956 through the amalgamation of 245 private 
companies both foreign and domestic. The 

resultant entity became a government 
regulated monopoly with a basic objective to 
create a mechanism through which Indians 
could generate savings. Today the company 
has above 2000 branches and 5,00,000 sales 
agents across the country. Prior to 
nationalisation though there were many private 
insurance companies that were rendering 
services only to a few sections and segments. 
L.I.C. of India put its concerted efforts to reach 
different types of customers, segments by 
introducing different types of policies with new 
and innovative features.

L.I.C's strong performance over the past 
50 years is indisputable. The L.I.C has 60 to 80 
million outstanding life insurance policies. This 
is impressive even by monopoly standards 
thus indicating that the L.I.C. has invested a 
significant amount of time and resources in 
educating the market and earning the 
customers' trust over last nearly five decades. 
The ratio of total life insurance premiums 
relative to general insurance premiums is yet 
another indicator of the extent to which the 
L.I.C, has been able to tap the Indian market 
and sell the concept of life insurance.

Privatisation of Insurance Business

A company that has been the sole 
provider of a service for decades suddenly 
dropped into an environment of fierce 
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• Upto June 2011, as many as 118440058 

households have been issued Job Cards. 

This is indeed a big achievement.

• MNREGA  has ensured a great  
participation of female workers.The Act 
has clearly laid down that at least one-third 
of the beneficiaries should be women.

• To ensure Transparency, social Audits are 
conducted periodically and a nation wide 
assessment of MNREGA has been 
encouraged by the Ministry of Rural 
Development. The official website of 
MNREGA is also updated on regular 
basis.

Despite all odds, MNREGA is likely to 
change the face of Rural India and the nation 
will prosper by leaps and bounds if the 
implementation is done at the ground level 
without any fraud or embezzlement of fund.
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Age Group of Sample Policy Holders

Age is the primary deciding factor in fixing 
the premium rates of policies. It is the general 
trend that the premium rates increases as the 
age of the proponent increases. Some policies 

arc restricted to certain age groups only. For 
example "Bima Kiran" policy can be given to 
the age group 18 to 35 only. Table 1 depicts the 
age group of the respondents.

From the Table 1 it is clearly evident that 

the majority of the respondents i.e. 80% in 

Money Back Policies and 62.5% in 

Endowment Policy are in the age group of 20 to 

40 years. There is one respondent in the age 

group of below 20 years and 14 in the age 

group of above 40 years in Endowment policy. 

On the whole it can be concluded that the 

people between 20 - 40 age group being 

attracted towards insurance policies.

Gender-wise Distribution of Sample 
Respondents - In the developing country like 
India, people still believe that the bread winner 
is the father, whose death causes greater loss 
which is irrecoverable to the family. So also the 
insurance business share also shows male 
domination. In some nuclear families, where 
both husband and wife are employees, 
insurance cover attracts both the couple. 
Gender-wise distr ibut ion of  sample 
respondents is given in Table 2.

Table 1
Age Wise Distribution of Sample Respondents

Age group (in
years)

Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Below 20 - - 1 2.5

20 - 30 21 53 6 15

30 - 40 11 27 19 47.5

Above 40 08 20 14 35

Total 40 100 40 100

Source : Complied from Questionnaire data

Table 2
Gender wise Distribution of Sample Respondents

Gender
Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Male 37 92.5% 34 85%

Female 03 7.5% 06 15%

Total 40 100 40 100

Table 2 reveals that 92.5% respondents of 

Money Back Policy and 85% respondents of 

Endowment policy were males 7.5% 

respondents of Money Back policies and 15% 

respondents of Endowment policy are female. 

This clearly indicates the status of men, who 

are the breadwinner of the family and also of 

the females who are dependents on their 

husbands. Dependence on husband's income 

restricts taking policies by their female 

counterparts.

Marital Status of Sample Respondents

Marital Status of the Sample respondents 
explains the insurance business coverage in 
the life styles of the people. Unlike foreign 
countries the marital status of the people in 
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competition. Companies that lack competitors 
are accustomed to a different set of business 
challenges and have different matrices of 
success than companies that are constantly 
grappling for market share and leadership, this 
is not to say that when markets deregulated the 
incumbent provider shrivels up and dies. An 
incumbent's post deregulation success 
depends on a variety of factors including 
market size and growth, consumer behavior, 
the number and power of new entrants and 
degree of regulator involvement. Further, the 
incumbent's attitude and approach to deregulation 
can dictate to what extent it maintains its 
profitability and market presence. Sometimes, 
the monopoly player fails to realise in time that 
it needs to change the way it participates in the 
market to remain a viable competitor and the 
natural assumption is that monopoly providers 
have been slow, bureaucratic, inefficient and 
lacking about customer needs for so long that 
they will undoubtedly become defunct once the 
pack of quick, innovative, customer facing 
competitors pounce. Therefore, there is a need 
to look back, review and evaluate its own 
strengths and weaknesses in the light of these 
changes in the environment. Competition will 
also be followed by regulations to ensure fair 
play amongst the constituents of the industry. 
The Insurance Regulatory and Development 
authority (I.R.D.A) which is formed to set 
guidelines for entry of other organisations into 
insurance sector would go in for a phase-wise 
approval for giving licenses to the new 
insurance companies. Over 20 private 
companies are likely to seek licenses from 
I.R.D.A to commence insurance business in 
India. So far many of the Indian corporate 
houses have already affected preliminary tie-
ups for entry in to insurance sector. These 
include Tata group, Hindustan Time's group, 
Max India, Among others some of the foreign 
players include Prudential life, Allianz, A.I.G., 
Canada Life, Zurich Insurance, Commercial 
Union, New York Life, Royal and Sun alliance 
etc.

Materials and Methods

The study is based on both secondary and 
primary data. Secondary data relating to 
number of policy holders, premium collections, 
settlement of claims, financial performance 
etc., was collected from annual reports, 
manuals and unpublished records of L.I.C. of 

India, Sakchi Branch, Personal interviews 
were conducted with the officials of the branch 
to elicit the relevant information. The primary 
data with regard to levels of satisfaction of 
policy holders was generated by administering 
questionnaire to the sample policyholders. 
Direct interview technique was adopted in the 
process of collecting primary data. For the 
purpose of this study, only two schemes of 
L.I.C. plans viz, "Money Back Plans" and 
"Endowment" plans arc selected. The reason 
for this is being the wider acceptability of these 
two schemes by the policyholders of this 
branch under reference. A sample 80 
policyholders are selected for the purpose of 
this study, out of which 40 respondents 
represent "Endowment" plan and the other 40 
"Money Back Plans". In order to bring out the 
differences among various groups of 
policyholders, sample was selected to 
represent different cross-sections of the 
customers, such as employees, businessmen 
and others.

Results and Discussions

In this study, an attempt is made firstly to 
study the socio-economic profile of sample 
policy holders. The socio-economic profile of 
the people helps in assessing the peoples' 
living standards, affordability, their attitudes, 
and tastes etc., which also influence the Life 
Insurance Policies purchasing behavior of 
customers of a particular area. From the 
results of this study, social values, education 
standards, occupations, types of families, size 
of the families, income sources, annual 
income, their share of expenses from the 
income, savings, investments of their savings 
in different ways, their routes to sources for 
getting awareness about life insurance 
policies, selection of insurance policies their 
opinions about life insurance etc., are 
analysed.

Apart from the above, this study aims at 
measuring the levels of satisfaction of the 
sample policyholders with regard to policy 
features, services and practices adopted by 
L.I.C. of India, in general and Sakchi branch, in 
particular. Accordingly, this paper is divided 
into two sections A and B. Section "A" deals 
with the profile of policy holders while section 
"B" measures the levels of customer 
satisfaction.
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Age Group of Sample Policy Holders

Age is the primary deciding factor in fixing 
the premium rates of policies. It is the general 
trend that the premium rates increases as the 
age of the proponent increases. Some policies 

arc restricted to certain age groups only. For 
example "Bima Kiran" policy can be given to 
the age group 18 to 35 only. Table 1 depicts the 
age group of the respondents.

From the Table 1 it is clearly evident that 

the majority of the respondents i.e. 80% in 

Money Back Policies and 62.5% in 

Endowment Policy are in the age group of 20 to 

40 years. There is one respondent in the age 

group of below 20 years and 14 in the age 

group of above 40 years in Endowment policy. 

On the whole it can be concluded that the 

people between 20 - 40 age group being 

attracted towards insurance policies.

Gender-wise Distribution of Sample 
Respondents - In the developing country like 
India, people still believe that the bread winner 
is the father, whose death causes greater loss 
which is irrecoverable to the family. So also the 
insurance business share also shows male 
domination. In some nuclear families, where 
both husband and wife are employees, 
insurance cover attracts both the couple. 
Gender-wise distr ibut ion of  sample 
respondents is given in Table 2.

Table 1
Age Wise Distribution of Sample Respondents

Age group (in
years)

Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Below 20 - - 1 2.5

20 - 30 21 53 6 15

30 - 40 11 27 19 47.5

Above 40 08 20 14 35

Total 40 100 40 100

Source : Complied from Questionnaire data

Table 2
Gender wise Distribution of Sample Respondents

Gender
Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Male 37 92.5% 34 85%

Female 03 7.5% 06 15%

Total 40 100 40 100

Table 2 reveals that 92.5% respondents of 

Money Back Policy and 85% respondents of 

Endowment policy were males 7.5% 

respondents of Money Back policies and 15% 

respondents of Endowment policy are female. 

This clearly indicates the status of men, who 

are the breadwinner of the family and also of 

the females who are dependents on their 

husbands. Dependence on husband's income 

restricts taking policies by their female 

counterparts.

Marital Status of Sample Respondents

Marital Status of the Sample respondents 
explains the insurance business coverage in 
the life styles of the people. Unlike foreign 
countries the marital status of the people in 
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The data of Table 5 reveals that the 
respondents under both the policy categories, 
i.e., Money Back and Endowment 25% each 
respectively were private employees. This 
indicates that both the policies are popular 
among private employees. It is interesting to 
note that the Money Back Plans were more 

popular than Endowment policies among the 
businessmen. When enquired about the 
reasons for the same, it was revealed that the 
risk coverage and return of money in regular 
intervals of Money Back Plans made it more 
attractive than Endowment to them.
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policy holders, because there is an intricate 
linkage between occupation and income of 
policy holders. The relevant data relating to 

occupational background of the policy holders 
is shown in the Table 5

Table 5
Occupational Background of Sample Respondents

Occupation
Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Govt. 06 15.00 9 22.50

Employee

Private 10 25.00 10 25.00

Employee

Business 18 45.00 7 17.50

Others 06 15.00 14 35.00

Total 40 100 40 100

Source : Compiled from Questionnaire data

Source : Compiled from Questionnaire data

Table 6
Income - Wise Distribution of Sample Respondents

Annual Income
(in Rs.)

Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Less than 1,00,000 07 17.50 03 7.50

1,00,000 - 2,00,000 16 40.00 18 45.00

2,00,000 - 3,00,000 09 22.50 11 27.50

3,00,000 & above 08 22.00 08 22.00

Total 40 100 40 100

Distribution of Policy Holders on the Basis 

of Annual Income

Annual Income of the family decides the 

life pattern and buying behaviour of the family 

members, and consequently influences the 

insurance business. The Table 6 shows 

distribution of sample policyholder on the basis 

of annual family incomes.

The major portion of the sample 
respondents were in the middle income group 
of Rs. 1,00,000 to 2,00,000 followed by Rs. 
2,00,000 to 3,00,000 higher income group. 
20% of each policy respondents were in the 
income group of above Rs .3,00,000 under 
both the categories. 17.50% of Money Back 
respondents and 7.50% of endowment 
respondents were in the low income group of 
Rs. 1,00,000 or less.
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India influences the insurance business to a 
greater extent. It is because in India people 
believe in moral values and are bound to family 

sentiments. Table 3 shows the marital status of 
sample respondents.

Table 3
Martial Status of Sample Respondents

Marital
Status

Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Married 36 90% 38 95%

Unmarried 04 10% 01 2.5%

Widowed -- -- 01 2.5%

Total 40 100 40 100

From Table 3 it can be interpreted that 
90% of Money Back Plans respondents and 
95% endowment respondents were married. 
10% of the Money Back Plans respondents 
and 2,5% endowment respondents were un-
married 2.5% of endowment respondents 
belonged to widow category. This clearly 
shows that only those who have married and 
settled in the life are getting attracted towards 
the L.I.C. policies while un-married are 
indifferent as well as not able to afford.

Educational Background of Sample 
Respondents

The educational qualification of the 
respondents influences the purchasing 
behavior of insurance policies not only in the 
quantity but in quality also. But in Sakchi 
Branch preview the main business is procured 
from the Businessmen, TISCO and govt. 
employees, and majority of them are literates 
having standard education. Table 4 shows the 
education standards of sample respondents.

An analysis of Table 4 reveals that there is 
a close relationship between educational 
background of policy holders and interest in 
LIC policies. Majority of policy holders in case 
of both the types of policies were either 
matriculates or graduates. Further, it is clear 
that there is a shift from traditional endowment 

policy to new Money Back Plans type of 
policies. This was because of new features 
and benefits in new policies.

Occupation-wise Distribution of Policy 
Holders 

Occupation particularly in the Indian 
environment indicates the economic status of 

Table 4
Educational Background of Sample Respondents

Educational
Qualifications

Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Illiterate - - 01 2.50

Primary Education - - 02 5.00

Secondary 14 35.00 12 30.00

Education

Graduation 24 60.00 23 57.50

Others 2 5.00 02 5.00

Total 40 100 40 100

Source : Complied From Questionnaire data
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Table 9
Payment Pattern of Insurance Premium by the Sample Respondents

Particulars Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Regular 32 80.00 38 95.00

Irregular 08 20.00 02 05.00

Total 40 100 40 100

Reasons

Don't know - - - -

Payment 01 12.5 - 50.00
Schedule

Forgot to pay 02 25.00 1 -

Lack to pay 01 12.50 - -
communication

Agents not 03 37.50 1 50.00
reminded

Other reasons 01 12.50 - -

Total 08 100 02 100
Source : Complied from Questionnaire data

The Table 9 reveals that 80% of Money 
Back policy respondents and 95% of 
Endowment Policy respondents were regular 
in the payment of premium, where as 20% and 
5% were irregular respectively. The reasons 
for irregularity in payment of premium by 
sample respondents are attributed to agents' 
ignorance in reminding them, and forgetting 
and lack of communication from the branch 
office etc., and they had experience of paying 
penal interest. This indicates that most of the 
Money Back policies were under ordinary 
mode of payment and attracted penal interest 
while Endowment Policies were under SSS 
mode and on which no penal interest was 
collected.

Levels of Satisfaction

As it was already pointed out that the 
purpose of any business including insurance 
business is the customers and their 
satisfaction. Measuring levels of satisfaction is 
qualitative aspect and poses different 
problems in the process. Therefore a five point 
scale has been adopted in the study. About 14 
factors were identified to measure the levels of 
satisfaction of sample respondent as shown in 
Table 10.

A - Highly Satisfied

B - Satisfied

C - Neither Satisfied nor Dissatisfied

D - Dissatisfied

E - Highly Dissatisfied

Table 10
Levels of Satisfaction of Money Back Policies Sample Policy Holders

Factors
No. of Respondents % of Total

A

1. Policy Features 8 25 7 - - 20.00 62.50 17.50 - -

2. Risk Coverage 24 13 2 1 - 60.00 32.50 5.00 2.50 -

3. Rate of Return 2 6 23 9 - 5.00 15.00 57.50 22.50 -

B C D E A B C D E
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Source : Compiled from Questionnaire data

Table 7
Saving Pattern of the sample Respondents

Annual Income
(in Rs.)

Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Up to 10,000 02 5.00 01 2.50

10,000 - 30,000 10 25.00 11 27.250

30,000 - 60, 000 08 20.00 13 32.50

60,00 - 90,000 14 35.00 09 22.50

90,000 & above 06 15.00 06 15.00

Total 40 100 40 100

Saving Pattern of Policyholders

Table 7 depicts the saving pattern of the 
sample respondents. The analysis of savings 
patterns of the respondents indicates that 35% 
of the respondents were saving an income 
ranging from Rs. 60,000 to 90,000 in case of 
Money Back policyholders while it was 32.50% 

in the income group of Rs. 30,000 to 60,000 in 
case of endowment policyholders. The 
proportion of savings group of above Rs. 
90,000 in case of both the policies was 15% 
each. It can be inferred that people with higher 
levels of savings only are attracted towards 
insurance policies.

Table 8
Investments Pattern of the Sample Respondents

Source : Complied from Questionnaire data

Investments
of Savings in

Rs.

Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Lending 05 12.50 05 12.50

Deposit in Banks 25 62.50 27 67.50

Securities 09 22.50 06 15.00

Business Expansion 01 2.50 02 5.00

Total 40 100 40 100

Investment Pattern of Sample Policy 
Holders

An attempt was also made to make a 

study of investment pattern by the sample 
respondents. The relevant data is given in 
Table 8.

From the data of Table 8 it is evident that a 

majority of policyholders preferred deposit in 

banks and chits when compared to other forms 

of investments. It was almost equal in case of 

Money Back Plans with 62.5% and 67.5% in 

case of Endowment policyholders. This 

indicates the attractiveness of other investment 

opportunities when compared to insurance 

business. Therefore it is imperative on the part 

of L.I.C. of India to introduce more innovative 

and investment features in its policies not only 

to attract customers towards insurance 

business but also to make insurance business 

more competitive.

Payment Pattern of Insurance Premium by 

the Sample Policy Holders

The Table 9 exhibits about the sample 

respondents' promptness in paying premium, 

and causes for irregular payment, informing 

and reasons for the same.



Anusandhanika / Vol. III / No. II / July 2011

Table 9
Payment Pattern of Insurance Premium by the Sample Respondents

Particulars Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Regular 32 80.00 38 95.00

Irregular 08 20.00 02 05.00

Total 40 100 40 100

Reasons

Don't know - - - -

Payment 01 12.5 - 50.00
Schedule

Forgot to pay 02 25.00 1 -

Lack to pay 01 12.50 - -
communication

Agents not 03 37.50 1 50.00
reminded

Other reasons 01 12.50 - -

Total 08 100 02 100
Source : Complied from Questionnaire data

The Table 9 reveals that 80% of Money 
Back policy respondents and 95% of 
Endowment Policy respondents were regular 
in the payment of premium, where as 20% and 
5% were irregular respectively. The reasons 
for irregularity in payment of premium by 
sample respondents are attributed to agents' 
ignorance in reminding them, and forgetting 
and lack of communication from the branch 
office etc., and they had experience of paying 
penal interest. This indicates that most of the 
Money Back policies were under ordinary 
mode of payment and attracted penal interest 
while Endowment Policies were under SSS 
mode and on which no penal interest was 
collected.

Levels of Satisfaction

As it was already pointed out that the 
purpose of any business including insurance 
business is the customers and their 
satisfaction. Measuring levels of satisfaction is 
qualitative aspect and poses different 
problems in the process. Therefore a five point 
scale has been adopted in the study. About 14 
factors were identified to measure the levels of 
satisfaction of sample respondent as shown in 
Table 10.

A - Highly Satisfied

B - Satisfied

C - Neither Satisfied nor Dissatisfied

D - Dissatisfied

E - Highly Dissatisfied

Table 10
Levels of Satisfaction of Money Back Policies Sample Policy Holders

Factors
No. of Respondents % of Total

A

1. Policy Features 8 25 7 - - 20.00 62.50 17.50 - -

2. Risk Coverage 24 13 2 1 - 60.00 32.50 5.00 2.50 -

3. Rate of Return 2 6 23 9 - 5.00 15.00 57.50 22.50 -

B C D E A B C D E

-41-Anusandhanika / Vol. III / No. II / July 2011-40-

Source : Compiled from Questionnaire data

Table 7
Saving Pattern of the sample Respondents

Annual Income
(in Rs.)

Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Up to 10,000 02 5.00 01 2.50

10,000 - 30,000 10 25.00 11 27.250

30,000 - 60, 000 08 20.00 13 32.50

60,00 - 90,000 14 35.00 09 22.50

90,000 & above 06 15.00 06 15.00

Total 40 100 40 100

Saving Pattern of Policyholders

Table 7 depicts the saving pattern of the 
sample respondents. The analysis of savings 
patterns of the respondents indicates that 35% 
of the respondents were saving an income 
ranging from Rs. 60,000 to 90,000 in case of 
Money Back policyholders while it was 32.50% 

in the income group of Rs. 30,000 to 60,000 in 
case of endowment policyholders. The 
proportion of savings group of above Rs. 
90,000 in case of both the policies was 15% 
each. It can be inferred that people with higher 
levels of savings only are attracted towards 
insurance policies.

Table 8
Investments Pattern of the Sample Respondents

Source : Complied from Questionnaire data

Investments
of Savings in

Rs.

Money Back Plans Endowment

No. of
Respondents

% of Total No. of
Respondents

% of Total

Lending 05 12.50 05 12.50

Deposit in Banks 25 62.50 27 67.50

Securities 09 22.50 06 15.00

Business Expansion 01 2.50 02 5.00

Total 40 100 40 100

Investment Pattern of Sample Policy 
Holders

An attempt was also made to make a 

study of investment pattern by the sample 
respondents. The relevant data is given in 
Table 8.

From the data of Table 8 it is evident that a 

majority of policyholders preferred deposit in 

banks and chits when compared to other forms 

of investments. It was almost equal in case of 

Money Back Plans with 62.5% and 67.5% in 

case of Endowment policyholders. This 

indicates the attractiveness of other investment 

opportunities when compared to insurance 

business. Therefore it is imperative on the part 

of L.I.C. of India to introduce more innovative 

and investment features in its policies not only 

to attract customers towards insurance 

business but also to make insurance business 

more competitive.

Payment Pattern of Insurance Premium by 

the Sample Policy Holders

The Table 9 exhibits about the sample 

respondents' promptness in paying premium, 

and causes for irregular payment, informing 

and reasons for the same.
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Table 11
Levels of Satisfaction of Endowment Policy Sample Respondents

Factors
No. of Respondents % of Total

A

1. Policy Features 6 22 2 2 - 15.00 55.00 25.00 5.00 -

2. Risk Coverage 12 21 - - - 30.00 52.50 17.50 - -

3. Rat of Return 8 7 3 3 - 20.00 17.50 55.00 7.50 -

4. Settlement of Claims 3 11 2 2 - 7.50 27.50 60.00 5.00 -

5. Quick Service 1 25 4 4 - 2.50 62.50 25.00 10.00 -

6. Location of the LIC Branch 20 16 - - - 50.00 40.00 10.00 - -

7. Basic Amenities in the Branch 6 26 - - - 50.00 40.00 10.00 - -

8. Premium rates of Policies 1 16 11 11 - 2.50 40.00 30.00 27.50 -

9. Agents services 3 13 7 7 - 7.50 32.50 42.50 17.50 -

10. Courtesy of LIC Staff 3 19 2 2 - 7.50 47.50 40.00 5.00 -

11. Loan Facility 10 17 - - - 25.00 42.50 32.50 - -

12. Institutional Guidance - 4 - - - - 10.00 90.00 - -

13. Working hours of Branch 1 32 - - - 2.50 80.00 17.50 - -

14. Service on lapsed policies - 12 - - - - 30.00 70.00 - -

B C D E A B C D E

Source : Complied from Questionnaire Data

Though, on the whole, the situation is 
satisfactory now after the entry of multi national 
companies into insurance business will 
definitely change the perception of 
policyholders and create problems. It is in the 
interest of the policyholders, the L.I.C. and also 
in the interest of the nation to preempt the 
maneuvers of multi national companies and 
take necessary steps to maintain customer 
relationship by adding innovative features and 
transfer the benefits to the customers.
Suggestions

On the basis of the major findings of the 
study the following suggestions are offered for 
the improvement of service and performance 
of the L.I.C, in general, and Sakchi branch of 
LIC, in particular.
1. Majority of the irregular premium payers 

complained that they are not being 
informed timely either by the agents or by 
L.I.C. branch office. Therefore the 

corporation needs to take special care in 
sending intimation cards SMS" facility to 
the policyholders promptly and regularly 
with regard to payment of premium etc.

2. Unwanted delays in maturity claims and 
death claims settlement tarnish the image 
of L.I.C. to a greater extent. Special 
guidelines by vesting powers to branch 
level officials, and with avoiding 
unnecessary lengthy formalities need to 
be adopted. Depending on the merit of the 
case, death claim settlement has to be 
carried out. For S.S.S. policies employer 
or employees send the premiums 
monthly. In the process, there is no direct 
connection of policyholders with L.I.C. 
office about the premium being sent and 
credited to their policies.

3. Agent is the first line underwriter on behalf 
of the corporation, in identifying the right 
customer for right policy for the right need. 
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An examination of Table 10 reveals that on 

the whole about 41% of the sample 

policyholders in case of Money Back policy 

were satisfied while a significant portion i.e. 

35.35% were indifferent. Only 6.5% of the 

respondents were dissatisfied. The levels of 

satisfaction were highest with regard to policy 

features and basic amenities in the branch 

followed by other services such as quick 

service, and courtesy of staff. The factors 

responsible for higher levels of indifference 

were loan facility (65%) followed by settlement 

of claims (57.50%), rate of return (57.50%) and 

service on lapsed policies (57.50%). There 

was no single case of higher dissatisfaction 

among the policyholders. The policyholders 

were not happy with regard to rate of return and 

agents on their investment service.

A close look at Table 11 reveals that levels 

of satisfaction among sample respondents of 

Endowment policy also shows a similar 

pattern. It is clear that about 44.00% of 

policyholders on an average were satisfied 

with regard to Endowment policy, while 

38.21% of respondents were indifferent. Only 

5.54% were dissatisfied. Among the factors 

which were responsible for satisfaction, 

include working hours of branch (80%), basic 

amenities in the branch (65%), quick service 

(62.50%), policy features (55%), risk coverage 

(52.50%) etc. with regard to institutional 

guidance (90.00%) the policyholders were 

indifferent followed by service on lapsed 

policies (70%) settlement of claims (60%). 

About 27.50%, 17.50% of the respondents 

were dissatisfied with regard to premium rates 

on policies, agent's services and courtesy of 

staff respectively. In the light of deregulation of 

insurance business in India in the recent past 

and opening up of insurance sector to private 

companies in the domestic and international 

market, the discontentment among the 

policyholders needs serious attention on the 

part of L.I.C.

Source : Compiled from Questionnaire Data

Factors
No. of Respondents % of Total

A B C D E A B C D E

4. Settlement of Claims 3 9 23 5 - 7.50 22.50 57.50 12.50 -

5. Quick Service 4 20 13 3 - 10.00 50.00 32.50 7.50 -

6. Location of the LIC Branch 14 22 4 - - 35.00 55.00 10.00 - -

7. Basic Amenities in the Branch 9 25 6 - - 22.50 62.50 15.0 - -

8. Premium rates of Policies 16 19 4 1 - 40.00 47.50 10.00 2.50 -

9. Agents services 3 17 11 9 - 7.50 42.50 27.50 22.50 -

10. Courtesy of LIC Staff 3 19 13 5 - 7.50 47.50 32.50 12.50 -

11. Loan Facility 3 10 23 1 - 7.50 25.00 62.00 2.50 -

12. Institutional Guidance - 4 36 - - 0 10.00 90.00 - -

13. Working hours of Branch 6 6 7 1 - 15.00 65.00 17.50 2.50 -

14. Service on lapsed policies 2 14 23 1 - 5.00 35.00 57.50 2.50 -
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Abstract

Financial system is the most important institutional and functional vehicle for economic transformation of any 

country. Banking sector is reckoned as a hub and barometer of the financial system. As a pillar of the 

economy, this sector plays a predominant role in the economic development of the country. The geographical 

pervasiveness of the bank coupled with the range and depth of their services make the system an 

indispensable medium in every day transactions. The virtual monopoly of banks in Payment Mechanism 

touches the lives of millions of people every day and every where. Thus the banking sector has been playing 

a significant role as growth facilitator.

Keywords : Banks, Non Performing Assets, Deposits, Credit deposit ratios, Advances

Introduction

A modern industrial society cannot be run 
by self financing of the entrepreneurs. Some 
institutional assistance is necessary to 
mobilize the savings of the community and to 
make them available to the entrepreneurs. The 
people, a large majority of who save in small 
odd lots, also want an institution that can 
ensure safety of their funds together with 
liquidity. Banks assure this with a further 
facility- that the funds can be drawn back in 
case of need. From broader social angle, 
banks act as a bridge between user of capital 
and those who save but cannot use the funds 
themselves. The idle resources of the 
community are thus activated and brought to 
productive use. Besides, the banking system 
has capacity to add to the total supply of money 
by means of credit creation. The bank is a 
dealer in credit- its own and other’s people, it is 
because of the ability to manipulate credit that 
banks are used extensively as a tool of 
monetary policy.

Banks have become a field of raising 
interest of the economy, the banks play a 
special role to minimize the agency cost 
between the borrowers and lenders but banks 
have comparative advantage due to their 

superior capability to provide debt with inside 
information. In short, banking sector plays a 
vital role of catalyst in international business 
due to technology advances in banking sector, 
communication gap and delays in both 
national and international business have really 
narrowed down.

Today, no individual whether he is a 
consumer, businessman, producer or government, 
can do nothing without money. Money performs 
very useful services for all people. So this 
money should be administered with. Today, 
transactions of money and its management 
are mostly done by banks. Therefore 
development of banks is essential. In simple 
form banking activity is very old. In primitive 
age banking activity was prevalent in one or 
other form. The records regarding lending 
activity are available in old Rome, Greece or 
India. Beginning of bank originated from 
acceptance of deposits of goldsmith. 
Therefore, the goldsmith is considered as the 
father of modern banking. The goldsmith used 
to keep a bench or working table of a special 
type for doing his goldsmith work. For bench or 
working table of his type Italian word “BANCO” 
from which derived the word modern banking. 
In some countries of Europe, goldsmith used to 
protect valuable assets viz ornaments of gold 
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But how far this is being fulfilled is a big 
question. The agents have to be properly 
guided and trained by the LIC to make 
them more responsible and accountable 
to the policy holders.

4. As a part of improving policy servicing 
section, the corporation has to send 
intimation letters to the loanee policy 
holders periodically. This facilitates the 
policyholders to know about their loan 
outstanding and interest accrued on it, so 
that the policy holder gets acquainted 
himself with required money. It can also be 
used as a reminder to the policy holder.

5. Vernacular language usage in the 
corporation, in different forms, applications 
and communication will bring the 
corporation closer to the people.

6. Though the corporation gets business 
from its field force i.e. development 
officers and agents, it should not ignore 
the importance of the publicity by various 
media. The days ahead are competitive 
with the introduction of many new private 
companies both from India and abroad. 
There is no doubt that new entrants 
completely depend on the media in the 
initial stages so as to service in the market 
and acquire brand name. It is quite evident 
that today electronic media plays a very 
crucial role and it is very close to people in 
conveying the message effectively and, 
therefore, the corporation has to 
concentrate on this and should act 
accordingly to meet the impending fierce 
competition.

7. Though the corporation encourages the 
sale of long term policies, the changing 
new generation people prefer short term 
policies with a range from 5 years to 10 
years. The corporation's actuarial 
department has to concentrate on this 
trend and formulate the policies 
accordingly to gain and retain the clients.

8. Implementation of L.I.C. banking service 
at all the branches of the corporation will 
be a boon. The corporation may be 
benefited more by this as it may attract the 
investments from its policy holders who 
presently go to banks.

Conclusion
This research study attempted to examine 

customer satisfaction with regard to life 
insurance policies by studying the survey and 
interview results of 80 policyholders of Sakchi 
(Jamshedpur) branch where the survey was 
performed. Findings of the research support 
that there are multiple factors that helps to 
determine customer satisfaction. Further, 
customer satisfaction is influenced by the 
following: the relation between the LIC agents 
and the customers, the practice of attempting 
to assist all customers that come into the 
corporation, the demographic location of the 
corporation, and the age o.f the customers.

After all, it is the customers who are the 
driving force behind the success (or failure) of 
life insurance policies. Further research should 
be done on the topic of customer satisfaction 
with regard to various life insurance policies 
and customer relation management of the LIC.
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at all the branches of the corporation will 
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benefited more by this as it may attract the 
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interview results of 80 policyholders of Sakchi 
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performed. Findings of the research support 
that there are multiple factors that helps to 
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customer satisfaction is influenced by the 
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and the customers, the practice of attempting 
to assist all customers that come into the 
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A second dose of nationalization of 7 more 
commercial banks followed in 1980. The 
stated reason for the nationalization was to 
give the Government more control of credit 
delivery. With the second dose of nationalization, 
the Government of India controlled around 
91% of the banking business in India. Later on, 
in the year 1993, the Government merged New 
Bank of India with Punjab National Bank. It was 
the only merger between nationalized banks 
and resulted in the reduction of the number of 
nationalized banks from 20 to 19. After this, 
until the 1990s, the nationalized banks grew at 
a pace of around 4% closer to the average 

1growth rate of the Indian economy.
After nationalization of banks the 

branches of the public sector banks in India 
rose approximately 800% in deposits and 

2advances took a jump by 11000.
Banking in the sunshine of Government 

ownership gave the public implicit faith and 
immense confidence about the sustainability 
of these institutions. Thus nationalization 
means transferring the ownership or control of 
one or more banks from the shareholders of 
the Government. This is not a new policy for 
the federal Government. Bank regulators have 
stood ready for decades to take over an 
insolvent bank or one on the brink of 
insolvency, if it is not possible to find private 
capital to shore up the bank or find strong 
acquirer. Often applied to small banks, this 
practice has applied even to quite large banks 
in rare circumstances. The issues in question 
today have to do with whether the Government 
should be quicker to do this, whether the 
practice should be more widespread and how 
nationalization should be implemented.
Banking in Jharkhand

The flow of credit in the state is facilitated 
through a multi-agency banking mechanism 
comprising of Commercial banks, Regional 
Rural Banks and Co-operative banks. The 
State has a network of 1883 branches covered 
by 22 public sector banks with 1396 branches, 
12 private sector banks with 65 branches, 2 
Regional Rural Banks with 403 branches, 8 
District Co-operatives banks with 119 
branches and one Land Development Bank as 
on 31st March 2009. The rural and semi-urban 
branches account for 80% of the total 
branches in the state. The average population 
per bank branch in the state was 14286 as 

compared to All India level of 16000.
Allahabad Bank is the convenor bank for 

State Level Bankers Committee in Jharkhand. 
The Lead Bank responsibility has been 
entrusted in the state to Allahabad Bank (2 
districts), State Bank of India (7 districts) and 
Bank of India (15 districts).

The State has 3 tier co-operative credit 
strutucture, comprising Bihar State Co-
operative Bank, 8 DCCB’s and 1332 Primary 
Agricultural Credit Societies as at the end of 
March 2009. Five out of 8 DCCB’s in the State 
are not complying with Section 11 of Banking 
Regulation Act 1949, suffering from resource 

3constranint.
After the formation of the State, no 

separate state Co-operative Bank has so far 
been established in the State hindering the 
flow of short term credit especially crop loan to 
the farmers in the state. The State Government 
is taking necessary step for upgrading 
Dhanbad DCCB as State Co-operative Bank. 
The setting up of State Co-operative Bank in 
the State would not only ensure access of 
DCCB,s to cheaper resources but would also 
ensure availability of credit especially to small 
and marginal farmers at lower rate of interest 
envisaged in the national policy. This would 
help in institutional building process through 
timely guidance to DCCBs in implementing 
programmes of national importance.
Performance Indicators Of Banks In 
Jharkhand

The banking system in the State had Rs 
51385.07 crore of deposits and Rs 122443.87 
crores as advances with a credit deposit ratio 
of 43.86% as on 31st March 2009. Though the 
credit deposit ratio has shown an increasing 
trend in last six years from 27.4% in March 
2002 to 45.32%  on March 2008 but has 
decreased slightly to 43.68% in March 2009. 
Out of 24 districts, 20 districts are having credit 
deposit ratio of less than 40%. Special sub 
committees of DLCC have been constituted in 
these districts to monitor credit deposit ratio 
and draw up monitorable action plans to 
increase credit deposit ratios.

The ground level credit flow in the state 
has increased from Rs 1254.42 crore in 2001-
02 to Rs 8370.07 crore in 2008-09. The share 
of priority sector in the total GLC which was 
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and silver money etc. In return of these 
deposits, they issued receipts. In the beginning 
they charged certain amount from the people 
for protecting these deposits. With the lapse of 
time, specialised institutions performing 
transactions of money emerged which we say 
“BANK”. Banks accept the scattered savings of 
peop le ,  merchants ,  p roducers  and 
government as deposits and pay interest for 
these deposits. Therefore, bank is defined as 
“a financial institution which accepts deposits 
from the public and advances loans to 
merchants, producers, consumers, farmers 
and other needy persons according to set 
norms.” Banks repay when depositors demand 
refund of deposits. So, it can be said that bank 
acts as intermediary between those who save 
and invest. Bank is an important channel 
connecting both of these classes.
Materials and Methods

The focus of the study is to examine the 
pattern of development of banks in the State of 
Jharkhand. While preparing this article both 
primary and secondary sources of information 
have been taken. Various reference books 
have been consulted and materials and data 
on the topic available on website have also 
been taken into consideration.
Results and Discussions
Necessity of Commercial Banks For Economic 
Development
1. A developing economy needs a high rate 
of capital formation to accelerate the tempo of 
economic development. But the economic 
development depends upon the rate of 
savings. Banks offer facilities for keeping 
savings and thus encourage the habits of thrift 
in the society.
2. Not only do the banks encourage savings, 
but they also mobilize savings done by several 
households and make them available for 
production and investments to the entrepreneurs 
in various sectors of the economy. Without 
banks these savings would have remained idle 
and would not have been utilized for productive 
and investment purposes.
3. Allocation of funds or economic surplus 
among different sectors users or producers so 
as to make maximum social return and thus to 
ensure optimum utilization of savings. 
However it may be mentioned, that banks do 
not always work and allocate resources in the 
way that maximises production or social 
welfare. Before nationalization in 1969, the 

banks neglected socially highly desirable 
sectors such as agriculture, small scale 
industries and weaker sections of the society. 
Therefore, it was thought to nationalize them 
so that they should allocate resources in 
socially desirable directions.
4. By encouraging savings and mobilizing 
them from public, banks help to increase the 
aggregate rate of investments in the economy. 
Banks not only mobilize saved funds from the 
public, but they also themselves create 
deposits or credit which serves as money. The 
new deposits are created by the banks when 
they lend money to the investors or other 
users. These deposits are created by the 
banks in excess of cash reserves they obtain 
deposits from the public. These days bank 
deposits especially demand deposits are as 
much good money as the currency issued by 
the government or the central bank. This 
creation of credit, if it is used for productive 
purpose greatly enlarges production and 
investments and thus promotes economic 
growth.
Nationalisation of Banks

Despite the provisions, control and 
regulations of Reserve Bank of India, banks in 
India except the State Bank of India, continued 
to be owned and operated by private persons. 
By the 1960’s, the Indian banking industry had 
become an important tool to facilitate the 
development of the Indian Economy. At the 
same time, it had emerged as a large employer 
and a debate had ensued about the 
nationalization of the banking industry. Indira 
Gandhi, the then Prime Minister of India, 
expressed the intention of the Government of 
India in the annual conference of the All India 
Congress Meeting in a paper entitled “Stray 
thoughts on Bank Nationalisation”. The 
meeting received the paper with enthusiasm. 

Thereafter, her move was swift and 
sudden. The Government of India issued an 
ordinance and nationalized the 14 largest 
commercial banks with effect from the 
midnight of July 19, 1969. Jayaprakash 
Narayan, a national leader of India, described 
the step as a “masterstroke of political 
sagacity”. Within two weeks of the issue of the 
ordinance, the Parliament passed the Banking 
Companies (Acquisition and Transfer of 
Undertaking) Bill and it received the 
presidential approval on 9th August 1969.
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A second dose of nationalization of 7 more 
commercial banks followed in 1980. The 
stated reason for the nationalization was to 
give the Government more control of credit 
delivery. With the second dose of nationalization, 
the Government of India controlled around 
91% of the banking business in India. Later on, 
in the year 1993, the Government merged New 
Bank of India with Punjab National Bank. It was 
the only merger between nationalized banks 
and resulted in the reduction of the number of 
nationalized banks from 20 to 19. After this, 
until the 1990s, the nationalized banks grew at 
a pace of around 4% closer to the average 

1growth rate of the Indian economy.
After nationalization of banks the 

branches of the public sector banks in India 
rose approximately 800% in deposits and 

2advances took a jump by 11000.
Banking in the sunshine of Government 

ownership gave the public implicit faith and 
immense confidence about the sustainability 
of these institutions. Thus nationalization 
means transferring the ownership or control of 
one or more banks from the shareholders of 
the Government. This is not a new policy for 
the federal Government. Bank regulators have 
stood ready for decades to take over an 
insolvent bank or one on the brink of 
insolvency, if it is not possible to find private 
capital to shore up the bank or find strong 
acquirer. Often applied to small banks, this 
practice has applied even to quite large banks 
in rare circumstances. The issues in question 
today have to do with whether the Government 
should be quicker to do this, whether the 
practice should be more widespread and how 
nationalization should be implemented.
Banking in Jharkhand

The flow of credit in the state is facilitated 
through a multi-agency banking mechanism 
comprising of Commercial banks, Regional 
Rural Banks and Co-operative banks. The 
State has a network of 1883 branches covered 
by 22 public sector banks with 1396 branches, 
12 private sector banks with 65 branches, 2 
Regional Rural Banks with 403 branches, 8 
District Co-operatives banks with 119 
branches and one Land Development Bank as 
on 31st March 2009. The rural and semi-urban 
branches account for 80% of the total 
branches in the state. The average population 
per bank branch in the state was 14286 as 

compared to All India level of 16000.
Allahabad Bank is the convenor bank for 

State Level Bankers Committee in Jharkhand. 
The Lead Bank responsibility has been 
entrusted in the state to Allahabad Bank (2 
districts), State Bank of India (7 districts) and 
Bank of India (15 districts).

The State has 3 tier co-operative credit 
strutucture, comprising Bihar State Co-
operative Bank, 8 DCCB’s and 1332 Primary 
Agricultural Credit Societies as at the end of 
March 2009. Five out of 8 DCCB’s in the State 
are not complying with Section 11 of Banking 
Regulation Act 1949, suffering from resource 

3constranint.
After the formation of the State, no 

separate state Co-operative Bank has so far 
been established in the State hindering the 
flow of short term credit especially crop loan to 
the farmers in the state. The State Government 
is taking necessary step for upgrading 
Dhanbad DCCB as State Co-operative Bank. 
The setting up of State Co-operative Bank in 
the State would not only ensure access of 
DCCB,s to cheaper resources but would also 
ensure availability of credit especially to small 
and marginal farmers at lower rate of interest 
envisaged in the national policy. This would 
help in institutional building process through 
timely guidance to DCCBs in implementing 
programmes of national importance.
Performance Indicators Of Banks In 
Jharkhand

The banking system in the State had Rs 
51385.07 crore of deposits and Rs 122443.87 
crores as advances with a credit deposit ratio 
of 43.86% as on 31st March 2009. Though the 
credit deposit ratio has shown an increasing 
trend in last six years from 27.4% in March 
2002 to 45.32%  on March 2008 but has 
decreased slightly to 43.68% in March 2009. 
Out of 24 districts, 20 districts are having credit 
deposit ratio of less than 40%. Special sub 
committees of DLCC have been constituted in 
these districts to monitor credit deposit ratio 
and draw up monitorable action plans to 
increase credit deposit ratios.

The ground level credit flow in the state 
has increased from Rs 1254.42 crore in 2001-
02 to Rs 8370.07 crore in 2008-09. The share 
of priority sector in the total GLC which was 
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and silver money etc. In return of these 
deposits, they issued receipts. In the beginning 
they charged certain amount from the people 
for protecting these deposits. With the lapse of 
time, specialised institutions performing 
transactions of money emerged which we say 
“BANK”. Banks accept the scattered savings of 
peop le ,  merchants ,  p roducers  and 
government as deposits and pay interest for 
these deposits. Therefore, bank is defined as 
“a financial institution which accepts deposits 
from the public and advances loans to 
merchants, producers, consumers, farmers 
and other needy persons according to set 
norms.” Banks repay when depositors demand 
refund of deposits. So, it can be said that bank 
acts as intermediary between those who save 
and invest. Bank is an important channel 
connecting both of these classes.
Materials and Methods

The focus of the study is to examine the 
pattern of development of banks in the State of 
Jharkhand. While preparing this article both 
primary and secondary sources of information 
have been taken. Various reference books 
have been consulted and materials and data 
on the topic available on website have also 
been taken into consideration.
Results and Discussions
Necessity of Commercial Banks For Economic 
Development
1. A developing economy needs a high rate 
of capital formation to accelerate the tempo of 
economic development. But the economic 
development depends upon the rate of 
savings. Banks offer facilities for keeping 
savings and thus encourage the habits of thrift 
in the society.
2. Not only do the banks encourage savings, 
but they also mobilize savings done by several 
households and make them available for 
production and investments to the entrepreneurs 
in various sectors of the economy. Without 
banks these savings would have remained idle 
and would not have been utilized for productive 
and investment purposes.
3. Allocation of funds or economic surplus 
among different sectors users or producers so 
as to make maximum social return and thus to 
ensure optimum utilization of savings. 
However it may be mentioned, that banks do 
not always work and allocate resources in the 
way that maximises production or social 
welfare. Before nationalization in 1969, the 

banks neglected socially highly desirable 
sectors such as agriculture, small scale 
industries and weaker sections of the society. 
Therefore, it was thought to nationalize them 
so that they should allocate resources in 
socially desirable directions.
4. By encouraging savings and mobilizing 
them from public, banks help to increase the 
aggregate rate of investments in the economy. 
Banks not only mobilize saved funds from the 
public, but they also themselves create 
deposits or credit which serves as money. The 
new deposits are created by the banks when 
they lend money to the investors or other 
users. These deposits are created by the 
banks in excess of cash reserves they obtain 
deposits from the public. These days bank 
deposits especially demand deposits are as 
much good money as the currency issued by 
the government or the central bank. This 
creation of credit, if it is used for productive 
purpose greatly enlarges production and 
investments and thus promotes economic 
growth.
Nationalisation of Banks

Despite the provisions, control and 
regulations of Reserve Bank of India, banks in 
India except the State Bank of India, continued 
to be owned and operated by private persons. 
By the 1960’s, the Indian banking industry had 
become an important tool to facilitate the 
development of the Indian Economy. At the 
same time, it had emerged as a large employer 
and a debate had ensued about the 
nationalization of the banking industry. Indira 
Gandhi, the then Prime Minister of India, 
expressed the intention of the Government of 
India in the annual conference of the All India 
Congress Meeting in a paper entitled “Stray 
thoughts on Bank Nationalisation”. The 
meeting received the paper with enthusiasm. 

Thereafter, her move was swift and 
sudden. The Government of India issued an 
ordinance and nationalized the 14 largest 
commercial banks with effect from the 
midnight of July 19, 1969. Jayaprakash 
Narayan, a national leader of India, described 
the step as a “masterstroke of political 
sagacity”. Within two weeks of the issue of the 
ordinance, the Parliament passed the Banking 
Companies (Acquisition and Transfer of 
Undertaking) Bill and it received the 
presidential approval on 9th August 1969.
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Deposits are the heart of banking 
institutions. It is deposits on which the volume 
of lending depends. The deposits are the 
outcome of two things- confidence of the public 
on the strength of the institution and saving 
potentiality of people.5 People world wide 
prefer to invest in banks because of many 
reasons. The bank offers regular rate of 
interest and offers a secured means of 
investment. Investment in companies may 
yield high dividends but it has risk factor 
attached to it. The dividends are distributed to 
shareholders if the company makes profit 
while bank rates are not subjected to such risk 
since they are governed by Banking Rules Act. 
The banks do not charge additional fees or any 
hidden charges like other investment bodies. 
As most of the banks are run by the 
Government bodies the main objective is not to 
make profit but to provide services to the 
customers across the country. The other 
investment bodies can make profits by 
charging the customers extra fees. These 
investment bodies can lend huge amount of 
money to the customers to gain high profits 
and some of the investment companies have 
even entered the stage of liquidation because 
the customers were not able to repay. In this 
process the other customers and investors 
suffer. But in nationalized banks the amount of 
credit to be extended is limited and hence they 
do not face the similar problems. The minimum 
balance to be maintained by banks is very 
reasonable and hence even the economical 
class of people can invest. But,  private sector 

demand more money for maintaining the 
minimum balance.

Table-3
Statement of Deposits of Commercial

Banks in Jharkhand (Rs in crores)

Year Deposit % Growth

2001-02 17129

2002-03 18665 8.97

2003-04 20905 12.00

2004-05 24260 16.04

2005-06 28077 15.73

2006-07 34985.03 24.60

2007-08 40522.45 15.83

2008-09 47935.03 18.29

Source: SLBC Reports of different years.

Table-4
Statement of Advances of Commercial

Banks in Jharkhand (Amt in crores)

Year Deposit % Growth

2001-02 4517

2002-03 4906 8.61

2003-04 5694 16.06

2004-05 7350 29.01

2005-06 9829 33.73

2006-07 14201.05 44.48

2007-08 18267.95 28.63

2008-09 21538.70 17.90

Source- State level Bankers Committee Reports of different years.

Lending of funds to the traders, business 

and industrial enterprises, constitutes the main 

business of the banking institutions. The major 

portions of bank’s funds are employed by way 

of loans and advances, which is a most 

profitable employment of its funds. The major 

part of bank’s income is earned from interest 

and discount on the funds so lent. The 

business of lending nevertheless is not without 

certain inherent risk. Largely depending on the 

borrowed funds a banker cannot afford to take 

undue risks in lending. While lending its funds, 

a banker therefore follows a very cautious 

policy and conducts his business on the basis 

of the well known principles of sound lending in 

order to minimise the risk.

Looking at the table it is clear that loans 
and advances granted by commercial banks 
are not satisfactory. The percentage growth in 
loans and advances since the of the state 
inception remained below 50%. This clearly 
indicates that banks are not able to meet the 
expectations of people of the state. Further 
complicated procedures followed by banks in 
granting loans, large cash reserves kept by 
banks in order to meet the demand of 
depositors, credit control by Reserve Bank, 
seasonal variations in bank credit, high 
demand for credit has led to decline in loans 
and advances.
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hovering around 45% during the last 2 years 
has been increased marginally to 47% during 

2008-09. Banks lending is increasing for non-
4priority sector at the cost of core activities.

Table - 1
Number of Branches of Commercial Banks in Jharkhand

Year
Rural

Branches
% of
total

Semi-
Uraban

Branches

% of
total

Urban
Branches

% of
total

Total

2000-01 625 59.24 221 20.95 209 19.81 1055

2001-02 624 58.48 221 20.71 222 20.81 1067

2005-06 1031 63.45 289 17.78 305 18.77 1625

2006-07 1027 61.83 302 18.18 332 19.98 1661

2007-08 1057 60.57 329 18.85 359 20.57 1745

2008-09 1077 58.82 376 20.54 378 20.64 1831

September, 1107 60.89 359 19.75 352 19.36 1818

2009

Source :- SLBC Reports of different years

The following table shows number of 

branches of commercial banks in Jharkhand. It 

is seen that the number of branches in rural 

areas has been increasing continuously. It was 

625 in 2000-01 which increased to 1077 in 

2008-09 and 1107 in September 2009. But the 

growth of branches in semi-urban and urban 

areas is not increasing in the same pace as 

that of rural areas. This indicates that 

commercial banks are more connected in 

development of rural areas of the state.

Table - 2
Statement showing sector wise classification of banks of Jharkhand

Year Banks in Public Sector

Source :- SLBC Reports of different years

Banks in Private Sector

Number Number% Growth % Growth

2000-01 1055 6 0

2002-03 1067 1.14 6 0

2005-06 1625 52.30 6 0

2006-07 1661 2.22 38 533.33

2007-08 1745 5.06 43 13.16

2008-09 1831 4.93 63 46.51

September 1818 -0.71 65 3.17

2009

The table shows bank branches of 

commercial banks in public and private 

sectors. Looking at the table it is clear that 

private sector banks are in no way in 

comparison to public sector banks which 

have larger number of branches scattered 

throughout the state as compared to private 

sector bank branches. This reflects that 

public sector commercial banks are 

keener to cater to needs of rural, semi-

urban and urban population. Further, it 

also indicates the confidence of the 

public of the state towards public sector 

commercial banks.
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Deposits are the heart of banking 
institutions. It is deposits on which the volume 
of lending depends. The deposits are the 
outcome of two things- confidence of the public 
on the strength of the institution and saving 
potentiality of people.5 People world wide 
prefer to invest in banks because of many 
reasons. The bank offers regular rate of 
interest and offers a secured means of 
investment. Investment in companies may 
yield high dividends but it has risk factor 
attached to it. The dividends are distributed to 
shareholders if the company makes profit 
while bank rates are not subjected to such risk 
since they are governed by Banking Rules Act. 
The banks do not charge additional fees or any 
hidden charges like other investment bodies. 
As most of the banks are run by the 
Government bodies the main objective is not to 
make profit but to provide services to the 
customers across the country. The other 
investment bodies can make profits by 
charging the customers extra fees. These 
investment bodies can lend huge amount of 
money to the customers to gain high profits 
and some of the investment companies have 
even entered the stage of liquidation because 
the customers were not able to repay. In this 
process the other customers and investors 
suffer. But in nationalized banks the amount of 
credit to be extended is limited and hence they 
do not face the similar problems. The minimum 
balance to be maintained by banks is very 
reasonable and hence even the economical 
class of people can invest. But,  private sector 

demand more money for maintaining the 
minimum balance.

Table-3
Statement of Deposits of Commercial

Banks in Jharkhand (Rs in crores)

Year Deposit % Growth

2001-02 17129

2002-03 18665 8.97

2003-04 20905 12.00

2004-05 24260 16.04

2005-06 28077 15.73

2006-07 34985.03 24.60

2007-08 40522.45 15.83

2008-09 47935.03 18.29

Source: SLBC Reports of different years.

Table-4
Statement of Advances of Commercial

Banks in Jharkhand (Amt in crores)

Year Deposit % Growth

2001-02 4517

2002-03 4906 8.61

2003-04 5694 16.06

2004-05 7350 29.01

2005-06 9829 33.73

2006-07 14201.05 44.48

2007-08 18267.95 28.63

2008-09 21538.70 17.90

Source- State level Bankers Committee Reports of different years.

Lending of funds to the traders, business 

and industrial enterprises, constitutes the main 

business of the banking institutions. The major 

portions of bank’s funds are employed by way 

of loans and advances, which is a most 

profitable employment of its funds. The major 

part of bank’s income is earned from interest 

and discount on the funds so lent. The 

business of lending nevertheless is not without 

certain inherent risk. Largely depending on the 

borrowed funds a banker cannot afford to take 

undue risks in lending. While lending its funds, 

a banker therefore follows a very cautious 

policy and conducts his business on the basis 

of the well known principles of sound lending in 

order to minimise the risk.

Looking at the table it is clear that loans 
and advances granted by commercial banks 
are not satisfactory. The percentage growth in 
loans and advances since the of the state 
inception remained below 50%. This clearly 
indicates that banks are not able to meet the 
expectations of people of the state. Further 
complicated procedures followed by banks in 
granting loans, large cash reserves kept by 
banks in order to meet the demand of 
depositors, credit control by Reserve Bank, 
seasonal variations in bank credit, high 
demand for credit has led to decline in loans 
and advances.
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hovering around 45% during the last 2 years 
has been increased marginally to 47% during 

2008-09. Banks lending is increasing for non-
4priority sector at the cost of core activities.

Table - 1
Number of Branches of Commercial Banks in Jharkhand

Year
Rural

Branches
% of
total

Semi-
Uraban

Branches

% of
total

Urban
Branches

% of
total

Total

2000-01 625 59.24 221 20.95 209 19.81 1055

2001-02 624 58.48 221 20.71 222 20.81 1067

2005-06 1031 63.45 289 17.78 305 18.77 1625

2006-07 1027 61.83 302 18.18 332 19.98 1661

2007-08 1057 60.57 329 18.85 359 20.57 1745

2008-09 1077 58.82 376 20.54 378 20.64 1831

September, 1107 60.89 359 19.75 352 19.36 1818

2009

Source :- SLBC Reports of different years

The following table shows number of 

branches of commercial banks in Jharkhand. It 

is seen that the number of branches in rural 

areas has been increasing continuously. It was 

625 in 2000-01 which increased to 1077 in 

2008-09 and 1107 in September 2009. But the 

growth of branches in semi-urban and urban 

areas is not increasing in the same pace as 

that of rural areas. This indicates that 

commercial banks are more connected in 

development of rural areas of the state.

Table - 2
Statement showing sector wise classification of banks of Jharkhand

Year Banks in Public Sector

Source :- SLBC Reports of different years

Banks in Private Sector

Number Number% Growth % Growth

2000-01 1055 6 0

2002-03 1067 1.14 6 0

2005-06 1625 52.30 6 0

2006-07 1661 2.22 38 533.33

2007-08 1745 5.06 43 13.16

2008-09 1831 4.93 63 46.51

September 1818 -0.71 65 3.17

2009

The table shows bank branches of 

commercial banks in public and private 

sectors. Looking at the table it is clear that 

private sector banks are in no way in 

comparison to public sector banks which 

have larger number of branches scattered 

throughout the state as compared to private 

sector bank branches. This reflects that 

public sector commercial banks are 

keener to cater to needs of rural, semi-

urban and urban population. Further, it 

also indicates the confidence of the 

public of the state towards public sector 

commercial banks.
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Looking at the table it is clear that credit 
deposit ratios of urban areas are much greater 
as compared to credit deposit ratios of rural 
and semi-urban areas. The percentage of 
lending out of total deposit mobilised was 
much lower in rural areas. The percentage of 
lending out of total deposit mobilised was 
much lower in rural areas. This clearly 
indicates that commercial banks failed to meet 
the expectations of rural population. As a result 
in Jharkhand the development of rural areas 
are lagging behind as compared to other states 
in India. Therefore, it is suggested that banks 
should come forward and increase their 
lending activities for the overall development of 
these areas.

The C/D ratios of urban and semi-urban 
areas were also not satisfactory since it 
remained below the R.B.I limit of 60%. As a 
result, these areas are also lagging behind in 
terms of development.

pressure to increase their respective credit 
deposit ratio to at least 25% in the current fiscal 
itself, ending March 31st 6, from the existing 
low mark which is less than the average 25% 
mark. The state level bankers committee 
which received the overall banking activities at 
its meet passed a stricture on the banks 
concerned to improve their credit deposit 
ratios.

The Table 1 indicates credit deposit ratios 
of All India and in Jharkhand of commercial 
banks. Looking at the All India figures we 
conclude that C/D ratios are not quite 
satisfactory up to 2004-05. It is only from the 
2005-06 the credit deposits ratios have 
crossed the Reserve Bank of India limit of 
60%.7 A close look indicates that the total 
deposits have not been utilised properly for the 
benefit of the public and even sufficient credit 
was also not allotted.

In case of Jharkhand, a dismal picture 
appears. It has not been able to cross the R.B.I 
limit of 60%. The banks were unable to meet 
the needs of the people according to their 
expectations, as a result the rural areas of 
Jharkhand still remains underdeveloped. 
Thus, it is suggested that banks should divert 
major portion of their deposits in the way of 
meeting credit needs of rural and urban areas.

Table- 7
Statement of Credit deposit Ratios of

Commercial Banks in Jharkhand
and All India

Year All India Jharkhand

2001-02 49.62 27.43

2002-03 50.89 27.13

2003-04 51.57 27.02

2004-05 59.67 32.09

2005-06 71. 68 39.38

2006-07 75.00 40.83

2007-08 73.23 45.32

2008-09 72.60 43.68

2009-10 73.24 43.57

The credit deposits ratios indicates the 
relationship between amount of deposits 
mobilized and amount lent out in a particular 
locality where bank branch is situated. Higher 
credit deposit ratio indicates higher investment 
of deposits raised from respective areas and 
vice- versa. It also shows the extent of 
utilisation of resources for meeting the credit 
needs of the area. Banks operating in the 
country have come under tremendous 

Source-: Indian Banking Association Bulletin August 2005 and SLBC
Reports of different years

Table-8
Statement showing Recovery Position of

Commercial Banks in Jharkhand
and RRBs in Jharkhand (in %)

Year Vananchal
Gramin
Bank

2004-05 56 41.60 38.09

2005-06 47 47.87 40.41

2006-07 42 48.90 27.03

2007-08 60.74 46.63 35.00

2008-09 56.85 79.12 60.28

Commercial
Banks

Jharkhand
Gramin
Bank

Source-: SLBC reports of different years, Annual reports of
Jharkhand Gramin Bank and Vananchal Gramin Bank.

Recovery of loans means realisation of 
the amount of loans and advances scheduled 
to be repaid by borrowers. It is a source of 
funds to lending for their future operations. If 
recovery is low, banks will have to arrange 

Lending of funds to the traders, business 
and industrial enterprises, constitutes the main 
business of the banking institutions. The major 
portion of bank’s funds are employed by way of 
loans and advances, which is a most profitable 
employment of its funds. The major portion of 
bank’s income is earned from interest and 
discount on the funds so lent. The business of 
lending nevertheless is not without certain 
inherent risk. Largely, depending on the 
borrowed funds a banker therefore follows a 
very cautious policy and conducts his business 
on the basis of the well known principles of 
sound lending in order to minimise the risks.

Looking at the table it is clear that loans 
and advances granted by the commercial 
banks are not satisfactory. The percentage 
growth in loans and advances since the state 
inception remained below 50%. This clearly 
indicates that banks are not able to meet the 
expectations of people of the state. Further, 
complicated procedures followed by banks in 
granting loans, large cash reserves kept by 
banks in order to meet the demand of 
depositors, credit control by Reserve Bank, 
seasonal variations in bank credit, high 
demand for credit has led to decline in loans 
and advances.

Table-5
Statement showing Advances of all banks including RRBs and

Co-operatives in Jharkhand

Year
Rural Semi-Urban Urban

(Amount in Crore)

Amount(Rs) % Growth % Growth % GrowthAmount(Rs) Amount(Rs)

2001-02 1185 955 3085

2002-03 1294 9.20 1138 19.16 3225 4.54

2003-04 1324 2.32 1583 39.10 3197 - 0.87

2004-05 1781 34.52 2176 37.46 4676 46.26

2005-06 2322 30.38 2818 29.50 7470 59.75

2006-07 2924 25.93 3335 18.35 9128 22.20

2007-08 3675 25.68 3991 19.67 12036 31.86

2008-09 3498 - 4.82 4682 17.31 14263 18.50

June 2009 3626 3.66 4664 - 0.38 14109.76 1.07

Source-: SLBC Reports of different years.

Table-6
Table showing Credit deposit Ratios of Commercial Banks in Jharkhand

Year Rural areas Semi-Urban areas Urban areas

2001-02 23.7 16.5 37.3

2002-03 24.0 17.4 36.1

2003-04 24.0 22.1 32.2

2004-05 27.1 25.6 39.6

2005-06 31.2 27.9 51.6

2006-07 34.1 29.0 51.9

2007-08 38.50 31.74 56.33

2008-09 32.53 28.82 58.49

June 2009 33.21 29.35 57.36

Source-: SLBC Reports of different years.
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Looking at the table it is clear that credit 
deposit ratios of urban areas are much greater 
as compared to credit deposit ratios of rural 
and semi-urban areas. The percentage of 
lending out of total deposit mobilised was 
much lower in rural areas. The percentage of 
lending out of total deposit mobilised was 
much lower in rural areas. This clearly 
indicates that commercial banks failed to meet 
the expectations of rural population. As a result 
in Jharkhand the development of rural areas 
are lagging behind as compared to other states 
in India. Therefore, it is suggested that banks 
should come forward and increase their 
lending activities for the overall development of 
these areas.

The C/D ratios of urban and semi-urban 
areas were also not satisfactory since it 
remained below the R.B.I limit of 60%. As a 
result, these areas are also lagging behind in 
terms of development.

pressure to increase their respective credit 
deposit ratio to at least 25% in the current fiscal 
itself, ending March 31st 6, from the existing 
low mark which is less than the average 25% 
mark. The state level bankers committee 
which received the overall banking activities at 
its meet passed a stricture on the banks 
concerned to improve their credit deposit 
ratios.

The Table 1 indicates credit deposit ratios 
of All India and in Jharkhand of commercial 
banks. Looking at the All India figures we 
conclude that C/D ratios are not quite 
satisfactory up to 2004-05. It is only from the 
2005-06 the credit deposits ratios have 
crossed the Reserve Bank of India limit of 
60%.7 A close look indicates that the total 
deposits have not been utilised properly for the 
benefit of the public and even sufficient credit 
was also not allotted.

In case of Jharkhand, a dismal picture 
appears. It has not been able to cross the R.B.I 
limit of 60%. The banks were unable to meet 
the needs of the people according to their 
expectations, as a result the rural areas of 
Jharkhand still remains underdeveloped. 
Thus, it is suggested that banks should divert 
major portion of their deposits in the way of 
meeting credit needs of rural and urban areas.

Table- 7
Statement of Credit deposit Ratios of

Commercial Banks in Jharkhand
and All India

Year All India Jharkhand

2001-02 49.62 27.43

2002-03 50.89 27.13

2003-04 51.57 27.02

2004-05 59.67 32.09

2005-06 71. 68 39.38

2006-07 75.00 40.83

2007-08 73.23 45.32

2008-09 72.60 43.68

2009-10 73.24 43.57

The credit deposits ratios indicates the 
relationship between amount of deposits 
mobilized and amount lent out in a particular 
locality where bank branch is situated. Higher 
credit deposit ratio indicates higher investment 
of deposits raised from respective areas and 
vice- versa. It also shows the extent of 
utilisation of resources for meeting the credit 
needs of the area. Banks operating in the 
country have come under tremendous 

Source-: Indian Banking Association Bulletin August 2005 and SLBC
Reports of different years

Table-8
Statement showing Recovery Position of

Commercial Banks in Jharkhand
and RRBs in Jharkhand (in %)

Year Vananchal
Gramin
Bank

2004-05 56 41.60 38.09

2005-06 47 47.87 40.41

2006-07 42 48.90 27.03

2007-08 60.74 46.63 35.00

2008-09 56.85 79.12 60.28

Commercial
Banks

Jharkhand
Gramin
Bank

Source-: SLBC reports of different years, Annual reports of
Jharkhand Gramin Bank and Vananchal Gramin Bank.
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employment of its funds. The major portion of 
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discount on the funds so lent. The business of 
lending nevertheless is not without certain 
inherent risk. Largely, depending on the 
borrowed funds a banker therefore follows a 
very cautious policy and conducts his business 
on the basis of the well known principles of 
sound lending in order to minimise the risks.

Looking at the table it is clear that loans 
and advances granted by the commercial 
banks are not satisfactory. The percentage 
growth in loans and advances since the state 
inception remained below 50%. This clearly 
indicates that banks are not able to meet the 
expectations of people of the state. Further, 
complicated procedures followed by banks in 
granting loans, large cash reserves kept by 
banks in order to meet the demand of 
depositors, credit control by Reserve Bank, 
seasonal variations in bank credit, high 
demand for credit has led to decline in loans 
and advances.
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2005-06 2322 30.38 2818 29.50 7470 59.75

2006-07 2924 25.93 3335 18.35 9128 22.20

2007-08 3675 25.68 3991 19.67 12036 31.86

2008-09 3498 - 4.82 4682 17.31 14263 18.50

June 2009 3626 3.66 4664 - 0.38 14109.76 1.07

Source-: SLBC Reports of different years.
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2002-03 24.0 17.4 36.1

2003-04 24.0 22.1 32.2

2004-05 27.1 25.6 39.6

2005-06 31.2 27.9 51.6

2006-07 34.1 29.0 51.9
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survival and growth. As NPA’s are affecting the 
profitability of banks any further escalation in 
their quantum will drain away the profits and 
erode capital base of these banks.

The table speaks of NPA position of banks 
in Jharkhand. It is alarming to see that NPA of 
banks in Jharkhand continued to rise except in 
the year 2007-08 which was 129.62 crores. 
The amount of NPA was 695.72 crores which 
increased to Rs 715.26 in 2006-07 and 771.38 
crores in 2008-09 and 802.18 crores in June 
2009. These increasing NPAs have affected 
the earning capacity and profitability of banks 
in Jharkhand. The increasing level of NPAs is 
an indicator showing banker credit risks and 
efficiency of allocation of resources.

Suggestions

1. Improvement in credit deposit ratios- 
Credit deposit ratio is indicative of the 
amount placed with the people of the 
region. More lending will imply more 
funding and larger solutions to the 
problems of masses. Recently, R.B.I has 
directed that credit deposit ratios should 
not be less than 60%. From this point the 
position of banks in Jharkhand is not very 
good. Hence banks should function as 
investors to reach the hearts of poor 
people. They should be their conscience 
keeper.

2. Improvement in Deposit Mobilisation- 
Credit expansion suffers with low deposit 
mobilisation. The deposit has to be 
mobilised only from people of a particular 
region. The deposit mobilisation will 
improve if-:

A) The people are made aware of their 
being included with the banks. This will 
develop banking habits in them besides 
the development of thriftiness. When all 
small savings are polled together it will 
make huge amount left for economic 
development.

B) The bankers should prove themselves 
to be friends in need so that people can 
approach them even without a grain of 
doubt in their minds.

C) The bankers need to transform their 
attitude and be pro-public. This alone will 
earn goodwill

3. Social welfare- It was the need of the hour 
to direct the funds for the needy and 
required sectors of the state. Sector such 
as agriculture, small and village industries 
were in need of funds for their expansion 
and further economic development. 
Hence it is suggested that banks should 
direct their funds to these funds.

4. Expansion of Banking- In a state like 
Jharkhand the numbers of banks existing 
were inadequate. It is therefore necessary 
to spread banking across the state. It 
could be done through expanding banking 
network (opening new branches) in the 
un-banked areas. Largely bank branches 
are situated in block development offices 
whereas other potential bankable areas 
should be identified and new branches 
should be established. This will meet the 
twin purposes of –

a) The bank offices coming closer to the 
door steps of the farmers.

b) The people in rural areas who are 
characterized by their illiteracy, poverty 
should be educated regarding the uses of 
banks. This will ultimately help in 
developing the banking habits among the 
people.

5. Reducing Regional Imbalances- In state 
of Jharkhand where we have urban-rural 
divide it was necessary of banks to go in 
the rural areas where the banking facilities 
were not available. In order to reduce 
regional imbalances development of 
banks is considered necessary.

6. Priority Sector Lending- In Jharkhand, the 
agricultural and allied sectors are the 
largest contributor to the state national 
income. Thus, these are labelled as 
priority sectors. But unfortunately they 
were deprived of their due share in credit. 
Thus banks development is only possible 
for catering funds to them. The priority 
sector lending in fact is an attempt to solve 
the basic problem of unemployment 
arising because of shortage of funds. 
Therefore, the direction of Reserve Bank 
to all the banks that 40% of the amount 
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additional funds through deposit mobilisation 
or borrowings for carrying on the existing and 
potential business of the firm. Higher the 
recovery of loans, greater is the effectiveness 
of lending at a given level of deposit mobilised 
and funds borrowed. In the field of banking 
recovery performance is a vital factor in 
recycling the available resources. Due to 
concisions and concentrated effort to design 
appropriate strategies for improving the 
recoveries and keeping the over dues under 
proper control, the bank performance has 
improved over the period.8 The recovery of 
loans and advances is one of the most 
vulnerable spots of many agricultural credit 
institutions in developing economies. Over 
dues of 40-50% and more are by no means 
exceptional. As a result, considerable part of 
working capital of many credit institutions is 
frozen and the institutions become burden 
rather than an incentive to agricultural 
production. Without satisfactory level of 
recovery of loans and advances it becomes 
very difficult for credit institutions to increase its 
credit supply year after year. Thus volume of 
credit gets thinner and thinner although the 
number and amount of loans outstanding may 
remain the same or even slightly increase. 
Thus recovery of loan and advances is 

9essential part of lending operations.

generally encouraged because it has the effect 
of funds being transferred from the system to 
productive purposes, which results into 
economic growth. However lending also 
carries a risk called credit risk, which arises 
from failure of borrower. Non- recovery of loans 
along with interest forms a major hurdle in the 
process of credit cycle. Thus, these loans 
losses affect the banks profitability on a large 
scale. Though complete elimination of such 
looses is not possible, but banks can always 
aim to keep the looses at a low level.

Non- Performing Asset (NPA) has 
emerged since over a decade as an alarming 
threat to the banking industry in our country 
sending distressing s ignals on the 
sustainability and endurability of the affected 
banks. The positive results of the chain of 
measures affected under banking reforms by 
the Government of India and RBI in terms of 
the two Narasimham Committee Reports in 
this contemporary period have been 
neutralized by the ill effects of this surging 
threat. Despite various correctional steps 
administered to solve and end this problem, 
concrete results are eluding. It is a sweeping 
and all pervasive virus confronted universally 
on banking and financial institutions. The 
severity of the problem is however acutely 
suffered by Nationalized Banks, followed by 
the SBI group and the all India Financial 
Institutions. Though the term NPA connotes a 
financial asset of a commercial bank which has 
stopped earning an expected reasonable 
return, it is also a reflection of the productivity 
of the unit, firm, concern, industry, and nation 
where that asset is idling. Viewed with this 
perspective the NPA is a result of an 
environment that prevents it from performing 
up to expected loss.

Since banks are rated on the parameters 
of profitability in the recent past there has been 
mounting pressure on the profitability of these 
banks. Profitability is considered as a financial 
health and hence much attention is being 
focussed on profitability of banks. It measures 
the overall efficiency of banking, finance and 
administration. Indeed, it is essential on the 
part of the banks to earn sufficient revenue to 
meet the rising cost of funds and staff. Earning 
adequate revenue is a pre-requisite for 

Table-9
Statement of NPA of Banks in

Jharkhand (Amt in crores)

Year % of Gross
Credit

2005-06 11726.11 695.72 5.93

2006-07 14803.95 715.26 4.83

2007-08 19702.55 129.62 0.66

2008-09 22443.87 771.38 3.44

September 

2009 24416.41 802.18 3.28

Gross Credit Gross NPA

Source-: SLBC Reports of different years.

Granting of credit for economic activities is 
the prime duty of banking. Apart from raising 
resources through fresh deposits, borrowings 
and recycling of funds received back from 
borrower’s constitute a major part of funding 
credit dispensation activity. Lending is 
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survival and growth. As NPA’s are affecting the 
profitability of banks any further escalation in 
their quantum will drain away the profits and 
erode capital base of these banks.

The table speaks of NPA position of banks 
in Jharkhand. It is alarming to see that NPA of 
banks in Jharkhand continued to rise except in 
the year 2007-08 which was 129.62 crores. 
The amount of NPA was 695.72 crores which 
increased to Rs 715.26 in 2006-07 and 771.38 
crores in 2008-09 and 802.18 crores in June 
2009. These increasing NPAs have affected 
the earning capacity and profitability of banks 
in Jharkhand. The increasing level of NPAs is 
an indicator showing banker credit risks and 
efficiency of allocation of resources.

Suggestions

1. Improvement in credit deposit ratios- 
Credit deposit ratio is indicative of the 
amount placed with the people of the 
region. More lending will imply more 
funding and larger solutions to the 
problems of masses. Recently, R.B.I has 
directed that credit deposit ratios should 
not be less than 60%. From this point the 
position of banks in Jharkhand is not very 
good. Hence banks should function as 
investors to reach the hearts of poor 
people. They should be their conscience 
keeper.

2. Improvement in Deposit Mobilisation- 
Credit expansion suffers with low deposit 
mobilisation. The deposit has to be 
mobilised only from people of a particular 
region. The deposit mobilisation will 
improve if-:

A) The people are made aware of their 
being included with the banks. This will 
develop banking habits in them besides 
the development of thriftiness. When all 
small savings are polled together it will 
make huge amount left for economic 
development.

B) The bankers should prove themselves 
to be friends in need so that people can 
approach them even without a grain of 
doubt in their minds.

C) The bankers need to transform their 
attitude and be pro-public. This alone will 
earn goodwill

3. Social welfare- It was the need of the hour 
to direct the funds for the needy and 
required sectors of the state. Sector such 
as agriculture, small and village industries 
were in need of funds for their expansion 
and further economic development. 
Hence it is suggested that banks should 
direct their funds to these funds.

4. Expansion of Banking- In a state like 
Jharkhand the numbers of banks existing 
were inadequate. It is therefore necessary 
to spread banking across the state. It 
could be done through expanding banking 
network (opening new branches) in the 
un-banked areas. Largely bank branches 
are situated in block development offices 
whereas other potential bankable areas 
should be identified and new branches 
should be established. This will meet the 
twin purposes of –

a) The bank offices coming closer to the 
door steps of the farmers.

b) The people in rural areas who are 
characterized by their illiteracy, poverty 
should be educated regarding the uses of 
banks. This will ultimately help in 
developing the banking habits among the 
people.

5. Reducing Regional Imbalances- In state 
of Jharkhand where we have urban-rural 
divide it was necessary of banks to go in 
the rural areas where the banking facilities 
were not available. In order to reduce 
regional imbalances development of 
banks is considered necessary.

6. Priority Sector Lending- In Jharkhand, the 
agricultural and allied sectors are the 
largest contributor to the state national 
income. Thus, these are labelled as 
priority sectors. But unfortunately they 
were deprived of their due share in credit. 
Thus banks development is only possible 
for catering funds to them. The priority 
sector lending in fact is an attempt to solve 
the basic problem of unemployment 
arising because of shortage of funds. 
Therefore, the direction of Reserve Bank 
to all the banks that 40% of the amount 
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additional funds through deposit mobilisation 
or borrowings for carrying on the existing and 
potential business of the firm. Higher the 
recovery of loans, greater is the effectiveness 
of lending at a given level of deposit mobilised 
and funds borrowed. In the field of banking 
recovery performance is a vital factor in 
recycling the available resources. Due to 
concisions and concentrated effort to design 
appropriate strategies for improving the 
recoveries and keeping the over dues under 
proper control, the bank performance has 
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vulnerable spots of many agricultural credit 
institutions in developing economies. Over 
dues of 40-50% and more are by no means 
exceptional. As a result, considerable part of 
working capital of many credit institutions is 
frozen and the institutions become burden 
rather than an incentive to agricultural 
production. Without satisfactory level of 
recovery of loans and advances it becomes 
very difficult for credit institutions to increase its 
credit supply year after year. Thus volume of 
credit gets thinner and thinner although the 
number and amount of loans outstanding may 
remain the same or even slightly increase. 
Thus recovery of loan and advances is 

9essential part of lending operations.

generally encouraged because it has the effect 
of funds being transferred from the system to 
productive purposes, which results into 
economic growth. However lending also 
carries a risk called credit risk, which arises 
from failure of borrower. Non- recovery of loans 
along with interest forms a major hurdle in the 
process of credit cycle. Thus, these loans 
losses affect the banks profitability on a large 
scale. Though complete elimination of such 
looses is not possible, but banks can always 
aim to keep the looses at a low level.

Non- Performing Asset (NPA) has 
emerged since over a decade as an alarming 
threat to the banking industry in our country 
sending distressing s ignals on the 
sustainability and endurability of the affected 
banks. The positive results of the chain of 
measures affected under banking reforms by 
the Government of India and RBI in terms of 
the two Narasimham Committee Reports in 
this contemporary period have been 
neutralized by the ill effects of this surging 
threat. Despite various correctional steps 
administered to solve and end this problem, 
concrete results are eluding. It is a sweeping 
and all pervasive virus confronted universally 
on banking and financial institutions. The 
severity of the problem is however acutely 
suffered by Nationalized Banks, followed by 
the SBI group and the all India Financial 
Institutions. Though the term NPA connotes a 
financial asset of a commercial bank which has 
stopped earning an expected reasonable 
return, it is also a reflection of the productivity 
of the unit, firm, concern, industry, and nation 
where that asset is idling. Viewed with this 
perspective the NPA is a result of an 
environment that prevents it from performing 
up to expected loss.

Since banks are rated on the parameters 
of profitability in the recent past there has been 
mounting pressure on the profitability of these 
banks. Profitability is considered as a financial 
health and hence much attention is being 
focussed on profitability of banks. It measures 
the overall efficiency of banking, finance and 
administration. Indeed, it is essential on the 
part of the banks to earn sufficient revenue to 
meet the rising cost of funds and staff. Earning 
adequate revenue is a pre-requisite for 
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Year % of Gross
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2005-06 11726.11 695.72 5.93

2006-07 14803.95 715.26 4.83

2007-08 19702.55 129.62 0.66
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2009 24416.41 802.18 3.28

Gross Credit Gross NPA

Source-: SLBC Reports of different years.

Granting of credit for economic activities is 
the prime duty of banking. Apart from raising 
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borrower’s constitute a major part of funding 
credit dispensation activity. Lending is 
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Introduction

In a historical perspective foreign banks 
have provided financial banking and to an 
extent economic development of the country. 
Over a period of time, the foreign banks have 
become an important internal module of the 
Indian financial and banking system. In the 
emerging financial and banking scenario of 
openness, economic liberalization and 
globalization and promotion of greater 
economic efficiency, the need for an expanded 
role and operation of foreign banks has gained 
further backing in India. India has already 
committed to world trade organization to 
permit 12 branches of foreign banks in a year, 
subject to prevailing prudential considerations, 
to enter or to augment their presence in India. 
The policy towards the foreign banks has been 
greatly liberalized not only to have more 
number of branches, but also different 
prototypes of representation in India. Latest 
policy of reserve bank of India in regard to 
foreign banks is in the form of declaration of 
“the road map for foreign Banks” in February 

2005, which permits foreign banks to have 
wholly owned subsidiaries (WOS) in India. the 
study mainly focuses on historical perspective 
of foreign banks in India and circles around 
genesis of foreign banks in India, growth and 
development of foreign banks in India, Role of 
foreign banks in India, Status of foreign banks 
in India, Legislative developments in 
functioning of foreign banks in post 
independence India, Foreign banks in India 
from 1947 till 2008-09, Status of foreign banks 
after reform period, Impact of foreign banks on 
Indian economy, Changing dimensions of 
foreign banks in India, and Concluding 
remarks.

Materials and Methods

In this study, an attempt has been made to 

measure the impact of banking sector reforms 

on foreign banks operating in India. The study 

will be based on secondary sources of 

information. The present study is mainly based 

on the use of available literature in the form of 

books, journals, reports and websites.
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lent out should go to the priority sector. 
The spirit is to eradicate the menace of 
unemployment. Therefore, larger the 
number of people getting financial 
assistance under priority sector, the 
unemployment will be largely reduced.

Conclusion

The thrust for development of banks in 

Jharkhand calls for multidimensional approach. 

The banks have to be clear and clean in their 

efforts on the one hand and rural population on 

the other hand which is characterized by 

poverty, illiteracy, ignorance has to taken into 

confidence. The banks of Jharkhand need to 

be friends, philosophers and guide to the 

people of the state. The banks should really to 

be strengthened and provided with more 

resources with which they can undertake more 

of these important activities. The number of 

branches should be increased rather than 

reduced. They should be encouraged to 

develop more sophisticated methods of credit 

delivery to meet the changing needs of people 

and needs of rural areas. Only then will the 

banks fulfil the promise of essential 

development. The motto of service in banks 

should be the service of the rural poor.
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Introduction

In a historical perspective foreign banks 
have provided financial banking and to an 
extent economic development of the country. 
Over a period of time, the foreign banks have 
become an important internal module of the 
Indian financial and banking system. In the 
emerging financial and banking scenario of 
openness, economic liberalization and 
globalization and promotion of greater 
economic efficiency, the need for an expanded 
role and operation of foreign banks has gained 
further backing in India. India has already 
committed to world trade organization to 
permit 12 branches of foreign banks in a year, 
subject to prevailing prudential considerations, 
to enter or to augment their presence in India. 
The policy towards the foreign banks has been 
greatly liberalized not only to have more 
number of branches, but also different 
prototypes of representation in India. Latest 
policy of reserve bank of India in regard to 
foreign banks is in the form of declaration of 
“the road map for foreign Banks” in February 

2005, which permits foreign banks to have 
wholly owned subsidiaries (WOS) in India. the 
study mainly focuses on historical perspective 
of foreign banks in India and circles around 
genesis of foreign banks in India, growth and 
development of foreign banks in India, Role of 
foreign banks in India, Status of foreign banks 
in India, Legislative developments in 
functioning of foreign banks in post 
independence India, Foreign banks in India 
from 1947 till 2008-09, Status of foreign banks 
after reform period, Impact of foreign banks on 
Indian economy, Changing dimensions of 
foreign banks in India, and Concluding 
remarks.

Materials and Methods

In this study, an attempt has been made to 

measure the impact of banking sector reforms 

on foreign banks operating in India. The study 

will be based on secondary sources of 

information. The present study is mainly based 

on the use of available literature in the form of 

books, journals, reports and websites.
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lent out should go to the priority sector. 
The spirit is to eradicate the menace of 
unemployment. Therefore, larger the 
number of people getting financial 
assistance under priority sector, the 
unemployment will be largely reduced.

Conclusion

The thrust for development of banks in 

Jharkhand calls for multidimensional approach. 

The banks have to be clear and clean in their 

efforts on the one hand and rural population on 

the other hand which is characterized by 

poverty, illiteracy, ignorance has to taken into 

confidence. The banks of Jharkhand need to 

be friends, philosophers and guide to the 

people of the state. The banks should really to 

be strengthened and provided with more 

resources with which they can undertake more 

of these important activities. The number of 

branches should be increased rather than 

reduced. They should be encouraged to 

develop more sophisticated methods of credit 

delivery to meet the changing needs of people 

and needs of rural areas. Only then will the 

banks fulfil the promise of essential 

development. The motto of service in banks 

should be the service of the rural poor.
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from Indian ports to foreign ports and vice-
versa, and

2. The financing of it from, or to, Indian ports 
to or from, the distributing or collecting, 
centers in the interior of India.

Besides financing foreign trade, the 
exchange banks do every kind of banking 
business. They compete with the state bank 
and the Indian joint stock banks by receiving 
deposits, making advances, negotiating bills 
and doing agency business in India.

Role of Foreign Banks in India

Foreign Banks operating in India are 
banks of other countries having their branches 
in India. At present there are about sixteen 
such banks having a total of about 180 
branches in most of the big cities of the country. 
These Foreign Banks have a flourishing 
business and earn large profits. Indian Banks 
also have their branches in other countries, 
and they, too, are doing well. Some 
economists are of the view that Foreign Banks 
should, not be allowed to operate in the 
country. But permission to such banks to 
operate in the country is unavoidable on the 
basis of reciprocity. This is certainly the view of 
the Reserve Bank of India, and it is justified by 
the success of Indian Banks operating in 
foreign countries. Indian Banks have been 
rapidly expanding their overseas operations. 
Between 1975 and 1978, the number of offices 
of Indian Banks in foreign countries had 
increased by 48, from 77 to 125. This is in 
contrast with the stagnant number of Foreign 
Bank Offices in India. As a consequence, the 
growth of business of Indian Banks has been 
phenomenal as compared to that of the 
branches of their foreign counterparts in India. 
Deposits and advances of Indian Banks 
abroad have increased by 14% and 18% 
respectively, whereas the corresponding 
figures of Foreign Banks in India are 28% and 
30% respectively. In terms of remittances of 
the present banks also, Indian banks are 
ahead. In 1976, they remitted Rs. 90 millions to 
India, where their counterparts remitted Rs. 70 
millions only. Indian Banks abroad are involved 
in many new banking activities. State Bank of 
India and Bank of Baroda, the two leaders in 
the sphere, are raising foreign currency funds, 
for both private and public sector concerns. In 
addition, these banks are funding many joint 

ventures in South East Asia. For instance, SBI 
is funding joint ventures in Singapore, 
Indonesia and Malaysia. The Bank has 
arranged finances to the tune of $ 750 million 
dollars.

Most of the developed countries look for 
market access and export gains for their large 
and technologically advanced financial firms. 
Developing countries, which normally do not 
enjoy international competitive advantage for 
their financial services, seek external capital 
flows for their capital-scarce economies, 
competitive efficiency for their domestic 
financial markets, while there is no doubt that 
India possesses superior management talent 
and at the forefront of new technology. Still, our 
f inancial system lacks in exploit ing 
opportunities abroad. Taking these points into 
consideration India joins the global financial 
markets to gain benefits which are more than 
risks. India needs large inflows of foreign 
capital for achieving and sustaining above 8 
percent per annum of real GDP growth.

Legislative developments in functioning of 
foreign banks in post independent India were 
as follows:

• The nationalization of the reserve bank of 
India

• The passing of the banking companies 
act, 1949

• Introduction of five years economic plans

• Conversion of imperial bank of India into 
state bank of India

• Takeover of the state owned banks and 
their conversion into subsidiary of state 
bank of India

• Introduction of deposit insurance scheme

Operational Status of Foreign Banks in 
India - In order to operate in India, the foreign 
banks have to obtain a license from the 
Reserve Bank of India. For granting this 
license, the following factors are considered:

• Financial soundness of the bank.

• International and home country rating.

• Economic and political relations between 
home country and India.

• The bank should be under consolidated 
supervision of the home country regulator.

• The minimum capital requirement is US $ 
25 million spread over three branches- $ 
10 million each for the first and second 
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Results and Discussions

Historical Status of Foreign Banks in 
India. Foreign banks in India have been 
operating for more than a century and a half. 
Under the colonial rule, the British took the lead 
in establishing foreign banks in India. There 
were attempts to establish foreign banks as 
early as 1836, for instance, “The Bank of India” 
to be headquartered in London, with branches 
spread across India. The next initiative was in 
1840 to set up “The bank of Asia”. But these 
initiatives were scuttled by the agency houses 
and the East India Company, because such 
initiatives might affect their business 
adversely. Banking and other functions 
relating to remittance, discounting of foreign 
bills were the monopoly of these agencies. The 
“Oriental Banking Corporation” was the first 
Anglo- Indian Commercial bank to be set up in 
1842 at Bombay with a Royal Charter. This 
was followed by opening up of “the chartered 
bank of India, Australia and china and “the 
chartered bank of Asia” in 1853 (Khandelwal 
1965).Initially British took the lead in 
establishing or setting up banks in India but 
later on banks from many other countries like 
France, Germany, Japan, Holland and United 
states also joined. India offered a wider scope 
for the banking business to flourish with a high 
profitability during that time. The profits of 
banking in India attracted the nationals of a 
number of countries having important trade 
relations with India (Panandikar 1966).The 
foreign banks were originally called as 
“exchange banks” as the exchange 
transactions relating to foreign trade, foreign 
exchange, etc, were main areas of function of 
foreign banks. The foreign banks were 
engaged predominantly in the financing of 
foreign exchange business and foreign trade 
and this area was a virtual monopoly of these 
banks (Indian central banking enquiry 
committee report of 1931). The exchange 
banks invested adequate funds in the 
discounting of foreign bills during the busy 
season (Rau 1930). In addition to that foreign 
banks also carried out normal transactions like 
financing internal trade (Reserve bank of India 
1970). However there is considerable debate 
and disagreement in the literature regarding 
foreign banks as “exchange banks” because 
there were also foreign banks that did not 
exclusively deal in trade related finance. 
Foreign banks were also criticized to be more 

favorable towards European traders at the cost 
of Indian business. The Indian traders unlike 
European businessmen were required to 
deposit 10 percent to 15 percent of the value of 
goods with the foreign banks to open a 
confirmed letter of credit (Rau 1930).

Genesis of Foreign Banks in India

The history of foreign banks operation in 
India starts from 1850 when the first British 
bank had set up a branch in this country. 
Thereafter France bank came to India in 1860. 
Foreign banks were also called as Exchange 
Banks in the early period. Exchange banks are 
those banks which have their head offices 
outside India. In western countries this phrase 
is used to denote ‘those banks that are 
especially concerned with financing the trade 
of India and china, which countries not having 
a gold standard have exchanges peculiarly 
liable to fluctuations. Some Indian writers 
regard the phrase as misleading because 
these banks do not limit themselves to the 
finance of Indian foreign trade but they play a 
major role in financing internal trade. They 
have therefore proposed to call them foreign 
banks. The main business of these banks is to 
finance the foreign trade of India. Until 1935 
the imperial bank was prevented by law from 
dealing in bills of exchange payable outside 
India and was allowed to make remittances 
outside India only for the bonafide personal 
needs of its customers. Even the Indian joint 
stock banks were prevented by law from 
engaging in this business. Until independence 
the business was practically a monopoly of the 
exchange banks because of the following 
reasons:

1. The Indian banks have found it difficult to 
withstand the competition of the stronger 
exchange banks which have obtained 
large funds from the London discount 
market at low rates.

2. The lack of branches in important foreign 
centers prevents them from engaging in 
arbitrage and direct exchange transactions.

3. Limited financial resources.

The financing of India foreign trade carried 
out by the exchange banks. the India banks 
which have been authorized by the reserve 
bank of India to do this work usually consist of 
two operations: 

1. The financing of the movement of goods 



Anusandhanika / Vol. III / No. II / July 2011-57-

from Indian ports to foreign ports and vice-
versa, and

2. The financing of it from, or to, Indian ports 
to or from, the distributing or collecting, 
centers in the interior of India.

Besides financing foreign trade, the 
exchange banks do every kind of banking 
business. They compete with the state bank 
and the Indian joint stock banks by receiving 
deposits, making advances, negotiating bills 
and doing agency business in India.

Role of Foreign Banks in India

Foreign Banks operating in India are 
banks of other countries having their branches 
in India. At present there are about sixteen 
such banks having a total of about 180 
branches in most of the big cities of the country. 
These Foreign Banks have a flourishing 
business and earn large profits. Indian Banks 
also have their branches in other countries, 
and they, too, are doing well. Some 
economists are of the view that Foreign Banks 
should, not be allowed to operate in the 
country. But permission to such banks to 
operate in the country is unavoidable on the 
basis of reciprocity. This is certainly the view of 
the Reserve Bank of India, and it is justified by 
the success of Indian Banks operating in 
foreign countries. Indian Banks have been 
rapidly expanding their overseas operations. 
Between 1975 and 1978, the number of offices 
of Indian Banks in foreign countries had 
increased by 48, from 77 to 125. This is in 
contrast with the stagnant number of Foreign 
Bank Offices in India. As a consequence, the 
growth of business of Indian Banks has been 
phenomenal as compared to that of the 
branches of their foreign counterparts in India. 
Deposits and advances of Indian Banks 
abroad have increased by 14% and 18% 
respectively, whereas the corresponding 
figures of Foreign Banks in India are 28% and 
30% respectively. In terms of remittances of 
the present banks also, Indian banks are 
ahead. In 1976, they remitted Rs. 90 millions to 
India, where their counterparts remitted Rs. 70 
millions only. Indian Banks abroad are involved 
in many new banking activities. State Bank of 
India and Bank of Baroda, the two leaders in 
the sphere, are raising foreign currency funds, 
for both private and public sector concerns. In 
addition, these banks are funding many joint 

ventures in South East Asia. For instance, SBI 
is funding joint ventures in Singapore, 
Indonesia and Malaysia. The Bank has 
arranged finances to the tune of $ 750 million 
dollars.

Most of the developed countries look for 
market access and export gains for their large 
and technologically advanced financial firms. 
Developing countries, which normally do not 
enjoy international competitive advantage for 
their financial services, seek external capital 
flows for their capital-scarce economies, 
competitive efficiency for their domestic 
financial markets, while there is no doubt that 
India possesses superior management talent 
and at the forefront of new technology. Still, our 
f inancial system lacks in exploit ing 
opportunities abroad. Taking these points into 
consideration India joins the global financial 
markets to gain benefits which are more than 
risks. India needs large inflows of foreign 
capital for achieving and sustaining above 8 
percent per annum of real GDP growth.

Legislative developments in functioning of 
foreign banks in post independent India were 
as follows:

• The nationalization of the reserve bank of 
India

• The passing of the banking companies 
act, 1949

• Introduction of five years economic plans

• Conversion of imperial bank of India into 
state bank of India

• Takeover of the state owned banks and 
their conversion into subsidiary of state 
bank of India

• Introduction of deposit insurance scheme

Operational Status of Foreign Banks in 
India - In order to operate in India, the foreign 
banks have to obtain a license from the 
Reserve Bank of India. For granting this 
license, the following factors are considered:

• Financial soundness of the bank.

• International and home country rating.

• Economic and political relations between 
home country and India.

• The bank should be under consolidated 
supervision of the home country regulator.

• The minimum capital requirement is US $ 
25 million spread over three branches- $ 
10 million each for the first and second 
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Results and Discussions

Historical Status of Foreign Banks in 
India. Foreign banks in India have been 
operating for more than a century and a half. 
Under the colonial rule, the British took the lead 
in establishing foreign banks in India. There 
were attempts to establish foreign banks as 
early as 1836, for instance, “The Bank of India” 
to be headquartered in London, with branches 
spread across India. The next initiative was in 
1840 to set up “The bank of Asia”. But these 
initiatives were scuttled by the agency houses 
and the East India Company, because such 
initiatives might affect their business 
adversely. Banking and other functions 
relating to remittance, discounting of foreign 
bills were the monopoly of these agencies. The 
“Oriental Banking Corporation” was the first 
Anglo- Indian Commercial bank to be set up in 
1842 at Bombay with a Royal Charter. This 
was followed by opening up of “the chartered 
bank of India, Australia and china and “the 
chartered bank of Asia” in 1853 (Khandelwal 
1965).Initially British took the lead in 
establishing or setting up banks in India but 
later on banks from many other countries like 
France, Germany, Japan, Holland and United 
states also joined. India offered a wider scope 
for the banking business to flourish with a high 
profitability during that time. The profits of 
banking in India attracted the nationals of a 
number of countries having important trade 
relations with India (Panandikar 1966).The 
foreign banks were originally called as 
“exchange banks” as the exchange 
transactions relating to foreign trade, foreign 
exchange, etc, were main areas of function of 
foreign banks. The foreign banks were 
engaged predominantly in the financing of 
foreign exchange business and foreign trade 
and this area was a virtual monopoly of these 
banks (Indian central banking enquiry 
committee report of 1931). The exchange 
banks invested adequate funds in the 
discounting of foreign bills during the busy 
season (Rau 1930). In addition to that foreign 
banks also carried out normal transactions like 
financing internal trade (Reserve bank of India 
1970). However there is considerable debate 
and disagreement in the literature regarding 
foreign banks as “exchange banks” because 
there were also foreign banks that did not 
exclusively deal in trade related finance. 
Foreign banks were also criticized to be more 

favorable towards European traders at the cost 
of Indian business. The Indian traders unlike 
European businessmen were required to 
deposit 10 percent to 15 percent of the value of 
goods with the foreign banks to open a 
confirmed letter of credit (Rau 1930).

Genesis of Foreign Banks in India

The history of foreign banks operation in 
India starts from 1850 when the first British 
bank had set up a branch in this country. 
Thereafter France bank came to India in 1860. 
Foreign banks were also called as Exchange 
Banks in the early period. Exchange banks are 
those banks which have their head offices 
outside India. In western countries this phrase 
is used to denote ‘those banks that are 
especially concerned with financing the trade 
of India and china, which countries not having 
a gold standard have exchanges peculiarly 
liable to fluctuations. Some Indian writers 
regard the phrase as misleading because 
these banks do not limit themselves to the 
finance of Indian foreign trade but they play a 
major role in financing internal trade. They 
have therefore proposed to call them foreign 
banks. The main business of these banks is to 
finance the foreign trade of India. Until 1935 
the imperial bank was prevented by law from 
dealing in bills of exchange payable outside 
India and was allowed to make remittances 
outside India only for the bonafide personal 
needs of its customers. Even the Indian joint 
stock banks were prevented by law from 
engaging in this business. Until independence 
the business was practically a monopoly of the 
exchange banks because of the following 
reasons:

1. The Indian banks have found it difficult to 
withstand the competition of the stronger 
exchange banks which have obtained 
large funds from the London discount 
market at low rates.

2. The lack of branches in important foreign 
centers prevents them from engaging in 
arbitrage and direct exchange transactions.

3. Limited financial resources.

The financing of India foreign trade carried 
out by the exchange banks. the India banks 
which have been authorized by the reserve 
bank of India to do this work usually consist of 
two operations: 

1. The financing of the movement of goods 
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• Positive discrimination exists in favour of 
foreign banks by way of lower priority 
sector lending requirement at 32% of 
adjusted net bank credit as against level of 
40% required for Indian banks.

• At the end of June 2007 foreign banks had 
a 6.11% share in total deposits in the 
Indian commercial banking system 6.83% 
in terms of advances.

• Foreign banks were far more dominant in 
the off balance sheet business with a 
market share of as high as 72.66%.

• Besides foreign banks there are also two 
large Indian private sector banks in which 
the non-resident ownership is very close 
to 74% permitted incorporated in India but 
predominantly foreign owned banks?

Foreign Banks in India from 1947 till 2008-
09

India in the 19th century heavily depended 
upon British international banking, investment 
and technology which lasted till the 1930s, and 
then turned into the phase of self reliance. After 
independence in 1947, India began to 
industrialize rapidly through encouragement of 
technology imports and foreign investments in 
new areas largely to help import substitution. 
This was accentuated by the oil crisis because 
trade balances were suddenly upset and there 
was a greater need to substitute and cut back 
on imports. Fortunately, foreign remittances, 
especially from the gulf oil countries came to 
the rescue. Industrial and trade policies 
became more defensive.

In the late 1960s and 1970s, during the 
phase of self reliance, India would not import 
anything that it was able to produce 
domestically. Even though the domestic 
product was less efficient and cost high it 
would not import technology or encourage 
investment in areas where it felt better than the 
others. In the period of self reliance or we can 
say self sufficiency, India encouraged 
indigenous production and technology at any 
cost.

Thus the technology gap began to widen 
in the 1950s and early 1960s and thereafter 
until in the 1980s. After that India realized that 
for both its internal efficiencies and external 
competitiveness it must update its technology 
and attract foreign investment and know-how 
whenever it would help the Indian economy.

It therefore once again began to 
encourage foreign banking, international trade 
and foreign investment flows by opening up of 
the economy .thus India would move from the 
self sufficient independence to the self reliant 
interdependence, and encouraged the new 
base of industry and technology. This new 
phase of interdependence also coincided with 
the beginning of a process of trans-
nationalization of India's own firms and banks 
with skilled and professional talent began to 
actively spreading abroad thus making trans-
nationalization of trade, investment and 
banking a two way process.

Thus foreign banks and investment were 
increasingly acceptable in India as Indian 
banks and firms in foreign countries, and this 
shows a true state of interdependence. After 
that India invites more advanced technology 
and encourages foreign trade flows, with this 
India growing to integrate with foreign industry, 
investment and banking.

Foreign banks in India always brought an 
explanation about the prompt services to 
customers. After the setting up of foreign banks 
in India, the banking sector in the country also 
became competitive and accurative. A new 
rule announced by the reserve bank of India for 
them in the budget of 2008 has put up great 
hopes among foreign banks which allow them 
to grow unfettered. Now they are permitted to 
set up local subsidiaries. The policy conveys 
that they may not acquire Indian ones and their 
Indian subsidiaries will not be able to open 
branches freely.

By the year 2009, the list of foreign banks 
in India (list of tables of foreign banks operating 
in India is given below) is going to increase as a 
number of foreign banks are still waiting with 
baggage to start business here.

Foreign banks have brought the latest 
technology and banking practices in India. 
They have helped make Indian banking 
system more competitive and efficient. For 
expansion of foreign banks the government of 
India has come up with a road map and it has 
two phases. During the first phase, between 
March 2005 and March 2009, the foreign 
banks may establish a presence by way of 
setting up a wholly owned subsidiary (WOS) or 
conversing the existing branch into a WOS. 
The second phase will commence in April 2009 
after a review of the experience gained after 

Anusandhanika / Vol. III / No. II / July 2011-58-

branch and $ 5 million for the third branch.

• Both branches and ATMs require licenses 
and these are given by the RBI in 
conformity with WTO’s commitments.

• Impact of Banking Sector Reforms

• Major impact on the overall efficiency and 
stability of the banking system in India.

• Improvement in profitability of banks.

• Comparable of international standards for 
capital adequacy.

• Reduction in the percentage of 
nonperforming assets by improvement in 
the asset quality.

• Increase in the rate of return over assets.

• Emphasized the need to review the 
manpower resources and rationalize the 
requirements by drawing realistic plan to 
reduce operational cost and improve 
profitability. 

Banking sector reforms in the area of 
foreign banks were on the following aspects 
which are as follows:

• Permission to start wholly owned 
subsidiary (WOS)

• Relaxed branch expansion

• Voting rights

• Acquisition in domestic private sector 
banks up to 74 percent

• Relaxation in the priority sector 
composition

• Besides foreign banks there is also private 
sector banks in which the non-resident 
ownership is very close to 74% permitted 
incorporated in India but predominantly 
foreign-owned bank.

• In the foreign exchange market these 
banks have a larger share in the total forex 
turnover.

• Another dimension of foreign banks is the 
return generated from their Indian 
operations per branch in India which is 
very high as against public sector banks.

• At present there are 29 foreign banks 
operating in India with a network of 273 
branches and 871 offsite ATM’s.

• By 2009 few more names are going to be 
added in the list of foreign Banks in India.

• Following are the list of foreign banks 
going to set up business in India: Royal 

bank of Scotland, Switzerland UBS, US 
based GE capital, Bank of China.

The reforms included relaxations in 
various policy measures addressed to foreign 
banks in India. These developments have had 
a tremendous impact on the overall functioning 
of the foreign banks. Consequently, there is 
divergence of foreign banks from the metro 
cities and major towns to smaller but 
commercially vibrant cities. The number of 
offices of foreign banks increased sharply from 
145 at end march 1990 before reform period to 
as many as 245 offices by end march 
2005.while the number of Indian bank 
branches abroad remained more or less 
stagnant, at end march 2005 it reached 97 
offices. Moreover, all Indian bank offices 
abroad are not full fledged branches. For 
instance in Singapore, though six Indian banks 
have an office each, state bank of India (SBI) 
and ICICI bank offices have only a restricted 
license. As the Asian banking union (ABU) 
authorizes them to deal only in US dollar and 
none of the Indian bank offices are permitted in 
the retail banking business. At present there 
are 29 foreign banks operating in India with a 
network of 273 branches and 871 offsite 
ATM’s.

The fact indicates that the regulatory 
regime followed by the reserve bank of India in 
respect of foreign banks is non-discriminatory 
and is in fact, very liberal by global standards.

• India issues a single class of licensing to 
foreign banks.

• Does not place any restrictions on the 
scope of their operations.

• No restrictions have been placed on the 
establishment of non-banking financial 
subsidiaries in India by foreign banks or 
their group companies.

• Deposit insurance cover is uniformly 
available to all foreign banks at a non-
discriminatory rate of premium.

• Prudential norms applicable to foreign 
banks for capital adequacy, income 
recognition and asset classification are 
same as for the Indian banks.

• No restriction on the kind of business 
operated through the branches of foreign 
banks. It is advantageous to foreign banks 
branches as the entire home country 
business is generally run through these 
branches.



Anusandhanika / Vol. III / No. II / July 2011-59-
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branch and $ 5 million for the third branch.
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• No restriction on the kind of business 
operated through the branches of foreign 
banks. It is advantageous to foreign banks 
branches as the entire home country 
business is generally run through these 
branches.
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Changing Dimensions of Foreign Banks in 
India

The foreign banks in India are slowly but 
steadily creating a niche for themselves. With 
the globalization hitting the world, the concept 
of banking has changed substantially over the 
last couple of years. Some of the foreign banks 
have successfully introduced latest technologies 
in the banking practices in India. This has 
made the banking business in the country 
more smooth and interesting for the 
customers. The concept of foreign banks in 
India has changed the prevailing banking 
scenario in the country. The banking industry is 
now more competitive and customer-friendly 
than before. The foreign banks have brought 
forth some innovations and changes in the 
banking industry of the country.

The Reserve Bank of India (RBI) is the 
supreme monetary authority of the country and 
tops the entire banking hierarchy. The 
scheduled banks under the authority of 
Reserve Bank of India are further categorized 
into two segments - commercial banks and co-
operative banks. The commercial banks are 
then again subdivided into two classes - 
private sector banks and public sector banks. 
In the year 1994, the Government of India 
allowed the new private banks to operate in the 
country and this changed the face of banking in 
the country. According to the new rules set by 
Reserve Bank of India in the new budget, some 
decisions regarding foreign banks in India 
have been taken. The steps taken by the 
central monetary authority provide some 
extent of liberty to the foreign banks and they 
are hopeful to grow unshackled. The foreign 
banks in India are now allowed to set up local 
subsidiaries in the country. The policy also 
states that the foreign banks are not allowed to 
acquire any Indian bank unless the Indian bank 
is listed as a weak bank by the RBI. The Indian 
subsidiaries of the foreign banks are not 
allowed to open branches freely in the country.

Conclusion

To sum up, on the total aspects, foreign 
banks since 1947 till that date become an 
important internal module of the Indian 
banking and financial system. Foreign banks 
globalize the Indian banking system. Now the 
Indian banking system is robust with standards 
that are closely in conformity with international 
norms under the aegis of reserve bank of India. 

The contemporary policy of openness and 
globalization, giving greater access of foreign 
banks to Indian market. A foreign bank plays a 
very important role in the promotion of 
international trade and finance which cannot 
be ignored at any instance. Foreign banks 
encourage competition in the market. 
Domestic banks have to face a lot of 
competition from foreign banks in terms of 
investment in technology, quality of customer 
services, strategic planning for the optimum 
use of human capital, and investment in 
research and development. Foreign banks 
were in the commanding heights right from the 
beginning of the modern banking era in India till 
as late as legislation of the key banking 
statutes in India.
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due consultation with all the stakeholders in 
the banking sector. The review would examine 
issues concerning extension of national 

treatment to WOS, dilution of stake and 
permitting mergers and acquisitions of any 
private sector banks in India by a foreign bank.

Table: 1.1 Foreign Banks operating in India as on March 31, 2008

Source: Branch Banking Statistics, Reserve Bank of India.

S.No. Name No. of branches in India

1 ABN AMRO Bank 28

2 Abu Dhabi Commercial Bank Ltd 2

3 Arab Bangladesh Bank Ltd 1

4 American Express Banking Corp. 1

5 Antwerp Diamond Bank 1

6 Bank International Indonesia 1

7 Bank of America 5

8 Bank of Bahrain & Kuwait 2

9 Bank of Nova Scotia 5

10 Bank of Tokyo-Mitsubishi Ltd 3

11 BNP Paribas 8

12 Bank of Ceylon 1

13 Barclays Bank Plc 5

14 Calyon Bank 5

15 Citibank 39

16 Shinhan Bank 2

17 Chinatrust Commercial Bank 1

18 Deutsche Bank 11

19 DBS Bank Ltd 2

20 HSBC 47

21 J.P. Morgan Chase Bank 1

22 Krung Thai Bank Public Co.Ltd. 1

23 Mizuho Corporate Bank Ltd 2

24 Mashreq Bank 2

25 Oman International Bank SAOG 2

 26 Standard Chartered Bank (SCB) 90

27 Sonali Bank 2

28 Societe Generale 2

29 State Bank Of Mauritius 3

Total 275
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Introduction

Visual merchandising (VM) is the activity 
of promoting the sale of goods, especially by 
their presentation in retail outlets (New Oxford 
Dictionary of English, 1999, Oxford University 
Press). 

This includes combining products, 
environments, and spaces into a stimulating 
and engaging display to encourage the sale of 
a product or service. It has become such an 
important element in retailing that a team effort 
involving the senior management, architects, 
merchandising managers, buyers, the visual 
merchandising director, industrial designers, 
and staff is needed.

In other words, Visual Merchandising is 
the art of displaying merchandise in a manner 
that is appealing to the eyes of the customer. It 
sets the context of the merchandise in an 
aesthetically pleasing fashion, presenting 
them in a way that would convert the window 
shoppers into prospects and ultimately buyers 
of the product. A creative and talented retailer 
can use this upcoming art to breathe in new life 
into his store products.

Passion for design and creativity are 
essential to be a good visual merchandiser. A 
perfect design process and the ability to create 
ideas that are different are required. 
Awareness of happenings in fashion world is 
needed so as to keep up-to-date with the 
dynamics of the market constantly.

History

Every shopkeeper and merchant's 
primary objective is to sell merchandise. When 
the giant nineteenth century dry goods 
establishments like Marshall Field & Co. 
shifted their business from wholesale to retail 
the visual display of goods became necessary 
to attract the retail customer. The store 
windows no longer simply allowed natural light 
to shine in the building or act as storage space 
for stock; they became important venues to 
attractively display the store's merchandise. 
Gradually, the design aesthetic used in window 
displays moved indoors and became part of 
the overall interior store design, eventually 
displacing the importance of windows 
altogether in suburban malls.

Museums and department stores in 
America have a shared history of displaying 
their products, both having come of age in the 
last quarter of the nineteenth century. Like 
world's fairs, department stores and museums 
crowded everything together on shelves or in 
display cases. Today displays in museums are 
referred to as exhibitions, while displays in 
stores are referred to as "Visual Merchandising. 
Essentially, visual merchandising is the selling 
of a store's goods through visual means, 
incorporating advertising, and window 
displays, and interior sales floor design and 
display. Throughout the twentieth century, 
well-known artists such as Salvador Dalí and 
Andy Warhol created window displays, while 
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Visual merchandising (VM) today forms a critical element of retailing. Besides the facade and windows, 
which are clearly done up with an objective to attract passer-bys and induce walk-ins, there is also in-store 
decor that is designed to enhance the customer’s comfort and convenience while shopping and overall, offer 
a superior shopping experience. Consumer behavior studies have confirmed that the lure of a beautifully 
done up show window and a tastefully decorated facade, more often than not, prove irresistible as they walk 
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ladies floor, for instance, is most often subtly lit 
with soft lights or then again, in summers, cool 
bluish lights are used to impact an impression 
of coolness and comfort. The careful use of 
spotlights helps add to the appeal of products 
such as crystal and jewellery, for example 
Swaroski the retail giant whose chain is in 
many Metros of India use to spot light of its 
crystal product the same way so that the spark 
and beauty of light coming through the crystal 
can be seen by the passerby and allure them to 
look at the product.
Display themes to appropriately support 
the product

A theme is a display of sale items of similar 
categories e.g. a display of kitchen 
accessories. It’s essential to have themes for 
all retail displays. They can be romantic, wild, 
or capricious, and capture people’s 
imaginations.

A good theme will lure the customer with a 
shopping mood into the store. Themes mainly 
depend upon the retailers’ imagination and 
creativity. Focusing on the right theme rather 
than creating a display with expensive raw 
materials is the key to successful window 
display. A shoe store theme can be a group of 
elves buying shoes. A theme for display of 
casual wears can be a group of mannequins 
sitting casually at a get together in different 
poses. Related themes will tug the heartstring 
of the customers and will pay off. For a retailer 
willing to exploit the full potential that a window 
gives, the image-building process can be 
exciting and have enormous potential. A 
fashion retailer, for instance, will often change 
a window weekly to show the latest items on 
offer. A glance into a shop's window by a 
passerby establishes the time of the year and, 
very likely, a timely contemporary event. It 
might combine seasonal and festive points of 
the year such as Back-to-school, Spring, 
Summer, Easter, Christmas, New Year 
approaching, Diwali, Valentine's Day, Mother's 
Day etc. At other times the propping may be 
based on color schemes, materials or cultural 
themes.
Display should complement the retailers 
other strategies

The content of the display should 
complement the in store environment and 
other marketing strategies of the retailer. If the 
retailer has a specific logo, the colors of the 
display can reflect the same color of the logo. 

For e.g. MacDonald’s display, the clown is of 
the same color, red and yellow as in their logo. 
Apart from that a retailer's window is the most 
controllable element in relation to image and 
must match their merchandise's target 
demographic. Display windows may 
communicate style, content, and price point. 
They can be seductive, exciting or based on 
emotional stimulus through stimulation, or 
evocation of all five senses. Another direction 
taken by retailers who rely on volume sold is 
price-based selling. These clearly emphasize 
value for money with easy and obvious 
ticketing.
Cleanliness and Stickiness

Neat and clean arrangement is the 
foundation of inviting a successful visual 
display. A beautiful display can be ruined by a 
cracked sign holder or an unclean display 
environment. Effective cleaning schedule of 
showcases and display fixtures is required.

Loyal customers have often been known 
to anxiously wait for the next display. 
‘Stickiness’ in retail formats is also ensured by 
the imaginative use of colors, lighting, space, 
furniture and visual elements with regard to in-
store displays. Like, for example the Fabric 
chain changes the visual display of fabric from 
light contrast to dark contrast in Z pattern for 
displaying the theme of Spring-Summer 
collection. This makes the atmosphere of the 
showroom cool and gives it a refreshing look. 
Using a pattern of VIBGYOR or Fuchsia can 
best be described the feel of Spring-Summer 
collection.
Change the display settings in frequent 
intervals and proper usage of Signage

Changing the arrangement of the displays 
in regular intervals will initiate new interest 
about the products in the minds of the 
customer. A planogram allows planning of the 
arrangement of merchandise on a given fixture 
configuration to support sales through proper 
placement of merchandise by Style, Option, 
Size, Price points, etc. It also enables a chain 
of stores to have the same merchandise 
displayed in a coherent and similar manner 
across the chain. By designing a planogram 
and activating changes frequently one can 
thus be a proactive retailer. The main purpose 
is to support ease of applicability to the 
merchandiser while also increasing selection 
& enhancing the merchandise display in a neat 
and organized manner.
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other artists who are lesser known were 
commissioned to design unique objects 
specifically for visual merchandising purposes. 
The main objectives of visual merchandising 
are as follow:

• Sell by showing and promoting the 
product.

• Create an emotional connect between the 
viewer and the display.

• Encourage the shopper to enter the store.
• Get the customer to pause and “shop” the 

selling floor.
• Establish, promote, and enhance the 

store’s visual image.
• Entertain customers and enhance their 

shopping experience.
• Introduce and explain new products.

Visual merchandising includes window 
displays, signs, interior displays, cosmetic 
promotions and any other special sales 
promotions taking place.
Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.
Results and Discussions
Components of Visual Merchandising

There are certain things which a retailer 
needs to take care while proceeding with the 
process of displaying his products. These 
components when combined together in a 
proper ratio will make a successful outcome. 
Once customers walk in, it is but imperative to 
ensure that they enjoy their first encounter with 
the store. After all, repeat visits will only 
happen if a customer’s first visit is a 
memorable one. The logical arrangement of 
counters, with clear passageways allows for 
easy access to merchandise.
Make merchandise the focal point

The main goal of display is to showcase 
the products within the overall display area. 
Customers give three to five seconds of their 
attention to window display. The best store 
windows can generate great excitement and 
are a talking point. They contribute to the 
environment by entertaining pedestrians, 
while simultaneously communicating the 
products and services on offer. Clear 
passages are provided for products, which 

require touch and feel. All impulse purchase 
driven products are also clearly displayed so 
that the customers can reach them without any 
hindrance. Also, it has been observed that 
when a person enters a room, the human eye 
moves in a Z pattern, i.e. from rear left of the 
room to right rear, followed by front left of the 
room to front right. Care should be taken to do 
up the rear left end of the room in an appealing 
manner so as to guide the direction of vision 
and keep a shopper visually interested. The 
retailer’s visual message should be conveyed 
to the customer in that short period of time. It 
should not be like an unsuccessful TV 
advertisement, where the product is forgotten 
altogether and only the concept of the 
commercial remains in the mind of the viewer. 
The arrangement of window display should go 
with the product and should not suppress them 
to make it discernable to the eye.
Right choice of colors/lighting is vital

Color is one of the most powerful tools in 
the Visual Merchandising segment. It is a 
visual perceptual property. Colors can be 
associated with emotions, special occasions 
and gender. It attracts attention and pulls more 
customers into the store. A retailer has to focus 
on the right choice of color that would match 
with the theme of display. It is not possible to 
satisfy everyone all the time, but it is possible to 
cultivate the taste of customers gradually and 
purposefully. A right choice of colors in the 
display items can turn walkers into stoppers 
and significantly convert them into customers. 
It is therefore mandatory to choose the right 
color for the right theme of display. A 
Halloween display would require black color in 
the display theme. Valentines theme should be 
ruled by red color supplemented with pink and 
white. A display of baby’s accessories should 
reflect light shades of pink and blue colors. A 
Christmas display should contain colors of red, 
green, gold and silver.

A great deal of research has been 
undertaken on the impact of lighting on a 
customer’s purchase behavior. Results clearly 
indicate that in general, stores that are brightly 
lit, with the lights cleverly blending with the 
interiors lead to higher customer comfort, and 
as such, more sales. Different types of lighting 
and interiors are used on different floors, the 
change reflecting the various products that are 
on display on a particular floor, the proposed 
target audience and the time of the year. The 
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ladies floor, for instance, is most often subtly lit 
with soft lights or then again, in summers, cool 
bluish lights are used to impact an impression 
of coolness and comfort. The careful use of 
spotlights helps add to the appeal of products 
such as crystal and jewellery, for example 
Swaroski the retail giant whose chain is in 
many Metros of India use to spot light of its 
crystal product the same way so that the spark 
and beauty of light coming through the crystal 
can be seen by the passerby and allure them to 
look at the product.
Display themes to appropriately support 
the product

A theme is a display of sale items of similar 
categories e.g. a display of kitchen 
accessories. It’s essential to have themes for 
all retail displays. They can be romantic, wild, 
or capricious, and capture people’s 
imaginations.

A good theme will lure the customer with a 
shopping mood into the store. Themes mainly 
depend upon the retailers’ imagination and 
creativity. Focusing on the right theme rather 
than creating a display with expensive raw 
materials is the key to successful window 
display. A shoe store theme can be a group of 
elves buying shoes. A theme for display of 
casual wears can be a group of mannequins 
sitting casually at a get together in different 
poses. Related themes will tug the heartstring 
of the customers and will pay off. For a retailer 
willing to exploit the full potential that a window 
gives, the image-building process can be 
exciting and have enormous potential. A 
fashion retailer, for instance, will often change 
a window weekly to show the latest items on 
offer. A glance into a shop's window by a 
passerby establishes the time of the year and, 
very likely, a timely contemporary event. It 
might combine seasonal and festive points of 
the year such as Back-to-school, Spring, 
Summer, Easter, Christmas, New Year 
approaching, Diwali, Valentine's Day, Mother's 
Day etc. At other times the propping may be 
based on color schemes, materials or cultural 
themes.
Display should complement the retailers 
other strategies

The content of the display should 
complement the in store environment and 
other marketing strategies of the retailer. If the 
retailer has a specific logo, the colors of the 
display can reflect the same color of the logo. 

For e.g. MacDonald’s display, the clown is of 
the same color, red and yellow as in their logo. 
Apart from that a retailer's window is the most 
controllable element in relation to image and 
must match their merchandise's target 
demographic. Display windows may 
communicate style, content, and price point. 
They can be seductive, exciting or based on 
emotional stimulus through stimulation, or 
evocation of all five senses. Another direction 
taken by retailers who rely on volume sold is 
price-based selling. These clearly emphasize 
value for money with easy and obvious 
ticketing.
Cleanliness and Stickiness

Neat and clean arrangement is the 
foundation of inviting a successful visual 
display. A beautiful display can be ruined by a 
cracked sign holder or an unclean display 
environment. Effective cleaning schedule of 
showcases and display fixtures is required.

Loyal customers have often been known 
to anxiously wait for the next display. 
‘Stickiness’ in retail formats is also ensured by 
the imaginative use of colors, lighting, space, 
furniture and visual elements with regard to in-
store displays. Like, for example the Fabric 
chain changes the visual display of fabric from 
light contrast to dark contrast in Z pattern for 
displaying the theme of Spring-Summer 
collection. This makes the atmosphere of the 
showroom cool and gives it a refreshing look. 
Using a pattern of VIBGYOR or Fuchsia can 
best be described the feel of Spring-Summer 
collection.
Change the display settings in frequent 
intervals and proper usage of Signage

Changing the arrangement of the displays 
in regular intervals will initiate new interest 
about the products in the minds of the 
customer. A planogram allows planning of the 
arrangement of merchandise on a given fixture 
configuration to support sales through proper 
placement of merchandise by Style, Option, 
Size, Price points, etc. It also enables a chain 
of stores to have the same merchandise 
displayed in a coherent and similar manner 
across the chain. By designing a planogram 
and activating changes frequently one can 
thus be a proactive retailer. The main purpose 
is to support ease of applicability to the 
merchandiser while also increasing selection 
& enhancing the merchandise display in a neat 
and organized manner.
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other artists who are lesser known were 
commissioned to design unique objects 
specifically for visual merchandising purposes. 
The main objectives of visual merchandising 
are as follow:

• Sell by showing and promoting the 
product.

• Create an emotional connect between the 
viewer and the display.

• Encourage the shopper to enter the store.
• Get the customer to pause and “shop” the 

selling floor.
• Establish, promote, and enhance the 

store’s visual image.
• Entertain customers and enhance their 

shopping experience.
• Introduce and explain new products.

Visual merchandising includes window 
displays, signs, interior displays, cosmetic 
promotions and any other special sales 
promotions taking place.
Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.
Results and Discussions
Components of Visual Merchandising

There are certain things which a retailer 
needs to take care while proceeding with the 
process of displaying his products. These 
components when combined together in a 
proper ratio will make a successful outcome. 
Once customers walk in, it is but imperative to 
ensure that they enjoy their first encounter with 
the store. After all, repeat visits will only 
happen if a customer’s first visit is a 
memorable one. The logical arrangement of 
counters, with clear passageways allows for 
easy access to merchandise.
Make merchandise the focal point

The main goal of display is to showcase 
the products within the overall display area. 
Customers give three to five seconds of their 
attention to window display. The best store 
windows can generate great excitement and 
are a talking point. They contribute to the 
environment by entertaining pedestrians, 
while simultaneously communicating the 
products and services on offer. Clear 
passages are provided for products, which 

require touch and feel. All impulse purchase 
driven products are also clearly displayed so 
that the customers can reach them without any 
hindrance. Also, it has been observed that 
when a person enters a room, the human eye 
moves in a Z pattern, i.e. from rear left of the 
room to right rear, followed by front left of the 
room to front right. Care should be taken to do 
up the rear left end of the room in an appealing 
manner so as to guide the direction of vision 
and keep a shopper visually interested. The 
retailer’s visual message should be conveyed 
to the customer in that short period of time. It 
should not be like an unsuccessful TV 
advertisement, where the product is forgotten 
altogether and only the concept of the 
commercial remains in the mind of the viewer. 
The arrangement of window display should go 
with the product and should not suppress them 
to make it discernable to the eye.
Right choice of colors/lighting is vital

Color is one of the most powerful tools in 
the Visual Merchandising segment. It is a 
visual perceptual property. Colors can be 
associated with emotions, special occasions 
and gender. It attracts attention and pulls more 
customers into the store. A retailer has to focus 
on the right choice of color that would match 
with the theme of display. It is not possible to 
satisfy everyone all the time, but it is possible to 
cultivate the taste of customers gradually and 
purposefully. A right choice of colors in the 
display items can turn walkers into stoppers 
and significantly convert them into customers. 
It is therefore mandatory to choose the right 
color for the right theme of display. A 
Halloween display would require black color in 
the display theme. Valentines theme should be 
ruled by red color supplemented with pink and 
white. A display of baby’s accessories should 
reflect light shades of pink and blue colors. A 
Christmas display should contain colors of red, 
green, gold and silver.

A great deal of research has been 
undertaken on the impact of lighting on a 
customer’s purchase behavior. Results clearly 
indicate that in general, stores that are brightly 
lit, with the lights cleverly blending with the 
interiors lead to higher customer comfort, and 
as such, more sales. Different types of lighting 
and interiors are used on different floors, the 
change reflecting the various products that are 
on display on a particular floor, the proposed 
target audience and the time of the year. The 
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iii) What stock density do we want to 
achieve?

Generally, the more options/units we can 
hold for a given amount of space, the higher 
the potential returns. Space landing systems 
can be split into two types – Numeric and 
visuals: Numeric planning system simply 
allows users to account of space available and 
to calculate the ratios like returns on space. 
Visual systems allow users to create three 
dimensional walk through models of the stores 
and to preview the look of a store once ranging 
decisions have been made.
d. Dresiforms and mannequins: The 

d res i fo rms  commun ica te  the  3  
dimensional form of the product. Along 
with the fit a good mannequin can also be 
customized to communicate a character, 
for  example,  special  k ids wear 
mannequins with caricatured faces 
conveys the playful mood of the 
collections.

e. Synergy among the different stalls: A stall 
look should complement the mood the 
whole fair too. So some visual elements 
from the fair; be it a color scheme or some 
material used should also be incorporated 
in the stall.

f. Out of the box thinking: With so many 
stalls around, it sometimes focus some 
stock value to grab the attention of the 
buyers. Innovative ideas in displaying the 
mannequins, swatches etc can invite 
many more people to the stall.

g. Merchandise planning: The first function 
of merchandising planning is making a 
strategic plan, which is normally for five 
years or more and is used to set the critical 
success factors for merchandising in 
terms of sales, margins and stocks. Next 
in a channel sales budget to take into 
account the effect of the new channels, 
new stores, closures, and refits. In simple 
words merchandising planning is a 
systematic approach and aiming at 
maximizing return on investment, through 
planning sales and inventory in order to 
increase profitability. It does think by 
maximization sales potential and 
minimizing losses from marked down and 
stock cuts.

h. Range planning: Begin with assortment 
plan. In assortment plan, the goal of 
merchandise plan are divided into specific 

lines and such a way that the division 
results in the increase of overall marginal 
mix. Then a distributions planning is done. 
The link between available physical space 
and ranging done here is a key determinant 
of merchandising performance.

Visual Merchandising In India
As the concept of large retail stores gains 

ground in India, the practice and concept of VM 
is likely to grow exponentially. In the western 
countries VM receives highest priority in 
commercial planning of a product. As seasons 
change, the merchandise collections / 
pangrams’ too change in a retail store. When 
such changes take place the store too 
undergoes a transformation in decor and 
visual presentation to appeal to the consumers 
while announcing new arrivals in merchandise 
collection. This phenomenon of transformation 
of visual presentations and displays of 
merchandise accompanied by relevant 
thematic props is still very new in India. VM and 
Displays have a storyboard effect communicating 
innovatively to the customer besides being a 
‘Silent salesman for a retail store’.
Role And Status Of Visual Merchandising In 
India

Visual merchandising is an artistic method 
to ensure that retailers merchandise moves off 
the shelves faster. It's a tool to appeal to the 
visual sensory elements of the customer. 
Visual merchandising is an unknown skill 
which is fastly becoming popular nowadays 
with the introduction of self service in retail 
stores in recent years and the number of 
changes taking place in super market 
merchandising methods, there has been 
increased emphasis on the kind of store layout, 
store building, fixtures, and equipment, color 
displays, silent communication tools, window 
display and finally opinion building through in 
store displays which has taken the art of 
retailing the higher applications frames.

Customer expects to spend less time for 
shopping and prefers one step multi brand 
retailing formats and hence significance of 
visual merchandising is on increase. Raymond 
brand Zapp has set up igloo-shaped trial 
rooms in its stores. Hannah Montana is 
another teen celebrity show that has greatly 
influenced children and many stores are seen 
to sell her merchandise or create store themes 
around her. As per the opinion of Hemendra 
Mathur, senior consultant of KSA Technopak, 
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On the other side, Signage related to 
various product sections are put up clearly to 
demarcate areas, allowing customers a clear 
understanding of what is stocked where. With 
various brands having their own pull, brand 
signage are also put up within the product 
sections so that customers can find their 
favorite brands easily. Additionally, within the 
product sections, signage helps to publicize 
the various promotional schemes that might be 
running in the store. Stores also make use of 
signage to indicate the facilities/services 
available at the store, such as washrooms, 
cafe etc.

With globalization and the retail boom, 
visual merchandising is growing in leaps and 
bounds. It is not simply concerned about 
decorating a store beautifully; but must also 
symbolize the brand keeping the target 
audience in mind.
Visual Merchandising Adoption In Textile 
And Clothing Sector

Human Resource Development (HRD) 
has been one of the most neglected areas in 
Indian textile and clothing industry. With the 
integration of markets and application of IT on 
wider scale, there has been a sea-change in 
the way the businesses are conducted today.  
This is an area where the Indian business 
people lack adequate knowledge and 
expertise. This inadequacy is best reflected in 
poor presentation/display and communication 
the various national and international 
exhibitions with phasing out of quantitative 
restrictions after the year 2004.

The industry needs to update itself with 
such changing requirements.  One of the ways 
of meeting this task is to equip the personnel 
working in the industry with skills and 
knowledge of the latest.  While there are some 
institutions addressing this need of the 
industry, there has been no organized, focused 
and co-coordinated plan of action.

The textile industry will have to compete 
purely on the competitive edge of the products 
and visual merchandising will be helpful for the 
projecting the uniqueness of the products and 
thereby increasing the market access and 
sales. It is high time that the Indian textile and 
clothing industry should understand and 
adopts the scientific and professional system 
of visual merchandising rather than the 
traditional practices of display of products and 
communication.

Visual Merchandising puts the merchandise 
in focus. It educates the customers, creates 
desire and finally augments the selling 
process. This is an area where the Indian 
textile and clothing industry, particularly, the 
SMEs lack adequate knowledge and 
expertise.  This inadequacy is best reflected in 
poor presentation/display and communication 
in various national and international 
exhibitions.
Critical Issues Of Visual Merchandising

Retailing itself has transformed the way 
business is done and the so called 
merchandisers of disposition of store 
inventory. There are many ways and standard 
procedures to ignite sales, increase profits and 
maximize the net worth of the business. Visual 
merchandising helps in this respect. This calls 
for a concerted industry effort to approximately 
value the importance of quality retail coverage 
such as self-integrity in store advertising, price 
verification, stock rotations, and new item-cut 
and other related activities. To make effective 
the retail business one has to focus on the 
following critical issues of visual merchandising.
a. Graphics and signage: Attention grabbing 

yet clear graphics by way to visually 
communicate the brand and these 
graphics when compiled with the right 
signage become the stalls complete 
instruction manual.

b. Trends and moot boards: This is 
misunderstood by many as mere 
decorations for the stall. The brand 
sources and moot boards convey the 
source, in fact the mere need of the 
product for the consumer to the buyer. A 
good trend story board display can exhibit 
a thought process nursing for the 
inspirations (research, to swatch 
development of the final usage of the 
product.

c. Space management: Most displays 
concentrate on the floor management of 
space. In order to create a complete 
desired ambience the ceiling space 
should also be given enough attention. 
Walls are not elastic space should be 
allocated to the available products as per 
the expectation of the customers to deliver 
best results. The major issues of space 
management are:
i) How do we want our ranges to look?
ii) Hanging/stocked/customers etc.
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iii) What stock density do we want to 
achieve?

Generally, the more options/units we can 
hold for a given amount of space, the higher 
the potential returns. Space landing systems 
can be split into two types – Numeric and 
visuals: Numeric planning system simply 
allows users to account of space available and 
to calculate the ratios like returns on space. 
Visual systems allow users to create three 
dimensional walk through models of the stores 
and to preview the look of a store once ranging 
decisions have been made.
d. Dresiforms and mannequins: The 

d res i fo rms  commun ica te  the  3  
dimensional form of the product. Along 
with the fit a good mannequin can also be 
customized to communicate a character, 
for  example,  special  k ids wear 
mannequins with caricatured faces 
conveys the playful mood of the 
collections.

e. Synergy among the different stalls: A stall 
look should complement the mood the 
whole fair too. So some visual elements 
from the fair; be it a color scheme or some 
material used should also be incorporated 
in the stall.

f. Out of the box thinking: With so many 
stalls around, it sometimes focus some 
stock value to grab the attention of the 
buyers. Innovative ideas in displaying the 
mannequins, swatches etc can invite 
many more people to the stall.

g. Merchandise planning: The first function 
of merchandising planning is making a 
strategic plan, which is normally for five 
years or more and is used to set the critical 
success factors for merchandising in 
terms of sales, margins and stocks. Next 
in a channel sales budget to take into 
account the effect of the new channels, 
new stores, closures, and refits. In simple 
words merchandising planning is a 
systematic approach and aiming at 
maximizing return on investment, through 
planning sales and inventory in order to 
increase profitability. It does think by 
maximization sales potential and 
minimizing losses from marked down and 
stock cuts.

h. Range planning: Begin with assortment 
plan. In assortment plan, the goal of 
merchandise plan are divided into specific 

lines and such a way that the division 
results in the increase of overall marginal 
mix. Then a distributions planning is done. 
The link between available physical space 
and ranging done here is a key determinant 
of merchandising performance.

Visual Merchandising In India
As the concept of large retail stores gains 

ground in India, the practice and concept of VM 
is likely to grow exponentially. In the western 
countries VM receives highest priority in 
commercial planning of a product. As seasons 
change, the merchandise collections / 
pangrams’ too change in a retail store. When 
such changes take place the store too 
undergoes a transformation in decor and 
visual presentation to appeal to the consumers 
while announcing new arrivals in merchandise 
collection. This phenomenon of transformation 
of visual presentations and displays of 
merchandise accompanied by relevant 
thematic props is still very new in India. VM and 
Displays have a storyboard effect communicating 
innovatively to the customer besides being a 
‘Silent salesman for a retail store’.
Role And Status Of Visual Merchandising In 
India

Visual merchandising is an artistic method 
to ensure that retailers merchandise moves off 
the shelves faster. It's a tool to appeal to the 
visual sensory elements of the customer. 
Visual merchandising is an unknown skill 
which is fastly becoming popular nowadays 
with the introduction of self service in retail 
stores in recent years and the number of 
changes taking place in super market 
merchandising methods, there has been 
increased emphasis on the kind of store layout, 
store building, fixtures, and equipment, color 
displays, silent communication tools, window 
display and finally opinion building through in 
store displays which has taken the art of 
retailing the higher applications frames.

Customer expects to spend less time for 
shopping and prefers one step multi brand 
retailing formats and hence significance of 
visual merchandising is on increase. Raymond 
brand Zapp has set up igloo-shaped trial 
rooms in its stores. Hannah Montana is 
another teen celebrity show that has greatly 
influenced children and many stores are seen 
to sell her merchandise or create store themes 
around her. As per the opinion of Hemendra 
Mathur, senior consultant of KSA Technopak, 
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On the other side, Signage related to 
various product sections are put up clearly to 
demarcate areas, allowing customers a clear 
understanding of what is stocked where. With 
various brands having their own pull, brand 
signage are also put up within the product 
sections so that customers can find their 
favorite brands easily. Additionally, within the 
product sections, signage helps to publicize 
the various promotional schemes that might be 
running in the store. Stores also make use of 
signage to indicate the facilities/services 
available at the store, such as washrooms, 
cafe etc.

With globalization and the retail boom, 
visual merchandising is growing in leaps and 
bounds. It is not simply concerned about 
decorating a store beautifully; but must also 
symbolize the brand keeping the target 
audience in mind.
Visual Merchandising Adoption In Textile 
And Clothing Sector

Human Resource Development (HRD) 
has been one of the most neglected areas in 
Indian textile and clothing industry. With the 
integration of markets and application of IT on 
wider scale, there has been a sea-change in 
the way the businesses are conducted today.  
This is an area where the Indian business 
people lack adequate knowledge and 
expertise. This inadequacy is best reflected in 
poor presentation/display and communication 
the various national and international 
exhibitions with phasing out of quantitative 
restrictions after the year 2004.

The industry needs to update itself with 
such changing requirements.  One of the ways 
of meeting this task is to equip the personnel 
working in the industry with skills and 
knowledge of the latest.  While there are some 
institutions addressing this need of the 
industry, there has been no organized, focused 
and co-coordinated plan of action.

The textile industry will have to compete 
purely on the competitive edge of the products 
and visual merchandising will be helpful for the 
projecting the uniqueness of the products and 
thereby increasing the market access and 
sales. It is high time that the Indian textile and 
clothing industry should understand and 
adopts the scientific and professional system 
of visual merchandising rather than the 
traditional practices of display of products and 
communication.

Visual Merchandising puts the merchandise 
in focus. It educates the customers, creates 
desire and finally augments the selling 
process. This is an area where the Indian 
textile and clothing industry, particularly, the 
SMEs lack adequate knowledge and 
expertise.  This inadequacy is best reflected in 
poor presentation/display and communication 
in various national and international 
exhibitions.
Critical Issues Of Visual Merchandising

Retailing itself has transformed the way 
business is done and the so called 
merchandisers of disposition of store 
inventory. There are many ways and standard 
procedures to ignite sales, increase profits and 
maximize the net worth of the business. Visual 
merchandising helps in this respect. This calls 
for a concerted industry effort to approximately 
value the importance of quality retail coverage 
such as self-integrity in store advertising, price 
verification, stock rotations, and new item-cut 
and other related activities. To make effective 
the retail business one has to focus on the 
following critical issues of visual merchandising.
a. Graphics and signage: Attention grabbing 

yet clear graphics by way to visually 
communicate the brand and these 
graphics when compiled with the right 
signage become the stalls complete 
instruction manual.

b. Trends and moot boards: This is 
misunderstood by many as mere 
decorations for the stall. The brand 
sources and moot boards convey the 
source, in fact the mere need of the 
product for the consumer to the buyer. A 
good trend story board display can exhibit 
a thought process nursing for the 
inspirations (research, to swatch 
development of the final usage of the 
product.

c. Space management: Most displays 
concentrate on the floor management of 
space. In order to create a complete 
desired ambience the ceiling space 
should also be given enough attention. 
Walls are not elastic space should be 
allocated to the available products as per 
the expectation of the customers to deliver 
best results. The major issues of space 
management are:
i) How do we want our ranges to look?
ii) Hanging/stocked/customers etc.
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help them match their needs with the 
visually merchandised product.
Most stores have an in-house team of 

visual merchandisers who coordinate with the 
marketing team as well as the in-house 
merchandisers and suppliers. Each time any 
major changes in decor are contemplated, 
they present the visual display concepts to the 
group for analysis and selection. Subsequently, 
the same is executed. The visual merchandising 
team also makes projections vis-a-vis returns 
per sq. ft. for each section and each brand 
stocked. On promotions related visual 
merchandising, the inputs of the advertising 
agency are also sought so that the in-shop 
communication is in line with the tactical 
promotions advertising. With cost of visual 
merchandising generally amounting to 1% of 
sales, this is one communication tool that clearly 
has an edge over others in terms of drawing in 
shoppers, increasing flow of traffic and 
increasing sales.

Scope in India and Abroad: The concept of 
visual merchandising is at a very nascent 
stage in India. Opportunities for employment 
are opening in shopping malls, five star hotels, 
boutiques, exhibitions, set designing of 
theater, organization of theme based parties, 
window designing of shops, elite boutiques, 
and hotel lounge. The textile industry of India 
also recruits visual merchandisers to enhance 
the aesthetic appeal of textiles and organize 
International textile exhibitions with the help of 
visual merchandisers. Companies like 
Shopper's Stop, Big Jo's, Akberally's, Ebony, 
Titan, Tanishq, Pantaloons, West Side provide 
job opportunities in India. During festivals like 
Diwali, Durga Puja, there is a spurt of 
consumers who are ready to splurge in the 
retail stores, jewelry shops, fashion boutiques 
.The challenge and job opportunities of a visual 
merchandiser is to add that extra zing to the 
shops ,boutiques to attract customers by virtue 
of their creative designs in graphics, interior 
decoration, lighting, window displays. Even 
theme based visual merchandisers are in great 
demand to organize parties during weddings, 
birthdays, Valentine's Day, Christmas, etc.

Companies like British Display Service, 
CVUK, KonneKt3, The Buzz, Michael Page 
Retail, Pzazz Seven Hr, HL Display, H & M, 
Hammer & Sohne, Beluga Jewelry provide job 
opportunities for visual merchandisers in U.K., 
USA, Dubai, Italy, Germany, etc. The job 

responsibilities include supervising the visual 
merchandising implementation in shops, 
implementation of attractive shop window 
designs, coordinating with the sales team and 
change the decoration to woo customers, 
constantly innovate ways and means to 
change the manikins, display, music and 
lighting of the retail store, emporium, 
boutiques.

Conclusion

A large multi-cubicle space into a retail 
store and designed everything from the work 
flow layout to the general décor. Merchandising 
is a major part of growing store successful. 
Visual merchandising is all about presenting 
the image and state of arts. It attracts the 
customer. Retailer uses it because customer 
can come and find the thing easily what they 
want. Visual merchandise provides easy way 
to attract the customer because customers are 
the king of market.
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based on the third annual consumer outlook 
study that the consumer is getting time saved 
and the time spent on shopping (both grocery 
and non grocery) has come down. Further the 
study reveals that are increase in the impulse 
and unplanned purchases in the certain 
categories. Visual merchandising helps in the 
increase of impulse buying. Restaurants, 
Grocery Stores, and C-stores are using visual 
merchandising as a tool to differentiate 
themselves in a saturated market. With Whole 
Foods leading the way, many are recognizing 
the impact that good food merchandising can 
have on sales. If a food merchandising 
strategy considers the 5 senses, it will keep 
customers lingering in the store, and help them 
with the buying decision process. Aroma, if 
pleasant, can be used to help sell product and 
visual graphics on the boxes and packaging 
can make them “look” as good as they taste. 
Texture can be utilized to entice customers to 
touch, and samples are the best form of food 
advertising.

The practice of a visual merchandising is 
negligible in durables and home textiles and in 
the apparel and foot wear it is 20%. Many 
people experience in organized retailing are of 
the opinion that innovative application for 
effective retail presents and brand buildings 
are being used aggressively by companies in 
retail merchandising. Brands like Reebok 
spent 25% of their advertising spent on point of 
sale merchandising. The brand managers of 
Reebok feel that 80% of the buyers are 
influenced by the 3 feet experience i.e., point of 
sales material and visual merchandising are 
more effective than outdoor displays and 
advertising.

Market analysis feel that most companies 
are unfortunately not spending as much time 
and money as they should on POS (point of 
sales) visual merchandising as a strategic tool 
for brand building, indiscriminately "displaying 
everything rather than displaying selectively 
and effectively to assist consumer in taking 
decisions.
Visual merchandising helps in:
a) Establishing a creative medium to present 

merchandise in 3 D environment, with 
which a long lasting impact and recall 
value.

b) Combining the creative, technical, and 
operational aspects of a product and the 
business.

c) Educating the customers about the 
product/services in an effective and 
creative or innovative manner.

d) Drawing the attention of the customer to 
enable him to purchase decisions in the 
short space of time and this augmenting 
the selling process.
Unlike the western countries, where VM 

receives highest priority in commercial 
planning of a product, the Indian industry 
understanding and practice of the concept of 
VM is inadequate.  With phasing out of 
quantitative restrictions after the year 2004, 
the textile industry will have to compete purely 
on the competitive edge of the products and 
VM will be a helpful tool in projecting the 
uniqueness of the products and thereby 
increasing the market access and sales.  It is 
high time that the Indian textile and clothing 
industry, therefore, understands and adopts 
the scientific and professional system of VM 
rather than the traditional practices of display 
of products and communication.
Visual  Merchandising And Retai l  
Communications

Visual Merchandising (VM) is the art of 
presentation, which puts the merchandise in 
focus and in perspective too. It educates the 
customers, creates desire and finally 
augments the selling process. This is a 
nascent area of the Indian retail industry; 
therefore a professional program on Visual 
Merchandising will go a long way in addressing 
this gap. The success of the program will be 
reflected in the better presentations, displays, 
indoor and outdoor communication about the 
stores. This course would be a niche 
specialization in the booming retail sector. 
Visual Merchandising achieves the following:
• Educates the customers about the 

products and services offered creatively 
and effectively.

• Enables a successful selling process, 
from browsing to buying.

• Establishes a creative medium to present 
merchandise in a lifelike 3-D environment, 
thus creating a strong impact and recall 
value.

• Sets the context of the merchandise.
• Establishes the linkage between fashions, 

product design and marketing by keeping 
the focus on the product.

• Draws the attention of the customers and 
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help them match their needs with the 
visually merchandised product.
Most stores have an in-house team of 

visual merchandisers who coordinate with the 
marketing team as well as the in-house 
merchandisers and suppliers. Each time any 
major changes in decor are contemplated, 
they present the visual display concepts to the 
group for analysis and selection. Subsequently, 
the same is executed. The visual merchandising 
team also makes projections vis-a-vis returns 
per sq. ft. for each section and each brand 
stocked. On promotions related visual 
merchandising, the inputs of the advertising 
agency are also sought so that the in-shop 
communication is in line with the tactical 
promotions advertising. With cost of visual 
merchandising generally amounting to 1% of 
sales, this is one communication tool that clearly 
has an edge over others in terms of drawing in 
shoppers, increasing flow of traffic and 
increasing sales.

Scope in India and Abroad: The concept of 
visual merchandising is at a very nascent 
stage in India. Opportunities for employment 
are opening in shopping malls, five star hotels, 
boutiques, exhibitions, set designing of 
theater, organization of theme based parties, 
window designing of shops, elite boutiques, 
and hotel lounge. The textile industry of India 
also recruits visual merchandisers to enhance 
the aesthetic appeal of textiles and organize 
International textile exhibitions with the help of 
visual merchandisers. Companies like 
Shopper's Stop, Big Jo's, Akberally's, Ebony, 
Titan, Tanishq, Pantaloons, West Side provide 
job opportunities in India. During festivals like 
Diwali, Durga Puja, there is a spurt of 
consumers who are ready to splurge in the 
retail stores, jewelry shops, fashion boutiques 
.The challenge and job opportunities of a visual 
merchandiser is to add that extra zing to the 
shops ,boutiques to attract customers by virtue 
of their creative designs in graphics, interior 
decoration, lighting, window displays. Even 
theme based visual merchandisers are in great 
demand to organize parties during weddings, 
birthdays, Valentine's Day, Christmas, etc.

Companies like British Display Service, 
CVUK, KonneKt3, The Buzz, Michael Page 
Retail, Pzazz Seven Hr, HL Display, H & M, 
Hammer & Sohne, Beluga Jewelry provide job 
opportunities for visual merchandisers in U.K., 
USA, Dubai, Italy, Germany, etc. The job 

responsibilities include supervising the visual 
merchandising implementation in shops, 
implementation of attractive shop window 
designs, coordinating with the sales team and 
change the decoration to woo customers, 
constantly innovate ways and means to 
change the manikins, display, music and 
lighting of the retail store, emporium, 
boutiques.

Conclusion

A large multi-cubicle space into a retail 
store and designed everything from the work 
flow layout to the general décor. Merchandising 
is a major part of growing store successful. 
Visual merchandising is all about presenting 
the image and state of arts. It attracts the 
customer. Retailer uses it because customer 
can come and find the thing easily what they 
want. Visual merchandise provides easy way 
to attract the customer because customers are 
the king of market.
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based on the third annual consumer outlook 
study that the consumer is getting time saved 
and the time spent on shopping (both grocery 
and non grocery) has come down. Further the 
study reveals that are increase in the impulse 
and unplanned purchases in the certain 
categories. Visual merchandising helps in the 
increase of impulse buying. Restaurants, 
Grocery Stores, and C-stores are using visual 
merchandising as a tool to differentiate 
themselves in a saturated market. With Whole 
Foods leading the way, many are recognizing 
the impact that good food merchandising can 
have on sales. If a food merchandising 
strategy considers the 5 senses, it will keep 
customers lingering in the store, and help them 
with the buying decision process. Aroma, if 
pleasant, can be used to help sell product and 
visual graphics on the boxes and packaging 
can make them “look” as good as they taste. 
Texture can be utilized to entice customers to 
touch, and samples are the best form of food 
advertising.

The practice of a visual merchandising is 
negligible in durables and home textiles and in 
the apparel and foot wear it is 20%. Many 
people experience in organized retailing are of 
the opinion that innovative application for 
effective retail presents and brand buildings 
are being used aggressively by companies in 
retail merchandising. Brands like Reebok 
spent 25% of their advertising spent on point of 
sale merchandising. The brand managers of 
Reebok feel that 80% of the buyers are 
influenced by the 3 feet experience i.e., point of 
sales material and visual merchandising are 
more effective than outdoor displays and 
advertising.

Market analysis feel that most companies 
are unfortunately not spending as much time 
and money as they should on POS (point of 
sales) visual merchandising as a strategic tool 
for brand building, indiscriminately "displaying 
everything rather than displaying selectively 
and effectively to assist consumer in taking 
decisions.
Visual merchandising helps in:
a) Establishing a creative medium to present 

merchandise in 3 D environment, with 
which a long lasting impact and recall 
value.

b) Combining the creative, technical, and 
operational aspects of a product and the 
business.

c) Educating the customers about the 
product/services in an effective and 
creative or innovative manner.

d) Drawing the attention of the customer to 
enable him to purchase decisions in the 
short space of time and this augmenting 
the selling process.
Unlike the western countries, where VM 

receives highest priority in commercial 
planning of a product, the Indian industry 
understanding and practice of the concept of 
VM is inadequate.  With phasing out of 
quantitative restrictions after the year 2004, 
the textile industry will have to compete purely 
on the competitive edge of the products and 
VM will be a helpful tool in projecting the 
uniqueness of the products and thereby 
increasing the market access and sales.  It is 
high time that the Indian textile and clothing 
industry, therefore, understands and adopts 
the scientific and professional system of VM 
rather than the traditional practices of display 
of products and communication.
Visual  Merchandising And Retai l  
Communications

Visual Merchandising (VM) is the art of 
presentation, which puts the merchandise in 
focus and in perspective too. It educates the 
customers, creates desire and finally 
augments the selling process. This is a 
nascent area of the Indian retail industry; 
therefore a professional program on Visual 
Merchandising will go a long way in addressing 
this gap. The success of the program will be 
reflected in the better presentations, displays, 
indoor and outdoor communication about the 
stores. This course would be a niche 
specialization in the booming retail sector. 
Visual Merchandising achieves the following:
• Educates the customers about the 

products and services offered creatively 
and effectively.

• Enables a successful selling process, 
from browsing to buying.

• Establishes a creative medium to present 
merchandise in a lifelike 3-D environment, 
thus creating a strong impact and recall 
value.

• Sets the context of the merchandise.
• Establishes the linkage between fashions, 

product design and marketing by keeping 
the focus on the product.

• Draws the attention of the customers and 
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Furthermore, the distributor is responsible 
for ensuring that a full line of film advertising 
material is available on each film which it 
believes will help the exhibitor attract the 
largest possible audience, create such 
advertising if it is not provided by the 
production company, and arrange for the 
physical delivery of the advertising items 
selected by the exhibitor at intervals prior to the 
opening day. If the distributor is handling an 
imported or foreign-language film, it may also 
be responsible for securing dubbing or 
subtitling for the film, and securing censorship 
or other legal or organizational "approval" for 
the exhibition of the film in the country/territory 
in which it does business, prior to approaching 
the exhibitors for booking.
Materials and Methods

While preparing this research article focus 
have been kept on film distribution and release 
and the strategy adopted for both activity. Both 
primary as well as secondary sources of 
information have been taken into consideration. 
Extreme care has been taken to be objective 
and correct in the presentation of facts.
Results and Discussions

When a feature film is initially produced, it 
is often shown to audiences in a movie theater 
or cinema. Typically, one film is the featured 
presentation (or feature film). Before the 
1970s, there were "double features"; typically, 
a high quality "A picture" rented by an 
independent theater for a lump sum, and a "B 
picture" of lower quality rented for a 
percentage of the gross receipts. Today, the 
bulk of the material shown before the feature 
film consists of previews for upcoming movies 
and paid advertisements (also known as 
trailers or "The Twenty").

Historically, all mass marketed feature 
films were made to be shown in movie 
theaters. The development of television has 
allowed films to be broadcast to larger 
audiences, usually after the film is no longer 
being shown in theaters. Recording 
technology has also enabled consumers to 
rent or buy copies of films on VHS or DVD (and 
the older formats of laserdisc, VCD and 
SelectaVision), and Internet downloads may 
be available and have started to become 
revenue sources for the film companies. Some 
films are now made specifically for these other 
venues, being released as made-for-TV 

movies or direct-to-video movies. The 
production values on these films are often 
considered to be of inferior quality compared to 
theatrical releases in similar genres, and 
indeed, some films that are rejected by their 
own studios upon completion are distributed 
through these markets.

In the days of the classical Hollywood 
cinema, the studios used the studio system, 
producing and distributing their own films to 
theaters that they also owned, a practice 
known as vertical integration. The studios' 
control over distribution was greatly weakened 
in the U.S. when in 1948 the court case United 
States v. Paramount Pictures, Inc. forced the 
major film studios to sell all their theaters. 
Today major studios and independent 
production companies compete for screens in 

2theaters.
Digital cinema or E-Cinema or E-Movies is 

the latest buzzword that has the potential to 
profoundly affect the distributors in the 
industry. Electronic cinema refers to film-less 
digital distribution and exhibition system of 
films using high quality digital projectors that 
are brighter and have higher resolution 
versions of video projectors. With this, feature 
films can be projected in small to medium size 
theatres with DVD playback equipment. Digital 
distribution, digital delivery or electronic 
software distribution (ESD) is the practice of 
delivering content without the use of physical 
media, typically by downloading via the 
internet straight to a consumer's home. Digital 
distribution is overtaking the conventional 
physical distribution media, such as paper or 
DVDs. The term digital distribution is typically 
applied to freestanding products; digital add-
ons for other products are more commonly 
known as downloadable content. Digitally 
distributed content may be streamed or 
downloaded. Streaming involves downloading 
and using content "on-demand" as it is 
needed. Meanwhile, fully downloading the 
content to a hard drive or other form of storage 
media allows for quick access in the future. 
The major attraction for digital distribution is its 
direct nature. To make a commercially 
successful work, artists usually enter their 
industry's publishing chain. Publishers help 
artists advertise, fund and distribute their work 
to retail outlets. In some industries, particularly 
videogames, artists find themselves bound to 
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Film Release and Distribution Strategy

Abstract

Given the levels of risk and contingency film distribution is, in many ways, a far more complex process to 
describe than exhibition. Today, before a film is released, no distributor knows the fate of the movie. Copies 
are made based on a guesstimate and the stakes are high. The copies are sent to various distributors in the 
country, who in turn rent them out to theatre owners. If the estimate goes awry, all that the theatre owner, the 
distributor or the producer can do about it is grin and bear the costs. E-cinema envelops the entire process 
from filming to storage, transmission, release, distribution and projection of movies, all of which can be done 
digitally. As for transmission, the film can travel instantaneously over computer networks in the "frictionless 
economy". Film release and distribution, now a complex affair, will take place at the "click" of a mouse.

Keywords :Film, Release, Distribution, Marketing techniques, Digital cinema, Theatre

Introduction

The movie theatre pays an average of 
about 50-55% of its ticket sales to the movie 
studio, as film rental fees. The actual 
percentage starts with a number higher than 
that, and decreases as the duration of a film's 
showing continues, as an incentive to theatres 
to keep movies in the theatre longer. However, 
today's barrage of highly marketed movies 
ensures that most movies are shown in first-
run theaters for less than 8 weeks. There are a 
few movies every year that defy this rule, often 
limited-release movies that start in only a few 
theaters and actually grow their theater count 
through good word-of-mouth and reviews. 
According to a 2000 study by ABN AMRO, 
about 26% of Hollywood movie studios' 
worldwide income came from box office ticket 
sales; 46% came from VHS and DVD sales to 
consumers; and 28% came from television 

1(broadcast, cable, and pay-per-view).
The primary agenda of the distributor is to 

convince the exhibitor to rent, or "book", each 
film. To this end the distributor usually arranges 
industry screenings for exhibitors, and uses 
other marketing techniques that will make the 
exhibitor believe they will profit financially by 
showing the film. Once this is accomplished, 
the distributor then secures a written contract 
stipulating the amount of the gross ticket sales 
to be paid to the distributor (usually a 
percentage of the gross after first deducting a 

"floor", which is called a "house allowance" 
(also known as the "nut"), collect the amount 
due, audit the exhibitor's ticket sales as 
necessary to ensure that gross reported by the 
exhibitor is accurate, secure the distributor's 
share of these proceeds, and transmit the 
remainder to the production company (or to 
any other intermediary, such as a film release 
agent). Ordinarily there are standard blanket 
contracts between a distributor and an 
exhibitor that apply to all films subsequently 
booked, although on occasion some of the 
terms, such as the percentage of the gross to 
be paid by the exhibitor, may with regard to a 
particular film. The distributor must also ensure 
that enough film prints are struck to service all 
contracted exhibitors on the contract-based 
opening day, ensure their physical delivery to 
the theatre by the opening day, monitor 
exhibitors to make sure the film is in fact shown 
in the particular theatre with the minimum 
number of seats and show times, and ensure 
the prints' return to the distributor's office or 
other storage resource also on the contract-
based return date. In practical terms, this 
includes the physical production of film prints 
and their shipping around the world (a process 
that is beginning to be replaced by digital 
distribution) as well as the creation of posters, 
newspaper and magazine advertisements, 
television commercials, trailers, and other 
types of ads.
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Furthermore, the distributor is responsible 
for ensuring that a full line of film advertising 
material is available on each film which it 
believes will help the exhibitor attract the 
largest possible audience, create such 
advertising if it is not provided by the 
production company, and arrange for the 
physical delivery of the advertising items 
selected by the exhibitor at intervals prior to the 
opening day. If the distributor is handling an 
imported or foreign-language film, it may also 
be responsible for securing dubbing or 
subtitling for the film, and securing censorship 
or other legal or organizational "approval" for 
the exhibition of the film in the country/territory 
in which it does business, prior to approaching 
the exhibitors for booking.
Materials and Methods

While preparing this research article focus 
have been kept on film distribution and release 
and the strategy adopted for both activity. Both 
primary as well as secondary sources of 
information have been taken into consideration. 
Extreme care has been taken to be objective 
and correct in the presentation of facts.
Results and Discussions

When a feature film is initially produced, it 
is often shown to audiences in a movie theater 
or cinema. Typically, one film is the featured 
presentation (or feature film). Before the 
1970s, there were "double features"; typically, 
a high quality "A picture" rented by an 
independent theater for a lump sum, and a "B 
picture" of lower quality rented for a 
percentage of the gross receipts. Today, the 
bulk of the material shown before the feature 
film consists of previews for upcoming movies 
and paid advertisements (also known as 
trailers or "The Twenty").

Historically, all mass marketed feature 
films were made to be shown in movie 
theaters. The development of television has 
allowed films to be broadcast to larger 
audiences, usually after the film is no longer 
being shown in theaters. Recording 
technology has also enabled consumers to 
rent or buy copies of films on VHS or DVD (and 
the older formats of laserdisc, VCD and 
SelectaVision), and Internet downloads may 
be available and have started to become 
revenue sources for the film companies. Some 
films are now made specifically for these other 
venues, being released as made-for-TV 

movies or direct-to-video movies. The 
production values on these films are often 
considered to be of inferior quality compared to 
theatrical releases in similar genres, and 
indeed, some films that are rejected by their 
own studios upon completion are distributed 
through these markets.

In the days of the classical Hollywood 
cinema, the studios used the studio system, 
producing and distributing their own films to 
theaters that they also owned, a practice 
known as vertical integration. The studios' 
control over distribution was greatly weakened 
in the U.S. when in 1948 the court case United 
States v. Paramount Pictures, Inc. forced the 
major film studios to sell all their theaters. 
Today major studios and independent 
production companies compete for screens in 

2theaters.
Digital cinema or E-Cinema or E-Movies is 

the latest buzzword that has the potential to 
profoundly affect the distributors in the 
industry. Electronic cinema refers to film-less 
digital distribution and exhibition system of 
films using high quality digital projectors that 
are brighter and have higher resolution 
versions of video projectors. With this, feature 
films can be projected in small to medium size 
theatres with DVD playback equipment. Digital 
distribution, digital delivery or electronic 
software distribution (ESD) is the practice of 
delivering content without the use of physical 
media, typically by downloading via the 
internet straight to a consumer's home. Digital 
distribution is overtaking the conventional 
physical distribution media, such as paper or 
DVDs. The term digital distribution is typically 
applied to freestanding products; digital add-
ons for other products are more commonly 
known as downloadable content. Digitally 
distributed content may be streamed or 
downloaded. Streaming involves downloading 
and using content "on-demand" as it is 
needed. Meanwhile, fully downloading the 
content to a hard drive or other form of storage 
media allows for quick access in the future. 
The major attraction for digital distribution is its 
direct nature. To make a commercially 
successful work, artists usually enter their 
industry's publishing chain. Publishers help 
artists advertise, fund and distribute their work 
to retail outlets. In some industries, particularly 
videogames, artists find themselves bound to 
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Film Release and Distribution Strategy

Abstract

Given the levels of risk and contingency film distribution is, in many ways, a far more complex process to 
describe than exhibition. Today, before a film is released, no distributor knows the fate of the movie. Copies 
are made based on a guesstimate and the stakes are high. The copies are sent to various distributors in the 
country, who in turn rent them out to theatre owners. If the estimate goes awry, all that the theatre owner, the 
distributor or the producer can do about it is grin and bear the costs. E-cinema envelops the entire process 
from filming to storage, transmission, release, distribution and projection of movies, all of which can be done 
digitally. As for transmission, the film can travel instantaneously over computer networks in the "frictionless 
economy". Film release and distribution, now a complex affair, will take place at the "click" of a mouse.

Keywords :Film, Release, Distribution, Marketing techniques, Digital cinema, Theatre

Introduction

The movie theatre pays an average of 
about 50-55% of its ticket sales to the movie 
studio, as film rental fees. The actual 
percentage starts with a number higher than 
that, and decreases as the duration of a film's 
showing continues, as an incentive to theatres 
to keep movies in the theatre longer. However, 
today's barrage of highly marketed movies 
ensures that most movies are shown in first-
run theaters for less than 8 weeks. There are a 
few movies every year that defy this rule, often 
limited-release movies that start in only a few 
theaters and actually grow their theater count 
through good word-of-mouth and reviews. 
According to a 2000 study by ABN AMRO, 
about 26% of Hollywood movie studios' 
worldwide income came from box office ticket 
sales; 46% came from VHS and DVD sales to 
consumers; and 28% came from television 

1(broadcast, cable, and pay-per-view).
The primary agenda of the distributor is to 

convince the exhibitor to rent, or "book", each 
film. To this end the distributor usually arranges 
industry screenings for exhibitors, and uses 
other marketing techniques that will make the 
exhibitor believe they will profit financially by 
showing the film. Once this is accomplished, 
the distributor then secures a written contract 
stipulating the amount of the gross ticket sales 
to be paid to the distributor (usually a 
percentage of the gross after first deducting a 

"floor", which is called a "house allowance" 
(also known as the "nut"), collect the amount 
due, audit the exhibitor's ticket sales as 
necessary to ensure that gross reported by the 
exhibitor is accurate, secure the distributor's 
share of these proceeds, and transmit the 
remainder to the production company (or to 
any other intermediary, such as a film release 
agent). Ordinarily there are standard blanket 
contracts between a distributor and an 
exhibitor that apply to all films subsequently 
booked, although on occasion some of the 
terms, such as the percentage of the gross to 
be paid by the exhibitor, may with regard to a 
particular film. The distributor must also ensure 
that enough film prints are struck to service all 
contracted exhibitors on the contract-based 
opening day, ensure their physical delivery to 
the theatre by the opening day, monitor 
exhibitors to make sure the film is in fact shown 
in the particular theatre with the minimum 
number of seats and show times, and ensure 
the prints' return to the distributor's office or 
other storage resource also on the contract-
based return date. In practical terms, this 
includes the physical production of film prints 
and their shipping around the world (a process 
that is beginning to be replaced by digital 
distribution) as well as the creation of posters, 
newspaper and magazine advertisements, 
television commercials, trailers, and other 
types of ads.
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increasingly turn to the internet for the movie 
and television entertainment needs, some 
members of the film industry have argued that, 
in the future, all films will be released on the 
internet and on home video formats at the 
same time as they are exhibited in theaters. 
Supporting this, a number of music albums 
have been simultaneously released on the 
internet and in stores and have still climbed to 
the top of the top forty charts in their respective 
genres. A number of directors, producers and 
studio executives believe that the same model 
may work for motion pictures.

Day-and-date eliminates the exclusivity in 
exhibition and distribution, as more than one 
organization — a theater chain and DVD 
distributor, for example ~ may present the film 
at the same time. Furthermore, the theatrical 
release, which usually garners the largest 
advertising budget of all of the formats of 
presentation, no longer operates as a bona 
fide advertising campaign for releases in other 
formats.
Multi-tiered release

Traditionally there is a multi-tiered 
release: first, theatrical release; second, home 
video release (disc formats only); third, pay-
per-view release; fourth broadcast premiere; 
and so on. The multi-tiered strategy offers the 
benefit of exclusivity to each exhibition and 
distribution company in its particular stage of 
release. In essence, each tier operates as an 
exclusive window in which the exhibitor or 
distributor may present the film.
Limited release

Limited release is a term in the American 
motion picture industry for a motion picture that 
is playing in a select few theaters across the 
country (typically in cities such as New York 
and Los Angeles). A limited release is often 
used to gauge the appeal of specialty films - 
especially of documentaries, independent 
films and art films. A common practice by major 
film studios is to give highly anticipated and 
critically-acclaimed films a limited release in 
December in New York and Los Angeles in 
order to qualify them for an Academy Award 
nomination, as set out by the rules outlined by 
the Academy. These films would often receive 
a wider release later in January or February. In 
the modern Japanese music industry, the term 
"limited release" is also used to denote a 
musical release that will only be produced in 
limited quantities. This differs from a limited 

edition, as it implies there will be no alternative 
or second issuing.
Wide release

Wide release is a term in the American 
motion picture industry for a motion picture that 
is playing nationally (as opposed to a few 
cinemas in cities such as New York and Los 
Angeles). Specifically, a movie is considered to 
be in wide release when it is on 600 screens or 
more in the United States and CanadaJ61 In 
the US films holding an NC-17 rating almost 
never have a wide release with Showgirls 
being the only such film to do so. The term is 
sometimes used informally in relative terms. 
For example, a documentary or art film 
promoter might speak of a film expanding from 
a few New York and Los Angeles screens to 
cinemas in major cities across the U.S. as 
moving into "wide release" even though it 
might be playing on single screens in as few as 
15 or 20 major cities.
Delayed release

A delayed release or late release refers to 
the relatively late release of a product to the 
public. In the film industry a release can be 
postponed due to the sometimes difficult 
transition of the production and/or post-
production to the sales and distribution phase 
of the film production cycle.
Due to several factors a film release can be 
delayed:
1. Problems during post-production of an 

artistic nature.
2. Political problems regarding the film.
3. Economical problems relating to 

limitations in the film budget.
These problems can be resolved by 

overcoming artistic problems, making 
politically correct or commercially successful 
changes to the film and/or relieving budgetary 
problems.
Roadshow theatrical release

A roadshow theatrical release (also 
commonly known as reserved seat 
engagement) was a term in the American 
motion picture industry for a practice in which a 
film opened in a limited number of theaters in 
large cities like Los Angeles, New York, 
Chicago and San Francisco for a specific 
period of time before the nationwide release 
and was shown only once or twice a day, 
usually with an intermission halfway or two-
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publishers, and in many cases unable to make 
the content they want; the publisher might not 
think it will profit well. This can quickly lead to 
the standardization of the content and to the 
stifling of new, considerably risky ideas.

By opting for digital distribution, an artist 
can get his work into the public sphere of 
interest easily with potentially minimum 
business overheads. This often leads to 
cheaper goods for the consumer and 
increased profits for the artists, as well as 
increased artistic freedom. Digital distribution 
also opens the door to new business models. 
For instance, an artist could release one track 
from an album or one chapter from a book at a 
time instead of waiting for them all to be 
completed. This either gives them cash boost 
to help continue or warns that their work is not 
financially viable before they have sunk 
excessive money and time into it. Videogames 
have increased flexibility in this area, 
demonstrated by micropayment models such 
as the one in Gunbound. A clear result of these 
new models is their accessibility to smaller 
artists or artist teams who do not have the time, 
funds, or expertise to make a new product in 
one go.

An example of this can be found in the 
music industry. Indian artists are for the first 
time able to access the same distribution 
channels as major record labels, with none of 
the restr ict ive pract ices or inf lated 
manufacturing costs; there are a growing 
collection of 'internet labels' that offer 
distribution to unsigned or independent artists 
directly to online music stores, and in some 
cases marketing and promotion services. 
Further, many bands are able to bypass this 
completely, and offer their music for sale via 
their own independently-controlled websites; 
this gives even further advantage to the artist, 
as it completely cuts out a distributor ~ and 
their cut of the profits.

The rise of digital distribution of music in 
particular has been blamed for a number of 
traditional retail venues closing, such as the 
iconic Canadian music chain Sam the Record 

3Man in 2007-08.
Notable digital distributors:— IODA, 

INgrooves, The Orchard, CD Baby, 7digital, 
TuneCore.
Film Release date vs. distribution date

The term release is sometimes confused 

with distribution date or theatrical premiere. A 
release is the moment at which a film is 
available for consumption, but usually not wide 
consumption. It usually occurs at a film festival 
or other event in which distribution deals are 
made. On the other hand, a theatrical premiere 
or the beginning of distribution is the day in 
which a film is released into theaters for wider 
public consumption and often takes place after 
the film is actually released. Frequently, these 
terms are used interchangeably because 
major movie studios distribute their own 
product through subsidiaries and, therefore, 
they often don't have to go through the process 
of acquiring a distributor at film festivals and 
trade shows. (This is not always the case, 
though. Sometimes, a studio film will need to 
solicit distributors for foreign distribution or will 
present itself at film festivals for publicity.) The 
separate release process is most frequent in 
the handling of non-U.S. films, in which an 
export and/or import company acts to "release" 
the movie for the production company of one 
country or to a distributor in another.
Strategy for film release

A film release is the stage at which a 
completed film is legally authorized by its 
owner for public distribution. The process 
includes locating a distributor to handle the 
film. For example, a film may be shown at a film 
festival or trade show in order to attract 
distributor attention and, if successful, may 
then be released through a chosen distributor.
Day-and-date

Day-and-date refers to a release strategy 
in which a movie enters theaters on the same 
day as it begins its presentation in home video 
or broadcast (cable, television, video on 
demand) formats. This strategy has been 
exemplified by the releases of films like Bubble 
(2006), directed by Steven Soderbergh, a 
noted champion of the day-and-date. The 
movie Ten Items or Less (2006) was released 
in a near day-and-date manner, with its video 
on demand release occurring two weeks after 

4 its theatrical one. Historically, the reason for 
day-and-date was to maximize economies of 
scale in the marketing and distribution of films 
that aren't expected to fare well in theaters 
(due to a limited audience or limited release). 
Currently, though, the strategy has been used 
to change the landscape of movie exhibition 
and distribution entirely. As viewers 
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increasingly turn to the internet for the movie 
and television entertainment needs, some 
members of the film industry have argued that, 
in the future, all films will be released on the 
internet and on home video formats at the 
same time as they are exhibited in theaters. 
Supporting this, a number of music albums 
have been simultaneously released on the 
internet and in stores and have still climbed to 
the top of the top forty charts in their respective 
genres. A number of directors, producers and 
studio executives believe that the same model 
may work for motion pictures.

Day-and-date eliminates the exclusivity in 
exhibition and distribution, as more than one 
organization — a theater chain and DVD 
distributor, for example ~ may present the film 
at the same time. Furthermore, the theatrical 
release, which usually garners the largest 
advertising budget of all of the formats of 
presentation, no longer operates as a bona 
fide advertising campaign for releases in other 
formats.
Multi-tiered release

Traditionally there is a multi-tiered 
release: first, theatrical release; second, home 
video release (disc formats only); third, pay-
per-view release; fourth broadcast premiere; 
and so on. The multi-tiered strategy offers the 
benefit of exclusivity to each exhibition and 
distribution company in its particular stage of 
release. In essence, each tier operates as an 
exclusive window in which the exhibitor or 
distributor may present the film.
Limited release

Limited release is a term in the American 
motion picture industry for a motion picture that 
is playing in a select few theaters across the 
country (typically in cities such as New York 
and Los Angeles). A limited release is often 
used to gauge the appeal of specialty films - 
especially of documentaries, independent 
films and art films. A common practice by major 
film studios is to give highly anticipated and 
critically-acclaimed films a limited release in 
December in New York and Los Angeles in 
order to qualify them for an Academy Award 
nomination, as set out by the rules outlined by 
the Academy. These films would often receive 
a wider release later in January or February. In 
the modern Japanese music industry, the term 
"limited release" is also used to denote a 
musical release that will only be produced in 
limited quantities. This differs from a limited 

edition, as it implies there will be no alternative 
or second issuing.
Wide release

Wide release is a term in the American 
motion picture industry for a motion picture that 
is playing nationally (as opposed to a few 
cinemas in cities such as New York and Los 
Angeles). Specifically, a movie is considered to 
be in wide release when it is on 600 screens or 
more in the United States and CanadaJ61 In 
the US films holding an NC-17 rating almost 
never have a wide release with Showgirls 
being the only such film to do so. The term is 
sometimes used informally in relative terms. 
For example, a documentary or art film 
promoter might speak of a film expanding from 
a few New York and Los Angeles screens to 
cinemas in major cities across the U.S. as 
moving into "wide release" even though it 
might be playing on single screens in as few as 
15 or 20 major cities.
Delayed release

A delayed release or late release refers to 
the relatively late release of a product to the 
public. In the film industry a release can be 
postponed due to the sometimes difficult 
transition of the production and/or post-
production to the sales and distribution phase 
of the film production cycle.
Due to several factors a film release can be 
delayed:
1. Problems during post-production of an 

artistic nature.
2. Political problems regarding the film.
3. Economical problems relating to 

limitations in the film budget.
These problems can be resolved by 

overcoming artistic problems, making 
politically correct or commercially successful 
changes to the film and/or relieving budgetary 
problems.
Roadshow theatrical release

A roadshow theatrical release (also 
commonly known as reserved seat 
engagement) was a term in the American 
motion picture industry for a practice in which a 
film opened in a limited number of theaters in 
large cities like Los Angeles, New York, 
Chicago and San Francisco for a specific 
period of time before the nationwide release 
and was shown only once or twice a day, 
usually with an intermission halfway or two-
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publishers, and in many cases unable to make 
the content they want; the publisher might not 
think it will profit well. This can quickly lead to 
the standardization of the content and to the 
stifling of new, considerably risky ideas.

By opting for digital distribution, an artist 
can get his work into the public sphere of 
interest easily with potentially minimum 
business overheads. This often leads to 
cheaper goods for the consumer and 
increased profits for the artists, as well as 
increased artistic freedom. Digital distribution 
also opens the door to new business models. 
For instance, an artist could release one track 
from an album or one chapter from a book at a 
time instead of waiting for them all to be 
completed. This either gives them cash boost 
to help continue or warns that their work is not 
financially viable before they have sunk 
excessive money and time into it. Videogames 
have increased flexibility in this area, 
demonstrated by micropayment models such 
as the one in Gunbound. A clear result of these 
new models is their accessibility to smaller 
artists or artist teams who do not have the time, 
funds, or expertise to make a new product in 
one go.

An example of this can be found in the 
music industry. Indian artists are for the first 
time able to access the same distribution 
channels as major record labels, with none of 
the restr ict ive pract ices or inf lated 
manufacturing costs; there are a growing 
collection of 'internet labels' that offer 
distribution to unsigned or independent artists 
directly to online music stores, and in some 
cases marketing and promotion services. 
Further, many bands are able to bypass this 
completely, and offer their music for sale via 
their own independently-controlled websites; 
this gives even further advantage to the artist, 
as it completely cuts out a distributor ~ and 
their cut of the profits.

The rise of digital distribution of music in 
particular has been blamed for a number of 
traditional retail venues closing, such as the 
iconic Canadian music chain Sam the Record 

3Man in 2007-08.
Notable digital distributors:— IODA, 

INgrooves, The Orchard, CD Baby, 7digital, 
TuneCore.
Film Release date vs. distribution date

The term release is sometimes confused 

with distribution date or theatrical premiere. A 
release is the moment at which a film is 
available for consumption, but usually not wide 
consumption. It usually occurs at a film festival 
or other event in which distribution deals are 
made. On the other hand, a theatrical premiere 
or the beginning of distribution is the day in 
which a film is released into theaters for wider 
public consumption and often takes place after 
the film is actually released. Frequently, these 
terms are used interchangeably because 
major movie studios distribute their own 
product through subsidiaries and, therefore, 
they often don't have to go through the process 
of acquiring a distributor at film festivals and 
trade shows. (This is not always the case, 
though. Sometimes, a studio film will need to 
solicit distributors for foreign distribution or will 
present itself at film festivals for publicity.) The 
separate release process is most frequent in 
the handling of non-U.S. films, in which an 
export and/or import company acts to "release" 
the movie for the production company of one 
country or to a distributor in another.
Strategy for film release

A film release is the stage at which a 
completed film is legally authorized by its 
owner for public distribution. The process 
includes locating a distributor to handle the 
film. For example, a film may be shown at a film 
festival or trade show in order to attract 
distributor attention and, if successful, may 
then be released through a chosen distributor.
Day-and-date

Day-and-date refers to a release strategy 
in which a movie enters theaters on the same 
day as it begins its presentation in home video 
or broadcast (cable, television, video on 
demand) formats. This strategy has been 
exemplified by the releases of films like Bubble 
(2006), directed by Steven Soderbergh, a 
noted champion of the day-and-date. The 
movie Ten Items or Less (2006) was released 
in a near day-and-date manner, with its video 
on demand release occurring two weeks after 

4 its theatrical one. Historically, the reason for 
day-and-date was to maximize economies of 
scale in the marketing and distribution of films 
that aren't expected to fare well in theaters 
(due to a limited audience or limited release). 
Currently, though, the strategy has been used 
to change the landscape of movie exhibition 
and distribution entirely. As viewers 
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was likewise presented in a roadshow format 
(that is, two performances a day), although the 
film is only two hours long, was not produced 
on a large budget, and does not contain an 

9intermission.
Roadshow releases from the 1950s to the 
1970s in U.S.A.

With the rise of television, beginning in 
1952 and continuing through the 1970s, 
studios came up with ways to bring movie 
audiences back to theatres by making 
widescreen epics, again using the "roadshow" 
formula. As a result, there was an avalanche of 
road show films during those decades; among 

10them is as follows in table no-2.  Nearly all of 
these newer roadshow releases were shown in 
six-track stereophonic sound, a then non-
standard feature of motion pictures. Many films 
made in the various widescreen processes, 
such as Todd AO, MGM Camera 65, and Super 
Panavision 70, were given road show 
presentations. Films made in three-camera 
Cinerama always received roadshow 
releases. The special requirements needed to 
show films in Cinerama - a theatre with a huge, 
ultra-curved screen, three projectors running 
simultaneously, and seven-track stereophonic 
sound - made it impossible to show its films in 
wide release unless the picture was converted 
to standard one camera format (i.e. Panavision).

A notable exception to the epic form that 
these films were made in was the 1965 Othello, 
which was, essentially, a filmed record of the 
already famous Laurence Olivier 1964 London 
stage production, shot in a movie studio, but on 
enlarged stage settings. The nearly three-hour 
color film, made in Panavision and shown in 
35mm and mono sound in many areas, was 
shown in 70mm and six-track stereophonic 
sound in only one engagement in London in 
1966, and, being a film that lay somewhere 
between a stage production and a true motion 
picture, did not make use of the spectacular 
vistas that 1960's widescreen epics usually 
boasted. It was shown on a two performance-
a-day basis with an intermission, as nearly all 
roadshow releases were, but it (quite 
deliberately) was shown in U.S. cinemas for 
only two days, in contrast to the lengthy 
engagements which most roadshow films 
were granted.

Another exception was Franco Zeffirelli's 
hugely successful version of Romeo and 
Juliet, which, although photographed in 
beautiful settings and certainly having the look 

Film Name
Year of
Release

Cinerma 1952

The Robe 1953

Oklahomal 1955

Olivier Richard III 1955

Audrey Hepburn – Henry 1956
Fonda War and Peace

The Bridge on the River Kwai 1957

South Pacific 1958

Porgy and Bess 1959

The Alamo 1960

EI Cid 1961

King of Kings 1961

Lawrence of Arabia 1962

Film Name
Year of
Release

The Longest Day 1962

Clepatra 1963

My Fair Lady 1964

The Sound of Music 1965

Olivier Othello 1965

Hawaii 1966

Camelot 1967

A Space Odyessey 1968

Oliverl 1968

Zeffirelli’s Romeo and Juliet 1968

Where Eagles Dare 1968

Star 1968

Funny Girl 1968

Paint You Wagon 1969

Ryan’s Daughter 1970

Fiddler on the Roof 1971

Table No – 2 Roadshow film releases from the 1950s to the 1970s in U.S.A.

Anusandhanika / Vol. III / No. II / July 2011-74-

thirds of the way through the picture. Although 
variants of roadshow releases occasionally 
still exist, the roadshow releases basically 

7ended in the early 1970s.
Unlike the common modern-day limited 

release, roadshow films were shown to 
audiences who had had to reserve their seats 
and were given or able to purchase souvenir 
programs, as they did with live theater 
productions. Most films shown in this format 
were movies that were two-and-a-half hours or 
longer in length, and admission prices were 
more expensive than those films shown as 
regular attractions. Many of the films given 
road show releases were subsequently 
distributed to regular movie theatres. This was 
called a general release, and was akin to the 
modern day wide release of a film. However, 
there are three important differences:

1) A roadshow release was usually shown 
with an intermission during the film. Today 
a film will seldom have an intermission 
halfway through, even one that runs three 
hours.

2) A film shown in roadshow format was 
nearly always shown only once or twice a 
day. Almost no films today are, whether 
shown in limited or wide release, unless 
they are sharing the same screen with 
another film in a multiplex.

3) The roadshow version of a film was 

sometimes much longer than the general 

release version, which had been cut down 

in order to allow for more screenings per 

day.

Roadshow releases from the 1920s to 1950 

in U.S.A.
The roadshow format had been used 

since the days of silent films, but it especially 
took hold between 1953 and 1972, Films 
shown in roadshow format before 1953 are 

8 mentioned in table no-l. British art-house films 
that were shown as roadshow attractions 
included the Olivier Shakespeare adaptations 
Henry V and Hamlet, and the famous ballet film 
The Red Shoes. The 1935 A Midsummer 
Night's Dream, a Hollywood-made screen 
version of Shakespeare, was also given a 
roadshow release.

In a roadshow release, an often large-
scale epic film would open in larger cities in an 
engagement much like a theatrical play or 
musical, often with components such as an 
Overture, the First Act, the Intermission, the 
Entr'acte, the Second Act, and the Exit Music. 
(The Overture should not be confused with the 
Main Title Music. The Overture was always 
played before the beginning of the film, while 
the lights were still up and the curtains were still 
closed. As the lights dimmed, the Overture 
ended, the curtains opened, and the film began 
with its Main Title Music and opening credits.) 
An early example of this was 1939's Gone with 
the Wind. Running almost four hours in length, 
the film was divided into the above 
components, so that the film patron can 
experience the film as if they were seeing an 
actual play in a theater.

The original theatrical release of Walt 
Disney's Fantasia, presented in Fantasound in 
selected large cities in the U.S., never did 
contain an Overture, Intermission Music, or 
Exit Music (though it did contain an 
intermission). Fantasia was first released in 
roadshow format, and was originally presented 
without on-screen credits to perpetuate a 
concert-going experience -- the printed 
souvenir program, given out to patrons as they 
entered the theater, presented the film's 
credits. The original New York run of the 1950 
film Cyrano de Bergerac, starring Jose Ferrer 
and based on Edmond Rostand's 1897 play, 

Film Name
Year of
Release

Chicago (Silent Film) 1927

Show Boat 1929

The Desert Song 1929

Rio Rita 1929

The Sign of the Cross 1932

A Midsummer Night’s Dream 1935

Gone with the Wind 1939

Fantasia 1940

The Song of Bernadette 1943

Since You Went Away 1944

Western Duel in the Sun 1946

Table No. – 1 Roadshow film release from the 1920s to 1950 in U.S.A.
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was likewise presented in a roadshow format 
(that is, two performances a day), although the 
film is only two hours long, was not produced 
on a large budget, and does not contain an 

9intermission.
Roadshow releases from the 1950s to the 
1970s in U.S.A.

With the rise of television, beginning in 
1952 and continuing through the 1970s, 
studios came up with ways to bring movie 
audiences back to theatres by making 
widescreen epics, again using the "roadshow" 
formula. As a result, there was an avalanche of 
road show films during those decades; among 

10them is as follows in table no-2.  Nearly all of 
these newer roadshow releases were shown in 
six-track stereophonic sound, a then non-
standard feature of motion pictures. Many films 
made in the various widescreen processes, 
such as Todd AO, MGM Camera 65, and Super 
Panavision 70, were given road show 
presentations. Films made in three-camera 
Cinerama always received roadshow 
releases. The special requirements needed to 
show films in Cinerama - a theatre with a huge, 
ultra-curved screen, three projectors running 
simultaneously, and seven-track stereophonic 
sound - made it impossible to show its films in 
wide release unless the picture was converted 
to standard one camera format (i.e. Panavision).

A notable exception to the epic form that 
these films were made in was the 1965 Othello, 
which was, essentially, a filmed record of the 
already famous Laurence Olivier 1964 London 
stage production, shot in a movie studio, but on 
enlarged stage settings. The nearly three-hour 
color film, made in Panavision and shown in 
35mm and mono sound in many areas, was 
shown in 70mm and six-track stereophonic 
sound in only one engagement in London in 
1966, and, being a film that lay somewhere 
between a stage production and a true motion 
picture, did not make use of the spectacular 
vistas that 1960's widescreen epics usually 
boasted. It was shown on a two performance-
a-day basis with an intermission, as nearly all 
roadshow releases were, but it (quite 
deliberately) was shown in U.S. cinemas for 
only two days, in contrast to the lengthy 
engagements which most roadshow films 
were granted.

Another exception was Franco Zeffirelli's 
hugely successful version of Romeo and 
Juliet, which, although photographed in 
beautiful settings and certainly having the look 

Film Name
Year of
Release

Cinerma 1952

The Robe 1953

Oklahomal 1955

Olivier Richard III 1955

Audrey Hepburn – Henry 1956
Fonda War and Peace

The Bridge on the River Kwai 1957

South Pacific 1958

Porgy and Bess 1959

The Alamo 1960

EI Cid 1961

King of Kings 1961

Lawrence of Arabia 1962

Film Name
Year of
Release

The Longest Day 1962

Clepatra 1963

My Fair Lady 1964

The Sound of Music 1965

Olivier Othello 1965

Hawaii 1966

Camelot 1967

A Space Odyessey 1968

Oliverl 1968

Zeffirelli’s Romeo and Juliet 1968

Where Eagles Dare 1968

Star 1968

Funny Girl 1968

Paint You Wagon 1969

Ryan’s Daughter 1970

Fiddler on the Roof 1971

Table No – 2 Roadshow film releases from the 1950s to the 1970s in U.S.A.
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thirds of the way through the picture. Although 
variants of roadshow releases occasionally 
still exist, the roadshow releases basically 

7ended in the early 1970s.
Unlike the common modern-day limited 

release, roadshow films were shown to 
audiences who had had to reserve their seats 
and were given or able to purchase souvenir 
programs, as they did with live theater 
productions. Most films shown in this format 
were movies that were two-and-a-half hours or 
longer in length, and admission prices were 
more expensive than those films shown as 
regular attractions. Many of the films given 
road show releases were subsequently 
distributed to regular movie theatres. This was 
called a general release, and was akin to the 
modern day wide release of a film. However, 
there are three important differences:

1) A roadshow release was usually shown 
with an intermission during the film. Today 
a film will seldom have an intermission 
halfway through, even one that runs three 
hours.

2) A film shown in roadshow format was 
nearly always shown only once or twice a 
day. Almost no films today are, whether 
shown in limited or wide release, unless 
they are sharing the same screen with 
another film in a multiplex.

3) The roadshow version of a film was 

sometimes much longer than the general 

release version, which had been cut down 

in order to allow for more screenings per 

day.

Roadshow releases from the 1920s to 1950 

in U.S.A.
The roadshow format had been used 

since the days of silent films, but it especially 
took hold between 1953 and 1972, Films 
shown in roadshow format before 1953 are 

8 mentioned in table no-l. British art-house films 
that were shown as roadshow attractions 
included the Olivier Shakespeare adaptations 
Henry V and Hamlet, and the famous ballet film 
The Red Shoes. The 1935 A Midsummer 
Night's Dream, a Hollywood-made screen 
version of Shakespeare, was also given a 
roadshow release.

In a roadshow release, an often large-
scale epic film would open in larger cities in an 
engagement much like a theatrical play or 
musical, often with components such as an 
Overture, the First Act, the Intermission, the 
Entr'acte, the Second Act, and the Exit Music. 
(The Overture should not be confused with the 
Main Title Music. The Overture was always 
played before the beginning of the film, while 
the lights were still up and the curtains were still 
closed. As the lights dimmed, the Overture 
ended, the curtains opened, and the film began 
with its Main Title Music and opening credits.) 
An early example of this was 1939's Gone with 
the Wind. Running almost four hours in length, 
the film was divided into the above 
components, so that the film patron can 
experience the film as if they were seeing an 
actual play in a theater.

The original theatrical release of Walt 
Disney's Fantasia, presented in Fantasound in 
selected large cities in the U.S., never did 
contain an Overture, Intermission Music, or 
Exit Music (though it did contain an 
intermission). Fantasia was first released in 
roadshow format, and was originally presented 
without on-screen credits to perpetuate a 
concert-going experience -- the printed 
souvenir program, given out to patrons as they 
entered the theater, presented the film's 
credits. The original New York run of the 1950 
film Cyrano de Bergerac, starring Jose Ferrer 
and based on Edmond Rostand's 1897 play, 

Film Name
Year of
Release

Chicago (Silent Film) 1927

Show Boat 1929

The Desert Song 1929

Rio Rita 1929

The Sign of the Cross 1932

A Midsummer Night’s Dream 1935

Gone with the Wind 1939

Fantasia 1940

The Song of Bernadette 1943

Since You Went Away 1944

Western Duel in the Sun 1946
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However, it is important not to confuse 
releases such as March of the Penguins, 
Million Dollar Baby, and The Princess and the 
Frog with the old-fashioned roadshow release. 
None of those films were shown with an 
intermission, or on a two performance-a-day 
basis. More recently, the nearly three-hour 
blockbuster Avatar has been shown in wide 
release and in a non-roadshow format, 
although the picture is in 3-D and requires 
special glasses for viewing in that process. 
Avatar has never been shown with an 
intermission.

Film Distribution Strategy and Financial 
Benefits to producer and Distributors 
Electronic cinema like any disruptive 
technology has the potential of drawing the 
studios, production houses and exhibitors 
alike and gaining considerable market share at 
the expense of traditional film distribution. The 
benefits to distributors will be in the form of: 
Print costs are currently about 15-25% of a 
film's production cost. A print costs around 
80,000 rupees, a set of DVD-ROMS will cost 
as low as 8000/- A whopping 90% saving. In 
USA, release prints cost $2,000 each.'161 
Further, shipping and insurance add another 
$1,000 per print to the distribution costs. Thus 
an average big- budget release chalks up print 
and distribution costs in excess of $ 15 million. 
Imagine the benefit if these costs were slashed 
by up to 90%. Digital production will be 
completed in lesser time and thus speed up the 
entire process from finish to release as 

17innumerable disks can be made in a day .
The film could be released in more cinema 

halls simultaneously as the cost for the 
distributor is relatively high. Thus, no more 
worries for theatre owners and exhibitors and 
distributors who have to physically carry the 
film reels from one theatre to another and time 
shows accordingly, thus enabling faster 
recovery of investment. Further, by the time 
bad publicity of a flop movie spreads it will have 
recovered a table profit. Every print is a perfect 
copy. Thus gone will be the days where the 
print is really bad if we don't see a movie in the 
first month. All the quality issues from the right 
hue to color drift to print degeneration by 

repeated theatrical telecasts will be a thing of 
the past with the advent of digital technologies. 
Film Buffs do not mind paying a few rupees 
extra if they will receive "Picture Perfect" 
Movies due to digital technology. Exhibitor is at 
greater ease of operation- as all trailers, 
feature films and advertisements can be pre-
programmed. There would be no operator 
errors and no operator manipulations.

As has been said by all the gurus in the 
Internet world, industries where the final 
product can be digitized will be turned upside 
down. As the compression technologies 
develop and prints are digitized, the 
economies of scale that can be achieved will 
be significant. Just imagine the day when a 
movie is digitized at a central location and then 
transmitted to various theatres in the city at the 
same time thus avoiding the painful task of 
making countless prints and moving these 
prints from one place to another. Anyone who 
has gone to a Hindi movie in the US would 
have observed how the print is brought to the 
theatre just before the show and then taken to 
the next destination immediately after the 
show. With files replacing prints, a single 
screen can show multiple films and if 
audiences on a given night do not want to see 
"The Chick Flick - Charlies's Angels" the 
theatre owner may switch to "Kasoor". Thus, 
depending on audience taste, revenues can be 
kept high.

"Cut and Paste" leading to considerable 
time and cost savings. Haven't we all seen so 
many similar scenes in Movies like a sunrise in 
Mauritius or a view of the Savannahs? With the 
rise of digital technology, it will be possible to 
cut and paste any scene from a movie into 
another file through PowerPoint and thus avoid 
expensive shooting overheads and star 

18tantrums' . Why it will be accepted. Most of 
theatres in India have old projectors; hence 
they can straight away jump from old 
projectors to state-of-the-art digital technology 
provided government provides tax benefits 
and these equipment get the status of 
infrastructure equipment. It is not too big an 
increase in cost for new multiplexes.

DVD ROMS cannot be decoded outside a 
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of an epic, was shown in most areas in 
monaural sound (although its three soundtrack 
albums were all made in stereo), and at a 
screen aspect ratio of 1.66: 1; that is, roughly 
the screen width of today's average movie 
screen or HDTV screen, not the very wide 
screens required for films made in Ultra 
Panavision, Cinemascope, Todd-AO or any of 
the other processes invented in the 195O's.|n| 
(The Mexican release of the film, however, did 
use six-track stereo and was shown in 70mm.).
Edited versions and restoration

It was common practice, unfortunately, for 
studios to re-edit some of these epics for 
general release in order for theaters to book 
more showings a day and present the film at 
reduced "popular prices", especially if the film 
ran longer than two hours. Sometimes this was 
done to a successful film, such as South 
Pacific, but more often to one that had been a 
notable flop. As a result, some of these films 
have not been seen in their entirety since their 
first release, as the original edited footage is 
either missing or no longer exists. But with the 
work of film preservationists and restoration, 
such roadshow flops as the 1935 A 
Midsummer Night's Dream, Joan of Arc 
(1948), and Fantasia, along with the hugely 
successful For Whom the Bell Tolls (1943), 
Lawrence of Arabia, and Around the World in 
80 Days, have been restored in recent years to 

12match the filmmakers' original intent' . 
However, several extremely popular long films, 
such as Gone With the Wind and The Ten 
Commandments, have never been released in 
edited form, and were nearly always shown on 
a two performances-a-day basis.
The rise of the limited release

The practice of roadshow presentation 
began dying out in the 1970s, partly due to the 
rise of the multiplex. As they began to increase 
in number, more and more movie palaces 
closed down. Francis Ford Coppola's Oscar-
winning epics The Godfather (1972) and The 
Godfather Part II (1974), for instance, were 
shown without intermissions and with more 
than two performances a day, despite their 
extreme length, as was Stanley Kubrick's 
Barry Lyndon (1975). The last film release to 
officially receive a reserved seat engagement 
was Man of La Mancha (1972), an adaptation 

of the stage musical, although it was made to 
13be shown without an intermission' .

By the 1980s the practice had largely been 
abandoned, as the rise of the multiplex and 
competition from cable TV and home video 
began forcing changes in the nature of film 
industry. The 1984 film Amadeus, for example, 
although nearly three hours long, was not 
shown in a road show format, while 1982's 
Gandhi was. Kenneth Branagh's four-hour 
Hamlet (1996) was not shown in a road-show 
format, but it did have an intermission two-and-
a-half hour into the film. The latest film to be 
shown with an intermission (aside from most 
Hindi musicals, which generally have one) was 
Gods and Generals, but it was not shown in a 
strict roadshow format, as performances were 
not limited to two per day, and seats were not 
reserved. In 2006, the film Dreamgirls, based 
on the Broadway stage musical, was given a 
three-theater road show release, with reserved 
seats and program guides. Tickets were 
significantly higher priced than normal, at 
$25.'!41 The film itself was not shown with an 
intermission. In 2008 and 2009, the four-hour 
biopic Che, starring Benicio del Toro as Che 
Guevara, was shown in a roadshow format for 
a limited time in a number of large cities.

Today, a similar theatrical release practice 

of first premiering a film in larger cities is more 

common, mainly towards the end of the year, in 

order to quality for film award consideration, 

including the Academy Awards. In many 

cases, such releases will have a better chance 

at being nominated for the Oscar. Such recent 

films that have gone the limited release route 

include 2004's Million Dollar Baby and The 

Aviator, 2005's March of the Penguins, and 

2009's Disney film The Princess and the Frog-

these and other such limited release films 

eventually opened wideJ1?J Sometimes this is 

done to allow a film to receive a wide release 

shortly after the 1st of the year, while qualifying 

for the previous year's Academy Awards. 

Often, smaller f i lms (often art and 

independent) will receive an initial release in 

New York and Los Angeles, and later expand to 

other cities based on results; this is called 

"platforming" or a platform release.
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However, it is important not to confuse 
releases such as March of the Penguins, 
Million Dollar Baby, and The Princess and the 
Frog with the old-fashioned roadshow release. 
None of those films were shown with an 
intermission, or on a two performance-a-day 
basis. More recently, the nearly three-hour 
blockbuster Avatar has been shown in wide 
release and in a non-roadshow format, 
although the picture is in 3-D and requires 
special glasses for viewing in that process. 
Avatar has never been shown with an 
intermission.

Film Distribution Strategy and Financial 
Benefits to producer and Distributors 
Electronic cinema like any disruptive 
technology has the potential of drawing the 
studios, production houses and exhibitors 
alike and gaining considerable market share at 
the expense of traditional film distribution. The 
benefits to distributors will be in the form of: 
Print costs are currently about 15-25% of a 
film's production cost. A print costs around 
80,000 rupees, a set of DVD-ROMS will cost 
as low as 8000/- A whopping 90% saving. In 
USA, release prints cost $2,000 each.'161 
Further, shipping and insurance add another 
$1,000 per print to the distribution costs. Thus 
an average big- budget release chalks up print 
and distribution costs in excess of $ 15 million. 
Imagine the benefit if these costs were slashed 
by up to 90%. Digital production will be 
completed in lesser time and thus speed up the 
entire process from finish to release as 

17innumerable disks can be made in a day .
The film could be released in more cinema 

halls simultaneously as the cost for the 
distributor is relatively high. Thus, no more 
worries for theatre owners and exhibitors and 
distributors who have to physically carry the 
film reels from one theatre to another and time 
shows accordingly, thus enabling faster 
recovery of investment. Further, by the time 
bad publicity of a flop movie spreads it will have 
recovered a table profit. Every print is a perfect 
copy. Thus gone will be the days where the 
print is really bad if we don't see a movie in the 
first month. All the quality issues from the right 
hue to color drift to print degeneration by 

repeated theatrical telecasts will be a thing of 
the past with the advent of digital technologies. 
Film Buffs do not mind paying a few rupees 
extra if they will receive "Picture Perfect" 
Movies due to digital technology. Exhibitor is at 
greater ease of operation- as all trailers, 
feature films and advertisements can be pre-
programmed. There would be no operator 
errors and no operator manipulations.

As has been said by all the gurus in the 
Internet world, industries where the final 
product can be digitized will be turned upside 
down. As the compression technologies 
develop and prints are digitized, the 
economies of scale that can be achieved will 
be significant. Just imagine the day when a 
movie is digitized at a central location and then 
transmitted to various theatres in the city at the 
same time thus avoiding the painful task of 
making countless prints and moving these 
prints from one place to another. Anyone who 
has gone to a Hindi movie in the US would 
have observed how the print is brought to the 
theatre just before the show and then taken to 
the next destination immediately after the 
show. With files replacing prints, a single 
screen can show multiple films and if 
audiences on a given night do not want to see 
"The Chick Flick - Charlies's Angels" the 
theatre owner may switch to "Kasoor". Thus, 
depending on audience taste, revenues can be 
kept high.

"Cut and Paste" leading to considerable 
time and cost savings. Haven't we all seen so 
many similar scenes in Movies like a sunrise in 
Mauritius or a view of the Savannahs? With the 
rise of digital technology, it will be possible to 
cut and paste any scene from a movie into 
another file through PowerPoint and thus avoid 
expensive shooting overheads and star 

18tantrums' . Why it will be accepted. Most of 
theatres in India have old projectors; hence 
they can straight away jump from old 
projectors to state-of-the-art digital technology 
provided government provides tax benefits 
and these equipment get the status of 
infrastructure equipment. It is not too big an 
increase in cost for new multiplexes.

DVD ROMS cannot be decoded outside a 
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of an epic, was shown in most areas in 
monaural sound (although its three soundtrack 
albums were all made in stereo), and at a 
screen aspect ratio of 1.66: 1; that is, roughly 
the screen width of today's average movie 
screen or HDTV screen, not the very wide 
screens required for films made in Ultra 
Panavision, Cinemascope, Todd-AO or any of 
the other processes invented in the 195O's.|n| 
(The Mexican release of the film, however, did 
use six-track stereo and was shown in 70mm.).
Edited versions and restoration

It was common practice, unfortunately, for 
studios to re-edit some of these epics for 
general release in order for theaters to book 
more showings a day and present the film at 
reduced "popular prices", especially if the film 
ran longer than two hours. Sometimes this was 
done to a successful film, such as South 
Pacific, but more often to one that had been a 
notable flop. As a result, some of these films 
have not been seen in their entirety since their 
first release, as the original edited footage is 
either missing or no longer exists. But with the 
work of film preservationists and restoration, 
such roadshow flops as the 1935 A 
Midsummer Night's Dream, Joan of Arc 
(1948), and Fantasia, along with the hugely 
successful For Whom the Bell Tolls (1943), 
Lawrence of Arabia, and Around the World in 
80 Days, have been restored in recent years to 

12match the filmmakers' original intent' . 
However, several extremely popular long films, 
such as Gone With the Wind and The Ten 
Commandments, have never been released in 
edited form, and were nearly always shown on 
a two performances-a-day basis.
The rise of the limited release

The practice of roadshow presentation 
began dying out in the 1970s, partly due to the 
rise of the multiplex. As they began to increase 
in number, more and more movie palaces 
closed down. Francis Ford Coppola's Oscar-
winning epics The Godfather (1972) and The 
Godfather Part II (1974), for instance, were 
shown without intermissions and with more 
than two performances a day, despite their 
extreme length, as was Stanley Kubrick's 
Barry Lyndon (1975). The last film release to 
officially receive a reserved seat engagement 
was Man of La Mancha (1972), an adaptation 

of the stage musical, although it was made to 
13be shown without an intermission' .

By the 1980s the practice had largely been 
abandoned, as the rise of the multiplex and 
competition from cable TV and home video 
began forcing changes in the nature of film 
industry. The 1984 film Amadeus, for example, 
although nearly three hours long, was not 
shown in a road show format, while 1982's 
Gandhi was. Kenneth Branagh's four-hour 
Hamlet (1996) was not shown in a road-show 
format, but it did have an intermission two-and-
a-half hour into the film. The latest film to be 
shown with an intermission (aside from most 
Hindi musicals, which generally have one) was 
Gods and Generals, but it was not shown in a 
strict roadshow format, as performances were 
not limited to two per day, and seats were not 
reserved. In 2006, the film Dreamgirls, based 
on the Broadway stage musical, was given a 
three-theater road show release, with reserved 
seats and program guides. Tickets were 
significantly higher priced than normal, at 
$25.'!41 The film itself was not shown with an 
intermission. In 2008 and 2009, the four-hour 
biopic Che, starring Benicio del Toro as Che 
Guevara, was shown in a roadshow format for 
a limited time in a number of large cities.

Today, a similar theatrical release practice 

of first premiering a film in larger cities is more 

common, mainly towards the end of the year, in 

order to quality for film award consideration, 

including the Academy Awards. In many 

cases, such releases will have a better chance 

at being nominated for the Oscar. Such recent 

films that have gone the limited release route 

include 2004's Million Dollar Baby and The 

Aviator, 2005's March of the Penguins, and 

2009's Disney film The Princess and the Frog-

these and other such limited release films 

eventually opened wideJ1?J Sometimes this is 

done to allow a film to receive a wide release 

shortly after the 1st of the year, while qualifying 

for the previous year's Academy Awards. 

Often, smaller f i lms (often art and 

independent) will receive an initial release in 

New York and Los Angeles, and later expand to 

other cities based on results; this is called 

"platforming" or a platform release.
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about as much business as Delhi-Uttar 

Pradesh, one of the six distribution territories 

within India.

With tickets in US being priced at $8 and 
those in UK being priced at 8 pounds the 
collection from the 10 million populations from 
overseas is same or more than the collection 
from the 150 million populations of Delhi and 
Uttar Pradesh. Other disadvantages of 
physical distribution are because of the high 
costs of making excess prints and because of 
the physical nature (rather than digital nature) 
of prints. People in remote corners of the 
country are deprived of seeing a hit film till the 
print is available for them. Further, if a movie is 
a flop then because the film is not 
simultaneously released (because of the 
physical nature of prints) all over the country at 
the same time bad publicity may spread and 
therefore no one may want to see the movie.

The technology demonstrations have 

already started in India. The next year awaits 

the HDTV (high definition TV) telecine and 

mastering facilities. Shekhar Kapoor's digital 

studio and Sony Corporation's digital motion 

picture camera are just the beginning. When e-

cinema really takes off in the country, it will 

spark a revolution in the industry. Multiple 

versions of a film exist with different scenes, 

extra songs, films being edited accurately after 

release- with remote controls, multiple 

language sound tracks and even multiple 

language sub-titles exist at the same time.
Film release and distribution strategy is 

only a matter of time till technology drives the 

change in the film world, making the industry 

more corporatised, and therefore, suited to 

digital cinema.
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Digital Cinema playback unit, thus it provides a 
strong safeguard against piracy- the biggest 

19problem faced by the film industry today  
Every show can have watermarks indicating 
theatre, time and date. Thus, foolproof 
reporting of playback data also prevents 
unauthorized shows.
Digital Distribution of Cinema and its 
International Impact

"Star Wars: Episode 1, The Phantom 
Menace" is the first major studio film to be 
shown the E-Way. Sometime in the middle of 
1999, a few theatres in New York began 
screenings of the "Phantom Menace" using 
digital technology. They used Texas 
Instruments and CineComm digital projectors 
for the test screening. This experiment allowed 
lay audiences to see digital projection systems 
running real movies, while movie industry 
experts could compare competing projection 

20systems operating in real theaters' .
Officials at 20th Century Fox Inc. and 

Cisco Systems Inc have digitally transmitted a 
Hollywood movie across the country over the 
Internet and then digitally projected to a 
cinema audience, going from the studio in 
Hollywood to a theater in Atlanta without ever 
touching the film. The idea was to demonstrate 
the potential of digital distribution, which many 
believe will one day supplant traditional 
canisters of celluloid, and to allow Fox to have 
the world premiere of its new animated feature, 
"Titan A.E.," at Atlanta's Supercomm trade 
show. Using Cisco's latest technology, the 
movie was hurled from Qwest CyberCenter in 
Burbank to the Woodruff Arts Center in Atlanta, 
where it was projected on a Barco/Texas 
Instruments DLP Cinema digital projector. 
Obstacles that will have to be overcome to 
ready digital technology for the masses 
Projector costs will have to drop quickly. While 
digital projector prototypes cost $250,000 
today, mass production will reduce the price to 

21between $100,000 and $150,000 by 200l.

As of now capturing "Live Action" digitally 

is prohibitively expensive and while special 

effects are now created digitally, live action is 

not. This will change as digital content 

dominates feature films. More films like "Raju 

Chacha" where digital technology is used will 

be created as costs fall. Dramatic reduction in 

distribution costs will cause industry wide 

encryption standards to become prevalent. 

CineComm incorporates Qualcomm's patented 

compression algorithm and encryption 

scheme into its projection system to guard 

against piracy.1225 E-Movies will be 

successful only if arguments over cost sharing 

between exhibitors and distributors are sorted 

out. Most probably since billions of Rupees will 

be at stake these differences will be surely 

sorted out. Another issue is that many in 

Hollywood think that once their films are upon 

the Internet, they will be pirated like music has 

been in recent months. As a result, Cisco 7140 

Virtual Private Network, a method for isolating 

and protecting data traveling across the 

internet, including fire walls, security routers 

and encryption devices is being developed.

Conclusion

India boasts of about 13,000 theatres 

enjoying a weekly admission of about 100 

million people per year. Distributors are the last 

link in the movie chain which takes films to the 

people. Although distribution and exhibition 

are the end points in the value chain of the film 

business, they are of utmost importance 

because "goofing" up at this stage means that 

the film, however well made, will be a flop at the 

"Box Office". With post production accounting 

for 20% of the film budget and taking 20% of 

the total time, any savings in this would go 

directly to the bottom line. Digitalization has the 

potential to bring in the desired savings and 

drive up profits substantially. Typically a 

distributor buys rights for a 'territory1 and 

recovers costs from the exhibition of the film. 

The distributor buys into the risk with the 

producer.

The digital world, however, works 

differently. The problem of physically moving 

the reels from one place to another does not 

exist. All it requires is a license to make another 

copy. And, making copies is as easy as clicking 

a button. The cost of distribution is significantly 

lower. Distribution of films around the world 

has become such a big business that it fetches 
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about as much business as Delhi-Uttar 

Pradesh, one of the six distribution territories 

within India.

With tickets in US being priced at $8 and 
those in UK being priced at 8 pounds the 
collection from the 10 million populations from 
overseas is same or more than the collection 
from the 150 million populations of Delhi and 
Uttar Pradesh. Other disadvantages of 
physical distribution are because of the high 
costs of making excess prints and because of 
the physical nature (rather than digital nature) 
of prints. People in remote corners of the 
country are deprived of seeing a hit film till the 
print is available for them. Further, if a movie is 
a flop then because the film is not 
simultaneously released (because of the 
physical nature of prints) all over the country at 
the same time bad publicity may spread and 
therefore no one may want to see the movie.

The technology demonstrations have 

already started in India. The next year awaits 

the HDTV (high definition TV) telecine and 

mastering facilities. Shekhar Kapoor's digital 

studio and Sony Corporation's digital motion 

picture camera are just the beginning. When e-

cinema really takes off in the country, it will 

spark a revolution in the industry. Multiple 

versions of a film exist with different scenes, 

extra songs, films being edited accurately after 

release- with remote controls, multiple 

language sound tracks and even multiple 

language sub-titles exist at the same time.
Film release and distribution strategy is 

only a matter of time till technology drives the 

change in the film world, making the industry 

more corporatised, and therefore, suited to 

digital cinema.
References

1. Jolliffe, Genevieve, Zinnes, Andrew, The 

Documentary Film Makers Handbook. 

Continuum, 2006, p 84

2. Kerrigan Finola, Film Marketing. 

Butterworth-Heinemann, 2009, pp 39

3. ht tp : / /movies.nyt imes.com/movie/  

review?res=9D07E0D6163AEF34BC4A 

53DFB466838D679E

4. Marich Robert, Marketing to Moviegoers: 

A Handbook of Strategies and Tactics. 

Chapter 2-Research Audiences and Ads. 

Southern Illinois University Press; 2nd 

edition, 2009, p 112

5. James Caryn, Previews: do they help or 

hurt films?. Anchorage Daily News, 1988 

p 24

6. http://www.library.gsu.edu/spcoll/ spcon 

images/av/lane/jpeg/LBCB088-043a.jpg

7. http://www.time.com/time/magazine/arti 

cle/0,9171,7552J6-2,00.html

8. Wallenstein Andrew, WB's rebooted 

Media Lab has multiplatform launch, The 

Hollywood Reporter, 2008, p 91

9. http://movies.nytimes.com/movie/ review

10. Brown Scott, How Movies Activate Your 

Neural G-Spot. Wired Magazine, 2010, p 73

11. http://mo vies, nytimes.com/mo vie/re vie 

w?res=9

12. AP, Studios trying to keep critics from bad 

movies. MSNBC.com, 2006, p 66

13. http://www.in70mm.eom/library/blowup/ 

year/l966.htm

14. Deutsch Linda, The 'Sneak Preview' and 

what it is Toledo Blade, 1969, p 18

15. http://www.m70mm.com/news/2005/ 

70mmin/mexico/index.htm

16. http://www.boxofficemojo.com/about/ 

boxoffice.htm

17. ht tp: / /en.wik ipedia.org/wik i /Wide_ 

release

18. Schnurmacher Thomas, (May 29, 1979). 

Response to movie makes Coppola reel, 

The Montreal Gazette, p 51. Retrieved 

April 9,2010.

19. http://en.wikipedia.org/wiki/Film distributor

20. http://www.boxofficemojo.com/about/ 

boxoffice.htm

21. http://en.wikipedia.org/wiki/Delayedrelease

22. McClintock, Pamela, "D'Works takes 

'Girls' on road." Daily Variety, 2006, p183

24. "D'Works takes 'Girls' on road." Daily 
Variety, 2006, p183

Anusandhanika / Vol. III / No. II / July 2011-78-

Digital Cinema playback unit, thus it provides a 
strong safeguard against piracy- the biggest 

19problem faced by the film industry today  
Every show can have watermarks indicating 
theatre, time and date. Thus, foolproof 
reporting of playback data also prevents 
unauthorized shows.
Digital Distribution of Cinema and its 
International Impact

"Star Wars: Episode 1, The Phantom 
Menace" is the first major studio film to be 
shown the E-Way. Sometime in the middle of 
1999, a few theatres in New York began 
screenings of the "Phantom Menace" using 
digital technology. They used Texas 
Instruments and CineComm digital projectors 
for the test screening. This experiment allowed 
lay audiences to see digital projection systems 
running real movies, while movie industry 
experts could compare competing projection 

20systems operating in real theaters' .
Officials at 20th Century Fox Inc. and 

Cisco Systems Inc have digitally transmitted a 
Hollywood movie across the country over the 
Internet and then digitally projected to a 
cinema audience, going from the studio in 
Hollywood to a theater in Atlanta without ever 
touching the film. The idea was to demonstrate 
the potential of digital distribution, which many 
believe will one day supplant traditional 
canisters of celluloid, and to allow Fox to have 
the world premiere of its new animated feature, 
"Titan A.E.," at Atlanta's Supercomm trade 
show. Using Cisco's latest technology, the 
movie was hurled from Qwest CyberCenter in 
Burbank to the Woodruff Arts Center in Atlanta, 
where it was projected on a Barco/Texas 
Instruments DLP Cinema digital projector. 
Obstacles that will have to be overcome to 
ready digital technology for the masses 
Projector costs will have to drop quickly. While 
digital projector prototypes cost $250,000 
today, mass production will reduce the price to 

21between $100,000 and $150,000 by 200l.

As of now capturing "Live Action" digitally 

is prohibitively expensive and while special 

effects are now created digitally, live action is 

not. This will change as digital content 

dominates feature films. More films like "Raju 

Chacha" where digital technology is used will 

be created as costs fall. Dramatic reduction in 

distribution costs will cause industry wide 

encryption standards to become prevalent. 

CineComm incorporates Qualcomm's patented 

compression algorithm and encryption 

scheme into its projection system to guard 

against piracy.1225 E-Movies will be 

successful only if arguments over cost sharing 

between exhibitors and distributors are sorted 

out. Most probably since billions of Rupees will 

be at stake these differences will be surely 

sorted out. Another issue is that many in 

Hollywood think that once their films are upon 

the Internet, they will be pirated like music has 

been in recent months. As a result, Cisco 7140 

Virtual Private Network, a method for isolating 

and protecting data traveling across the 

internet, including fire walls, security routers 

and encryption devices is being developed.

Conclusion

India boasts of about 13,000 theatres 

enjoying a weekly admission of about 100 

million people per year. Distributors are the last 

link in the movie chain which takes films to the 

people. Although distribution and exhibition 

are the end points in the value chain of the film 

business, they are of utmost importance 

because "goofing" up at this stage means that 

the film, however well made, will be a flop at the 
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a button. The cost of distribution is significantly 
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enhance one's knowledge. Often, the 
organisations themselves are responsible for 
their people becoming obsolete, because of 
their limited demands, unnecessary controls, 
lack of professional freedom, and crisis 
management styles, which prevent and 
demotivate people from enlarging their scope. 
Thus, the individual on one side, and the 
organisation or the management on the other, 
are responsible for the creation or prevention 
of obsolescence.

When the rate of  technological  
development  is  rap id,  profess ional  
obsolescence will also be high. To counteract 
this, developed countries put in more effort in R 
& D, Science and Technology and 
management areas and exert an enormous 
pressure on professionals to keep abreast of 
the latest developments. In a developing 
country like ours, where advanced technology 
is still rare, and outdated technology is the 
order of the day, due to various economic and 
political reasons, technical and managerial 
personnel can still survive without straining to 
update them. Albeit, knowledge based 
industries as R & D institutions, universities 
and consultancy outlets, are in a different 
category as the nature of their job demand 
upgradation in their knowledge base.

Many organisations redesignate their 
personnel departments to HRD, perhaps, to 
give a total re-orientation to this important 
aspect of personnel development. The HRD 
function is meant to focus on the motivational 
aspect of professionals and help in creating 
environments for their continuing education 
and updating of skills and knowledge and 
prevent them from becoming obsolete.
Detection of Obsolescence

Human resource obsolescence is a 
phenomenon which takes place gradually and 
not abruptly, without warning. There is enough 
advance intimation, which can be forecast, 
detected and planned for. Any attempt at 
detection or prevention has to begin with a 
general understanding of the factors 
responsible for obsolescence and their effect 
on the company's personnel and manpower 
planning policies.

A useful starting-point could be the 
perspective or the corporate plan of the 
institution. Meaningful long-term planning 
exercise would have attempted the technology 
and social forecasting of the corporation. 
Anticipating changes in technology for a 
developing country like ours is not very difficult 
as we are far behind in technology. It is, 
perhaps, the forecasting of changes in social 
systems that will prove to be more difficult in 
our environment. While matching the long-
term company objectives with the available 
skills, these gaps would emerge.

An effective system of performance 
appraisal is another means by which 
obsolescence can be detected. Inadequacies 
to meet the requirements can get highlighted 
through self-assessment and assessments by 
superiors and peers. A free discussion in a 
non-hostile environment between the superior 
and the subordinate would be useful in 
assessing the gaps and in career planning.

The supervisor or senior also plays an 
important role, since he has direct contact with 
his subordinate. The senior knows the 
potential of his subordinate and is, at the same 
time, aware of the job demands and hence, is 
in a position to gauge the gap. He also plays a 
crucial role in developing his subordinate, in 
creating a suitable environment for the same in 
updating and motivating his men.

Annual  medica l  examinat ion  o f  
employees could throw up some useful 
symptoms towards possible obsolescence. In 
most cases, companies use them merely as a 
physical fitness check. But physical well being 
is related to mental happiness and satisfaction. 
Psychological tests can detect stress, 
frustrations and tensions, which could be a 
result of job inadequacies.

Professional obsolescence can be tackled 
successfully only if both the individual and the 
management are genuinely interested and 
committed. Creating and maintaining an 
environment congenial for intellectual 
excellence and growth has to be the 
responsibility of the employer. In turn, unless 
the individual has an achievement motivation 
in his intellectual pursuits, the environment per 
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The present age has witnessed technological explosion. This has put immense pressure on the 
working force. Their demands and aspirations are constantly changing. The manager has a large 
stake in ensuring that  the employees do not become obsolete. One who fails to adapt his fine of 
thinking would become out dated. There can be more than one cause of obsolescence and 
strategies would vary depending on each profession.
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Introduction

With the emergence of electronics, 
computers and var ious other rapid 
technological developments, the rate of 
obsolescence in human skills is increasing. 
The profile of the working force, their demands 
and aspirations, are constantly changing. 
Thus, the manager who fails to adapt his line of 
thinking to changing conditions would become 
outdated.

The present age of CNC machines, 
microprocessors, real time systems, remote 
sensing, solar energy, paperless office, 
satellite communication and the like, 
culminating in a technological explosion, has 
brought in new pressures and demands on 
technical and managerial staff. There is, 
therefore, a need for these people to keep 
themselves updated. This is a responsibility 
not only of the individual, but also for the 
corporate management. Managements, 
therefore, have a large stake in ensuring that 
their employees do not become obsolete.

Obsolescence, in respect of professional 
and managerial skills, can be defined as the 
lack of applicable and relevant knowledge of 
an individual at any given point in time, as a 
result of which, his managerial or technical 
effectiveness is likely to reduce. Obsolescence 
occurs when there is a gap between the job 

needs and the individual's capabilities or when 
the skills and the knowledge of a person are 
inadequate to accomplish his job. This article 
explores the causes of professional 
obsolescence, identifies the means of its 
detection and suggests some strategies for 
tackling obsolescence in organisations. 
Causes of professional obsolescence. The 
causes of professional obsolescence are 
many and varied with a number of interacting 
factors. The advances in science and 
technology and management sciences have 
been rapid. And unless there is a deliberate, 
concerted and systematic attempt by the 
individual and the organisation, professional 
obsolescence is bound to take place.
Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.
Results and Discussions

Some of the significant causes of 
obsolescence could be individual's failure to 
keep up with new knowledge in the field 
operating absence of a career plan, lack of 
opportunity to use one's specialised 
knowledge, and finally, lack of opportunity to 
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systems that will prove to be more difficult in 
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term company objectives with the available 
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An effective system of performance 
appraisal is another means by which 
obsolescence can be detected. Inadequacies 
to meet the requirements can get highlighted 
through self-assessment and assessments by 
superiors and peers. A free discussion in a 
non-hostile environment between the superior 
and the subordinate would be useful in 
assessing the gaps and in career planning.

The supervisor or senior also plays an 
important role, since he has direct contact with 
his subordinate. The senior knows the 
potential of his subordinate and is, at the same 
time, aware of the job demands and hence, is 
in a position to gauge the gap. He also plays a 
crucial role in developing his subordinate, in 
creating a suitable environment for the same in 
updating and motivating his men.
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employees could throw up some useful 
symptoms towards possible obsolescence. In 
most cases, companies use them merely as a 
physical fitness check. But physical well being 
is related to mental happiness and satisfaction. 
Psychological tests can detect stress, 
frustrations and tensions, which could be a 
result of job inadequacies.

Professional obsolescence can be tackled 
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committed. Creating and maintaining an 
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factors. The advances in science and 
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been rapid. And unless there is a deliberate, 
concerted and systematic attempt by the 
individual and the organisation, professional 
obsolescence is bound to take place.
Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.
Results and Discussions

Some of the significant causes of 
obsolescence could be individual's failure to 
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Thus, the self-actualisation need of the 
professional has to be aroused by relevant 
motivational methods. There can be no 
substitute to professional pride and recognition 
afforded by colleagues and the community.
Library and Documentation

A good library facility with abstract and 

documentation services and data retrieval 

facilities through computer terminals would 

greatly enhance the value of the library and is 

must for self development and continuing 

education.
Conclusion

As the causes of professional obsolescence 

and strategies would vary depending on each 

profession, there is a need to conduct research 

studies specific to each profession as medical, 

engineering, accounting and managerial 

areas, which can throw more light, so that 

meaningful mechanisms can be designed to 

tackle obsolescence and help organisations 

maintain their vitality.
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se would not make a difference. Managements 
should be willing to invest in the long-term 
development of its human resources, 
commensurate with its strategic plans. Further, 
educational institutions should rise up to the 
expectations of the industries needs. The 
Industry-University nexus has to be close and 
integrated. A number of strategies could be 
thought of, for dealing with obsolescence, a 
few of which are listed below:
Self Development

The first and foremost is the effort by the 
individual himself. A professional has to keep 
himself abreast through reading journals and 
related material relevant to his subject, attend 
lectures and participate in professional 
meetings. These can be affected through 
video cassettes, programmed instruction 
manuals, computer aids, available for self-
learning.
Continuing Education

Many companies have excellent in-house 
training departments, whose main aim is to 
identify the needs of various groups and 
organ ise  su i tab le  programme.  The 
programme could be organised by internal 
faculty or external sources. The personnel are 
also sent to external programme. Continuing 
education as a means of tackling obsolescence 
would be useful when they are planned well 
and tailor-made to meet specific needs.
Teaching

Since the best way to learn is to teach, 
company professionals are often encouraged 
to teach in universities on a part-time basis, to 
take sessions in their own organisations as 
well as external programme. Apart from 
providing motivation, it forces them to read and 
prepare, and in the process familiarises them 
with the latest developments in the field.
Publications

Professionals must be encouraged and, if 
necessary, forced to write papers and articles 
for journals and conferences, national and 
international. This is, particularly, necessary 
for R & D institutions and other such 
knowledge-based industries.
Sabbaticals: While deputing senior personnel 
on sabbatical is a worthwhile practice, it needs 

careful manpower planning. There is a definite 
problem at the senior levels, as their long 
absence tends to cause disruptions. However, 
this practice also provides an opportunity for 
the next in line to learn and perform, while 
holding the charge of the responsibility of their 
seniors, in their absence.
Training Abroad

Getting people trained in foreign 
Universities and companies abroad is a useful 
strategy to keep them technologically and 
managerially updated. They learn new 
techniques and in certain cases, install a 
change in attitudes and outlook. Many 
executives return rejuvenated after their 
courses in the Harward, MIT and Stanford 
Schools. While a few do get frustrated on their 
return, most executives are able to adopt a 
new approach and new methodologies to their 
organisational problems.
Mid-Career Development

Most organisations feel that their 
obsolescence problems exist among the 
middle aged personnel. Infact, managements 
wishfully hope for resignations from this age 
group. It is probable that many executives in 
this age group also hope for change, but are 
unable to do so, both due to problems of finding 
suitable alternatives, and their own family 
commitments. A meaningful development plan 
during this period of an individual is indeed 
critical. It would prove to be a challenging task 
for the organisation, and cannot be left to the 
individual alone. Mobility between R&D and 
shop floor, between the functions, across line 
and staff and even between different 
companies need to be planned. While this, 
indeed, is a massive process for both the 
management and the individual, it is a 
necessity to ensure that the personnel are 
professionally "alive" and useful to the 
organisation.
Attitude and Outlook

An individual or a group developing a 
negative and senile outlook rapidly can come 
about due to the environment, management 
policies and the Chief Executive's attitude and 
approach. Having an open mind and a positive 
approach, instead of finding excuses, is 
generally influenced by the working environment 
and the style of the top management.
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Thus, the self-actualisation need of the 
professional has to be aroused by relevant 
motivational methods. There can be no 
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A good library facility with abstract and 
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Conclusion

As the causes of professional obsolescence 

and strategies would vary depending on each 

profession, there is a need to conduct research 
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engineering, accounting and managerial 

areas, which can throw more light, so that 

meaningful mechanisms can be designed to 
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maintain their vitality.
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critical. It would prove to be a challenging task 
for the organisation, and cannot be left to the 
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and staff and even between different 
companies need to be planned. While this, 
indeed, is a massive process for both the 
management and the individual, it is a 
necessity to ensure that the personnel are 
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An individual or a group developing a 
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about due to the environment, management 
policies and the Chief Executive's attitude and 
approach. Having an open mind and a positive 
approach, instead of finding excuses, is 
generally influenced by the working environment 
and the style of the top management.
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1993-1996 (Phase – III)

In 1993, the mutual fund industry was 

open to private sector players, both Indian and 

Foreign. SEBI’s first set of regulation for the 

industry were formulated in 1993 and 

substantially revised in 1996. Significant 

innovations in service, product, design and 

information disclosure happened in this phase, 

mostly initiated by private sector players.

1996-1999 (Phase – IV)

The implementation of new SEBI 

regulations and the restructuring of the mutual 

fund industry led to rapid asset growth. Bank 

mutual funds were re-casted according to the 

SEBI recommended structure and UTI came 

under voluntary SEBI supervision.

1999-2003 (Phase – V)

This phase was marked by very rapid 

growth in the industry and significant increase 

in market shares of private sector players. The 

tax brake offered to mutual funds in 1999 

created arbitrage opportunities for a number of 

institutional players. Bond funds and liquid 

funds registered the highest growth in this 

period, accounting for nearly 60% of the 

assets. UTI’s share of the industry dropped 

below 50%.

Materials and Methods

For the purpose of in depth study the 

contents have been taken from relevant books 

and articles from Journals and websites. The 

methods used is analytical and descriptive. 

Both primary as well as secondary sources of 

information have been taken.

Results and Discussions

A mutual fund can be defined as a trust 

that pools the savings of a number of investors 

who share a common financial goal. The 

money thus collected is then invested by the 

fund manager on behalf of the investors in 

different types of securities. The income 

earned through these investments and the 

capital appreciated realized by the scheme are 

shared by its unit holders in proportion to the 

number of units owned by them.

Types of mutual fund schemes-

1. By Structure

(a) Open ended schemes:- An open 
ended fund is one that is available for 
subscription throughout the year. 
These don’t have a fixed maturity 
period.

(b) Close ended schemes:- A close 
ended fund has a stipulated maturity 
period which generally ranges from 3 
to 15 years. The fund is open for 
subscription only during a specified 
period.

(2) By Investment objectives

(a) Growth schemes:- The aim of growth 
scheme is to provide capital 
appreciation over the medium to 
long term period. Such schemes 
normally invest a majority of their 
funds in equities.

(b) Income schemes:- The aim of 
income fund is to provide regular and 
steady income to investors. Such 
schemes generally invest to fixed 
income securities such as bonds, 
government securities and debentures.

(c) Balanced schemes:- The aim of 
balanced funds is to provide both 
growth and regular income. Such 
scheme invests funds in both 
equities and fixed income securities.

(d) Money market schemes:- The aim of 
money market funds is to provide 
easy liquidity and moderate income. 
These schemes generally invest in 
safer short term instruments such as 
treasury bills, certificates of deposit, 
commercial paper and Inter-Bank 
call money.
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Introduction

‘Put your money in trust, not trust in 
money’ entices the small investors, who 
generally lack expertise to invest on their own 
in the securities market and prefer same kind 
of collective investment vehicles, which can 
pull their marginal resources, invest in 
securities and distribute the returns there from 
among them on co-operative principles. The 
investors benefit in terms of reduced risk, and 
higher returns arising from professional 
expertise of fund managers employed by such 
investment vehicle. This was the original 
appeal of mutual funds which offered a path to 
stock market far simpler and safer than the 
traditional call-a-broker-and-bye-securities 
route. This caught the fancy of small investors 
leading to proliferation of mutual funds. In 
developed financial markets, mutual funds 
have overtaken bank deposits and total assets 
of insurance funds. In the USA, the number of 
mutual funds far exceeds the number of listed 
securities.

Mutual funds operate as collective 
investment vehicles (CIVS), that pulls 
resources by issuing units to investors and 
collectively invest those resources in a 
diversified portfolio comprising of stocks, 
bonds or money market instruments in 

accordance with objectives disclosed in the 
offer document issued for the purpose of 
pooling resources. The profits or losses are 
shared by investors in proportion to their 
investments.

The important phases in the history of 
mutual funds in India:-

1963-1987 (Phase – I)

The Unit Trust of India was the sole player 
in the industry. Created by an Act of parliament 
in 1963, UTI launched its first product, The Unit 
Scheme, 1964 which is even today the single 
largest mutual fund scheme. UTI created a 
number of products such as monthly income 
plans, children’s plans, Equity- oriented 
schemes and off shore funds during this 
period. UTI managed assets of Rs. 6,700 
Crore at the end of this phase.

1987-1993 (Phase – II)

In 1987, public sector banks and financial 
institutions entered the mutual fund industry. 
SBI mutual fund was the first non-UTI fund to 
be set up in 1987. Significant shift of investors 
from deposits to mutual fund industry 
happened during this period. Most funds were 
growth-oriented-closed-ended funds. By the 
end of this period, assets under UTI’s 
management grew up to Rs. 38,247 Crore and 
public sector funds managed Rs. 8750 Crore.
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earned through these investments and the 
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shared by its unit holders in proportion to the 

number of units owned by them.
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(a) Open ended schemes:- An open 
ended fund is one that is available for 
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These don’t have a fixed maturity 
period.

(b) Close ended schemes:- A close 
ended fund has a stipulated maturity 
period which generally ranges from 3 
to 15 years. The fund is open for 
subscription only during a specified 
period.
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(a) Growth schemes:- The aim of growth 
scheme is to provide capital 
appreciation over the medium to 
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schemes generally invest to fixed 
income securities such as bonds, 
government securities and debentures.

(c) Balanced schemes:- The aim of 
balanced funds is to provide both 
growth and regular income. Such 
scheme invests funds in both 
equities and fixed income securities.

(d) Money market schemes:- The aim of 
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Introduction

‘Put your money in trust, not trust in 
money’ entices the small investors, who 
generally lack expertise to invest on their own 
in the securities market and prefer same kind 
of collective investment vehicles, which can 
pull their marginal resources, invest in 
securities and distribute the returns there from 
among them on co-operative principles. The 
investors benefit in terms of reduced risk, and 
higher returns arising from professional 
expertise of fund managers employed by such 
investment vehicle. This was the original 
appeal of mutual funds which offered a path to 
stock market far simpler and safer than the 
traditional call-a-broker-and-bye-securities 
route. This caught the fancy of small investors 
leading to proliferation of mutual funds. In 
developed financial markets, mutual funds 
have overtaken bank deposits and total assets 
of insurance funds. In the USA, the number of 
mutual funds far exceeds the number of listed 
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Mutual funds operate as collective 
investment vehicles (CIVS), that pulls 
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collectively invest those resources in a 
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bonds or money market instruments in 

accordance with objectives disclosed in the 
offer document issued for the purpose of 
pooling resources. The profits or losses are 
shared by investors in proportion to their 
investments.

The important phases in the history of 
mutual funds in India:-

1963-1987 (Phase – I)

The Unit Trust of India was the sole player 
in the industry. Created by an Act of parliament 
in 1963, UTI launched its first product, The Unit 
Scheme, 1964 which is even today the single 
largest mutual fund scheme. UTI created a 
number of products such as monthly income 
plans, children’s plans, Equity- oriented 
schemes and off shore funds during this 
period. UTI managed assets of Rs. 6,700 
Crore at the end of this phase.

1987-1993 (Phase – II)

In 1987, public sector banks and financial 
institutions entered the mutual fund industry. 
SBI mutual fund was the first non-UTI fund to 
be set up in 1987. Significant shift of investors 
from deposits to mutual fund industry 
happened during this period. Most funds were 
growth-oriented-closed-ended funds. By the 
end of this period, assets under UTI’s 
management grew up to Rs. 38,247 Crore and 
public sector funds managed Rs. 8750 Crore.

Anusandhanika / Vol. III / No. II / July 2011 / pp. 84-88 ISSN 0974 - 200X

Mutual Fund : Gaining Investors Confidence

Abstract

A mutual fund is a professionally managed form of collective investments that collects money from many 
investors and puts it in stocks, bonds, short-term money market instruments and in other securities. A mutual 
fund is simply a financial intermediary that allows a group of investors to pool their money together with a 
predetermined investment objective. Investment in a Portfolio can take different forms. An investor can either 
invest directly in securities, or can invest through an investment company, also referred to as a mutual fund. 
An investment company is a financial intermediary that collects money from investors and invests in various 
securities on their behalf. The return from these investments are passed on to the investors, either 
periodically, or at the end of a specified time period.

Keywords: Liquidity, Net assets value, Portfolio management

Dr. Vikas Kumar
Assistant Professor

Department of Commerce & Management Studies
Marwari College, Ranchi



Anusandhanika / Vol. III / No. II / July 2011-87-

How can one invest in a mutual fund?

Investors buy the “UNITS” of a mutual 
fund. The number of units bought by an 
investor represents his “holdings” in a mutual 
fund. The price of which each unit is being sold, 
is announced by the mutual fund. This is 
usually called the sale price. For example, a 
new mutual fund scheme usually offers units at 
a price of Rs. 10/- each. An investor wanting to 
invest Rs. 1,000/- in this scheme, will buy 
100(1000/10) units.

In an existing mutual fund scheme, the 
price is announced by the mutual fund 
everyday and is based on the NAV of the fund. 
The investor can either buy a fixed number of 
units, or can invest a fixed sum of money.

Factors influencing the performance of 
mutual funds

The performance of mutual funds are 
influenced by the performance of the stock 
market as well as the economy as a whole. 
Equity funds are influenced to a large extent by 
the stock market. The stock market in turn is 
influenced by the performance of the 
companies as well as the economy as a whole. 
The performance of the sector funds depends 
to a large extent on the companies within that 
sector. Bond funds are influenced by interest 

rates and credit quality. As interest rates rise, 
bond prices fall and vice versa. Similarly, bond 
funds with higher credit ratings are less 
influenced by change in the economy.

Comparison of Investment in Banks and 
Mutual Funds:-

India is at the first stage of a revolution that 
has already peaked in the united states, 
where, the asset base of mutual funds is much 
higher than its bank deposits. In India, mutual 
funds assets are only 10 percent of the bank 
deposits, but this trend has began to change in 
the past few years. The mutual funds in India 
have emerged as strong financial intermediaries 
and are playing a very important role in 
bringing stability to the financial system and 
efficiency to resource allocation.

Mutual Funds – Milestones

1964 : India’s first mutual fund, US 64 launched 
by unit trust of India.

1987 : End of monopoly – UTI’s stranglehold 
ends as the public sector banks join the 
mutual funds bandwagon.

1988 : Other financial institutions jump into the 
fray with the launch of LIC mutual fund.

1993 : Threat of competition – The industry is 
thrown open to the private sector. Kothari 
Pioneer mutual fund sets a hot pace.

1994 : Foreign mutual funds arrive.

1997 : Mutual funds in troubled waters. CRB 
mutual funds closes shop.

2000 : Shakeout imminent.

2001 : UTI crisis.

2003 : UTI split up into UTI – I and UTI – II.

Mutual funds
Basis of

difference
Banks

Return Low Better

Administrative High Low
expenses

Investment Less More
option

Network High penetration Low but
 improving

Liquidity At a cost Better

Quality of Not Transparent Transparent
Assets

Future perspectives of mutual funds in 
India

The future looks bright for the industry in 
India going by a recent study conducted by the 
Associated chamber of commerce and 
Industry of India (Assocham) and the AMFI. 
The report predicts that the mutual fund 
industry is expected to jump sharply from its 
present share of 6% in GDP to 40% in the next 
10 years, provided the country’s growth rate 
consistently remains at the rate of 6% per 
annum. The report says that by 2014, the size 
of the Indian mutual industry is estimated to go 
up to over Rs. 1,65,000/- Crores. It suggests 
that India is going to follow the pattern seen in 
the developed markets such as the US where 
the size of the industry is 70% of the GDP. The 
worldwide size of the industry is about 37% of 
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(3) Other Schemes

(a) Tax saving schemes:- These 
scheme offer tax rebates to the 
investors under specific provisions 
of the Indian Income Tax Laws. 
Investments made in equity linked 
savings schemes (ELSS) and 
pension schemes are allowed as 
deduction u/s88 of the Income Tax 
Act, 1961.

(b) Index schemes :- Index funds 
attempt to replicate the performance 
of a particular index such as the BSE 
Sensex or the NSE      S & P CNX 
50.

(c) Sector  specific schemes:- Sectoral 
funds are those which invest 
exclusively in a specified sector(s) 
such as FMCG, Pharmaceuticals, 
Infotech etc.

Advantages of mutual funds

Investments in stocks, bonds and other 
financial instruments require considerable 
expertise and constant supervision, to enable 
an investor to take informed decisions. Small 
investors usually do not have the necessary 
expertise and the time to undertake any study 
that can facilitate informed decisions. While 
this the predominant reason for the popularity 
of mutual funds, there are many other benefits 
that can accrue to small investors. Some of 
these advantages are listed below:-
(a) Portfolio diversification:- Investment is 

diversified over a large number of 
companies and industries, thus reducing 
the element of risk.

(b) Professional management:- Fund is 
managed by experienced and skilled 
professionals.

(c) Liquidity:- Fund is very liquid, especially in 
an open ended fund because it can easily 
be convertible into cash or cash 
equivalent.

(d) Convenience and flexibility:- There is a 
high degree of transparency in the 
operation of the mutual fund so one can 
make investment decisions based on 
more information. The industry is well 
regulated with many measures oriented 
towards investor protection.

(e) Low transaction costs :- The transactions 
of a mutual fund are generally very large. 

These large volumes attract lower 
brokerage commissions (as a percentage 
of the value of the transaction) and other 
costs, as compared to the smaller 
volumes of the transactions entered into 
by individual investors.

(f) Well regulated : All mutual funds are 
registered with SEBI and they function 
within the provisions of strict regulations 
designed to protect the interest of 
investors. The operations of mutual funds 
are regularly monitored by SEBI.

Disadvantages of mutual fund
(a) No control over costs:- Since investors do 

not directly monitor the fund’s operation 
they cannot control the costs effectively. 
Regulations therefore usually limit the 
expenses of mutual funds.

(b) No tailor-made portfolios :- Mutual fund 
portfolios are created and marketed by 
AMCs into which investors invest. They 
cannot create tailor made portfolios.

(c) Managing portfolio of funds:- As the 
number of mutual funds increase, in order 
to tailor a portfolio for himself, an investor 
may be holding a portfolio of funds, with 
the costs of monitoring them and using 
them, being incurred by him.
Any financial institution that desires to 

come out with a mutual fund must form a trust. 
They key players involved in the organizational 
set-up of a mutual fund are:-
(a) The sponsor(s)
(b) The trustees
(c) The asset management company (AMC)
(d) The custodian

The role of the sponsor(s) is similar to that 
of a promoter of a company. The trustees are 
like the directors of a company. They give 
directions to the Asset management company 
(AMC) and monitor their operations. It is the 
responsibility of the trustees to ensure that the 
mutual fund abides by the guidelines laid down 
by SEBI. The property of the trust is held by the 
trustees who are primarily responsible for 
ensuring the profitability of the fund. The AMC 
is the functional wing of a mutual fund 
responsible for deciding on the investments to 
be made in various securities. The custodian 
has to register with SEBI and is primarily the 
caretaker of the securities and other assets of 
the mutual fund.
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(3) Other Schemes
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Act, 1961.
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attempt to replicate the performance 
of a particular index such as the BSE 
Sensex or the NSE      S & P CNX 
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financial instruments require considerable 
expertise and constant supervision, to enable 
an investor to take informed decisions. Small 
investors usually do not have the necessary 
expertise and the time to undertake any study 
that can facilitate informed decisions. While 
this the predominant reason for the popularity 
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like the directors of a company. They give 
directions to the Asset management company 
(AMC) and monitor their operations. It is the 
responsibility of the trustees to ensure that the 
mutual fund abides by the guidelines laid down 
by SEBI. The property of the trust is held by the 
trustees who are primarily responsible for 
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is the functional wing of a mutual fund 
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caretaker of the securities and other assets of 
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How to Avoid Product/Brand Failure

Abstract

Product and brand failures occur on an ongoing basis to varying degrees within most product-based 

organizations. This is the negative aspect of the development and marketing process. There must be some 

ratio of successful products to each one that ends up being a failure. When this does not happen, the 

organization is likely to fail, or at least experience financial difficulties that prohibit it from meeting profitability 

objectives. The primary goal is to learn from product and brand failures so that future product development, 

design, strategy and implementation will be more successful. Studying product failures allows those in the 

planning and implementation process to learn from the mistakes of other products and brand failures. Each 

product failure can be investigated from the perspective of what, if anything might have been done differently 

to produce and market a successful product rather than one that failed. Organizations are actively seeking 

new ways to fuse innovation into their current product development strategies. The cost of not innovating is 

extremely high and organizations unable to do so, risk lagging behind the competition. The ability to identify 

key signs in the product development process can be critical. If the product should make it this far, assessing 

risk before the product is marketed can save an organization’s budget, and avoid the intangible costs of 

exposing their failure to the market.

Keywords : Product, Brand, Failure, Innovation, Repositioning

Introduction

Everyone makes mistakes. When big 
business makes mistakes, it’s typically after 
they’ve spent millions of dollars on marketing 
campaigns that can’t be reversed. Failures are 
not necessarily the result of substandard 
engineering, design or marketing. Based on 
critic’s definitions, there are hundreds of “bad” 
movies that have reached “cult status” and 
financial success while many “good” movies 
have been box office bombs. Other premier 
products fail because of competitive actions. 
Sony’s Beta format was a clearly superior 
product to VHS, but their decision to not enable 
the format to be standardized negatively 
impacted distribution and availability, which 
resulted in a product failure. The “Tucker” was 
a superior vehicle compared to what was on 
the market at the time. This failure was due to 
General Motors burying the fledgling 
organization in the courts to eliminate a future 
competitor with a well-designed product 
posing a potential threat to their market share. 
Apple has experienced a series of product 
failures, with consistent repetition as they 
continue to fight for market share. Product 

failures are not necessarily financial failures, 
although bankruptcy may be the final result. 
Many financially successful products were 
later found to pose health and safety risks.

A product is a failure when its presence in 
the market leads to:

• The withdrawal of the product from the 
market for any reason;

• The inability of a product to realize the 
required market share to sustain its 
presence in the market;

• The inability of a product to achieve the 
anticipated life cycle as defined by the 
organization due to any reason; or,

• The ultimate failure of a product to achieve 
profitability.

Most products experience some form of 
the product life cycle where they create that 
familiar—or a variant—form of the product life 
cycle that  is based on time and sales volume 
or revenue. Most products experience the 
recognized life cycle stages including:

1. Introduction

2. Growth

3. Maturity (or saturation)
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GDP. The study further suggests that the 
emerging trends in the Indian mutual fund 
industry indicate that future investments will 
drastically pour into the industry, which will 
automatically enlarge its share in the country’s 
GDP.

Conclusion

Mutual funds in India have emerged as a 
critical institutional linkage among various 
financial segments like savings, capital market 
and the corporate sector. It provides much 
needed impetus to the money market and 
stocks in addition to direct and indirect support 
to the corporate sector. Mutual funds have 
given a new direction to the flow of personal 
savings and enabled small medium investors 
in remote rural and semi-urban areas to reap 

the benefits of stock market investments. 
Indian mutual funds are thus playing a very 
crucial development role in allocating 
resources in the emerging market economy.
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• The DeLorean

• Crosley

• The Tucker

• The Gremlin, the Javelin and a complete 
line of other models by American Motors

• GM’s passenger diesel engine

• Mazda’s Wankel rotary engine

• Firestone 500 tire

• Goodyear tires used on the Ford Explorer

• Concorde—supersonic airliner

Computer industry

• IBM’s PCjr—introduced in March 1985

• Apple’s Newton

• Apple’s Lisa

• Coleco’s Adam

• Percon’s Pocketreader—hand held 
scanner, now operating under the 
company name PSC

• Bumble Bee’s software version of the 
book “What Color is Your Parachute”

Entertainment

• Quadraphonic audio equipment

• World Football League

• Women’s National Basketball Association

• World League of American Football

• United States Football League

• “He and She,” “Berrengers,” every spinoff 
done by the former cast of “Seinfeld,” and 
dozens of other television shows each 
year.

• “Of God’s and Generals,” “Heavens 
Gate,” “Water World,” “The Postman” and 
other movies—with a disproportionately 
high number produced by Kevin Costner.

Food and beverage

• Burger King’s veal parmesan

• Burger King’s pita salad

• McRib— still being tested and tried

• Nestle’s New Cookery—but a successor, 
Lean Cuisine, is a big hit

• Gerber’s Singles—dinners in jars, for 
adults—early ’70s

• Chelsea—“baby beer”

Photographic and video

• Polaroid instant home movies

• SX-70 (Polaroid instant camera)

• RCA Computers (Spectra-70)

• Video-disc players

• DIVX variant on DVD

U.S. currency

• Susan B. Anthony Dollar coin—niche in 
San Francisco, Las Vegas

• Two-dollar bill

• Twenty-cent piece

Other products

• DuPont’s CORFAM —synthetic leather

• Mattel’s Aquarius

• Timex’s Sinclair

• Clairol’s Touch of Yogurt Shampoo (1979)

• Sparq portable mass storage

• Rely tampons

• Relax-a-cizor—vibrating chair

• Louisiana World Exposition—and its 
gondola

Common reasons of product failures

In addition to a faulty concept or product 
design, some of the most common reasons for 
product failures typically fall into one or more of 

3these categories :

• High level executive push of an idea that 
does not fit the targeted market.

• Overestimated market size.

• Incorrectly positioned product.

• Ineffective promotion, including packaging 
message, which may have used 
misleading or confusing marketing 
message about the product, its features, 
or its use.

• Not understanding the target market 
segment and the branding process that 
would provide the most value for that 
segment.

• Incorrectly priced—too high and too low.

• Excessive research and/or product 
development costs.

• Underestimating or not correctly 
understanding competitive activity or 
retaliatory response.

• Poor timing of distribution.

• Misleading market research that did not 
accurately reflect the actual consumer’s 
behavior for the targeted segment.

• Conducted marketing research and 
ignored those findings.

• Key channel partners were not involved, 
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4. Decline

In some cases, product categories seem 
to be continuously in demand, while other 
products never find their niche. These 
products lack the recognized product life cycle 
curve. It is important to distinguish a product 
failure from a product fad, style or a fashion 
cycle. The most radical product life cycle is that 
of a fad. Fads have a naturally short life cycle 
and in fact, are often predicted to experience 
rapid gain and rapid loss over a short period of 
time—a few years, months, or even weeks with 
online fads.  A “fashion” is what describes the 
accepted emulation of trends in several areas, 
such as clothing and home furnishings. The 
product life cycle of a “style” also appears in 
clothing as well as art, architecture, cars and 
other esthetic-based products. The “end” of 
these product life cycles does not denote 
failures, but marks the conclusion of an 
expected cycle that will be replaced and 
repeated by variations of other products that 
meet the same needs and perform the same 
functions.

Extension strategies of Product/Brand

• Price reductions

• Repackaging and redesigning

• Launch in new markets

• Promotion

Repackaging and Redesigning

This is a widely used extension strategy. 
Large companies, in particular food producers, 
will slightly alter a product to make it seem new 
and attract new attention to the product. An 
example is a soft drink company producing a 
limited edition flavor of the product. This 
renews sales levels and gives the product 
continuing interest.

Launch in new markets

Along with the other options, companies 
can also look at new markets for their old 
products to extend the PLC. A classic example 
of this would be Toyota's Qualis, which was 
close to being obsolete in its major markets 
worldwide. The car was launched in India and 
turned out to one of the biggest hits, thus 
extending its PLC.

Promotion

Revised promotional activities such as 
advertising can help to remind customers 

about the benefits of purchasing the product. 
This can help to boost demand, at least for a 
little while longer.

Materials and Methods

While preparing this research article focus 
has been kept on product failure and its 
analysis in different stage of life cycle. For this 
purpose, was systematically propounded the 
concepts, factors, causes, principles and 
remedy of product failure in present business 
scenario. Both primary as well as secondary 
sources of information have been taken into 
consideration. Extreme care has been taken to 
be objective and correct in the presentation of 
facts.

Results and Discussions

In this era of tight competition from 
domestic and global firms the firms who don't 
come out with new products are putting 
themselves at great risk because their existing 
products are prone to changing customer 
needs, shorter product life cycles, new 
technologies and increased competition. 
Despite years of research and huge capital 
being pumped in to understanding the 
consumer, making a launch successful is still a 
difficult task. The new product largely depends 
on the product quality and the marketing 
tactics of the firm, there are many occasions 
when the product failed miserably even after 
using the best technology and quality the 
reason is that the new product is not worth for 
the customers. The prime factor for the new 
product success is - customer value. Gaining a 
better understanding of product failures is 
important to help prevent future failures. 
Studying the history of product failures may 
generate some insight into the reason for those 
failures and create a list of factors that may 

1increase the opportunity for success,  but there 
are no guarantees.

Examples of product failures

The following is an abbreviated list of 
product failures that may provide insight that 
will help to identify product and brand success 

2factors :

Automotive and transportation

• Cadillac Cimarron

• Pontiac Fiero

• Chevrolet Corvair

• Ford Edsel
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Tips for avoiding product failure and 
coming up with a great product

1. Think It Through

The biggest mistake people can make 
when they are developing their product is to 
decide on an idea for it, without conducting any 
research in to the niche they are thinking of 
entering. A product needs to answer a direct 
need in the market, regardless of what industry 
a company is operating in. There are all sorts of 
ways of working out what people are looking 
for in our field of business – conducting a good 
piece of keyword research to find out what 
people are searching for most, listening to the 
feedback and comments from our customers 
when they come to us for support, or looking 
online to establish what issues people are 
potentially having, and then designing a 
product to answer those issues.

Unless any company put in a little time 
prior to deciding what product to provide for its 
customers, working out what they are looking 
for, it’s likely that the product won’t hit the mark 
and will be left sitting on the shelf while its 
competitors achieve what it can’t. This stage is 
the initial investment in to finding a great idea – 
the foundation upon which the future success 
of any product will be built.

2. Make the Product of Good Quality

Basics for any product such as good 
formatting, useful content and strong 
proofreading are all fundamental skills which 
need to be applied, regardless of whether the 
product is free or needs to be paid for. A 
company’s product is a representation of what 
it achieves as a service provider – make it 
something customer can be proud of. Even 
though the temptation to rush something just to 
get it out on the market can be quite strong, 
resist this and remember that the company is 
creating something which needs to bring real 
value to its customers, to encourage them to 
use its services in a long and happy ongoing 

7relationship.

3. Market the Product…Brilliantly

Now, if a company has a great product, 
and it is polished and refined until it is the best 
possible representation of the company, and 
its capabilities. What do a company should do 
now – let it sit there in a dark corner of your site 
waiting for people to fall over it (this won’t 

happen!), or get out there and promote it? The 
best product in the world won’t achieve much 
unless a company’s customers know it is there, 
so a company should spend a real concerted 
effort in promoting, publicizing and pushing the 
product to people. One should use its existing 
client database, social networking, blogging, 
articles and any other mode to get its product 
known and noticed. The more people hear 
about it, the more likely a company is to make 
sales, so it should not neglect this third 
important step in avoiding product failure.

4. Product lifecycle management

Product lifecycle management is the 
process of managing the entire lifecycle of a 
product. This involves managing all data 
relating to the design, production, support, sale 
and bringing the product to market. 
Successfully managing this process is rarely a 
smooth ride. As consumers, we don’t get to 
have a “behind the scenes” look at the many 
projects and processes involved in 
successfully getting a product to market.

In today’s modern global economy, 
competition between companies is increasing. 
According to Technology Challenges for 
Product Lifecycle Management, “in response 
to increasing customer demand and dynamic 
competition, companies are under high 
pressure to shorten time-to-market by 
providing tailored products to customer for the 
economy of scope, to reduce time-to-volume 
via mass production for the economy of scale, 
and to decrease time-to-profit by increasing 
the efficiency of the entire lifecycle for the 

8economy of service.  To overcome these 
challenges, many companies depend on 
product lifecycle management technology 
solutions to help guide them through the 
process.”

5. Product lifecycle management technology

Product lifecycle management technology is 
nothing new. The main advantage of using this 
type of system, is that it can be used as a 
database for all information, as well a tool that 
enables collaboration between all stakeholders; 
this is where the marketing, engineering, 
design and manufacturing can come together, 
support each other, and facilitate collaborative 
creation. Given the time-to-market, time- to-
volume and time-to-profit challenges that 
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informed, or both.

• Lower than anticipated margins.

• Lack of differential advantage

• Poor planning

• Technical problems in the product

• Competitors fighting back harder than 
expected

Using these potential causes of a product 
or brand failure may help to avoid committing 
those same errors. Learning from these 
“lessons” can be beneficial to avoid some of 
these pitfalls and increase the chance for 
success when a company launches next 
product or brand.

Top 7 Reasons for New Product Failure 

There are seven reasons which have the 
biggest impact on the poor success rate of new 
products:

1. “Not listening”- Organizations are not 
fully leveraging the right tools to hear out their 
customers. With the range of available social 
applications out there today, there is no excuse 
for not having a system in place to capture and 
manage customer insights.

2. “Not collaborating” - It seems 
organizations are still failing to include 
collaboration as part of their overall product 
development strategy. The ability for all 
stakeholders such as business partners, 
employees and customers to work together 
greatly increases productivity and helps to 
keep everyone on the same page. I found it 
alarming that, “for struggling companies, fewer 
than half their product ideas came from these 
sources.”

3. “Poor  execut ion”  -  S t rugg l ing  
companies have trouble  in planning the 
resources needed to match market 
opportunities, difficulty managing multiple 
teams and regions, and a hard time managing 
the risks associated with new and existing 
products.”

4. “Faulty product idea”- The products 
often fail because faulty product idea. A good 
idea can revolutionize the market but a bad 
idea may prove bitter to the firm or it may 
backfire. Eg: Polar industries in 1991 launched 
"COOL CATS" fan - decorated with cartoon 
characters meant primarily for children. The 
fan was priced at premium; the idea was that 

children were increasingly becoming 
influencers in purchase decisions and to 
attract the kids with the cartoon creatures and 
to position the product exclusively for kids. The 
product failed miserably in spite of its huge 
advertising budget because when the fan was 
put on it didn't have any color effect and the 

4customer did not justify its premium price.

5. “Distribution related problems”- The 
new product fails if the product is unable to 
meet the channel requirements. While 
developing the product the channel 
requirements must be given adequate 
consideration. Eg: when NESTLE launched its 
new chocolates the product and promotion 
was good but the product failed in the 
distribution side because the company 
stipulated the product to be stored in 
refrigerators. The product faced two problems 
in the distribution side because it meant 
excluding a number of retail outlets as they 
didn't have this facility and secondly the 
chocolate was not picked by the customers as 
it was not seen upfront in the retail shops. 
Finally Nestle had to reformulate the product 
according to channel requirements.

6. “Poor timing of launch” -Too early or 
late entry into the market is a common cause of 
failure. Eg.- Kinetic Merlin was launched in 
Pune in 1991. It was a 3 in 1 set consisting of a 
colour television, a stereo with detachable 
speakers and a home computer. The product 
was targeted at the Indian consumers who are 
fond of sophisticated gadgets to immediately 
adopt such an innovative idea but in reality the 
idea was too advanced for the customers to 
digest at that time because they were not 

5exposed to such type of products before.

7. “Improper positioning”- Positioning 
means putting the product into the 
predetermined orbit. Improper positioning may 
affect the product success. Eg: Titan Tanishq 
introduced their 18 carat jewellery and the 
product was positioned at elite segment but 
there was a contradiction as to why these elite 
segment should go in for a low carat gold 
because the norms for gold in India at that time 
was 22 carat. The product failed miserably in 
retrospect Titan had to introduce 22-carat 

6jewellery.
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Tips for avoiding product failure and 
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use its services in a long and happy ongoing 
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Role of Cost and Management Accountants in
Telecom sector

Abstract

The Indian telecom industry is one of the fastest growing in the world. The rapidly involving challenges and 

opportunities facing telecom companies domestically as well as globally are driving on going change in the 

industry’s risk universe. The risk radar dudes risk into four quadrants strategic, compliance,  operational, and 

financial threats. Companies should conduct an annual risk assessment in order to inculcate ways to mitigate 

and manage risks. The telecommunication sector, one of the major components of the economy, has 

undergone a sea change and is poised for further growth. This will culminate in the economic prosperity of 

every country. The article intends to bring out the benefits and usefulness of having in the sector the 

professional services of a CMA. As per the most recent IMF reports, the real GDP of the country is projected 

to grow by an impressive 9.7% in 2010-11 as compared to an estimated 7.2% in 2009-10. The various 

reforms introduced by successive Indian governments over the last decade have dramatically changed the 

nature of telecommunications in the country, Number of leading multinational telecommunication companies 

are approaching and showing their interest in the telecom industry in India. These articles will help the 

readers to understand the strength, weakness, opportunities and threats of Indian Telecom sector. In India it 

has a big market potentiality and is a fastest growing sector. Telecom industry in India has a role in Indian 

economy.
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Introduction

The telecom sector has been one of the 

fastest growing sectors in the Indian economy 

in the past six years. This has been witnessed 

due to strong competition that has brought 

down tariffs as well as simplification of policy 

environment that has promoted healthy 

competition among various players. Telecom 

sector in India is primarily subdivided into two 

segments, which are fixed service provider 

(FSPs) and cellular services. Indian 

telecommunication industry has undergone a 

revolution in the recent years our country has 

ranked second position in the world just after 

china in terms of having communication 

network. High penetration of internet 

broadband and mobile subscribers are 

observed in the country as a result of outgoing 

investments in infrastructural development. It 

started in 19th century with telegraphic and 

Telegraphic system and the field of telegraphic 

communication has now expanded to use of 

advanced technologies like GSM (Global 

system for Mobile communication), CDMA 

(Code Division Multiple Access), WLL 

(Wireless Local Loop) as well as the great 3G 

technology in Mobile Phones. India, without a 

doubt is marching to be one of the most 

dynamic and fastest growing major telecom 

markets in the world. The country’s mobile 

subscriber base has already grown from 

around 10 million subscribers in 2002 to reach 

350 million by the start of 2009. By March 2010 

it had reached 584 million and based on its the 

growth rate it was likely to pass 750 million by 

year end. Communication is one of the vital 

sectors of the economy. Every country, big or 

small, in every nook and corner of the world 

Dr. B.N. Singh
Assist. Professor in Commerce

P.G.Centre, R.S.P.College Jharia, Dhanbad

Dr. Anuradha Verma
Assist. Professor and Head
Department of Commerce

G.S.C. for Women, Jamshedpur

Anusandhanika / Vol. III / No. II / July 2011-94-

companies have to meet, technology needs 
are no longer the same as they used to be. 
Nowadays, business requirements drive 
solution needs.

According to the above mentioned 
abstract, these business requirements drive 

9technology needs for the following reasons :

1. To speed up product development,

2. To enhance manufacturing and supply 
capability and capacity

3. To improve revenue from lifecycle 
efficiency.

6. Requirement-driven product lifecycle 
management solution - Product lifecycle 
management solution is the key technology 
used to reach these goals throughout the 
entire lifecycle. Modern product lifecycle 
management technology aims to do just that – 
incorporate the customer into the design and 
development process. Businesses can let 
customers build their own experience by 
allowing them to be part of the development 
process. When customers submit their 
feedback, it doesn't stop there. The company 
should allow for a collaborative product 
development process by letting company 
executives engage in conversations with 
customers and business partners. This way, all 
stakeholders can be on the same page as to 
what customers are looking for.

Here’s other tips to avoid new product 
failures(10):

1. Effective listening, engagement and idea 
management capabilities.

2. Powerful software to connect all 
stakeholders to the product development 
process.

3. Requirements analysis metrics for 
forecasting and planning.

4. An extensive suite of blended product 
development tools to greatly reduce the risk of 
new product failures.

Conclusion

When a product reaches the maturity 
stage of the product life cycle, a company may 
choose to operate strategies to extend the life 
of the product. If the product is predicted to 
continue to be successful or an upgrade is 

soon to be released the company can use 
various methods to keep sales, else the 
product will be left as it is to continue to the 
decline stage. Thus we analyzed that 
customers fuel the product innovation process 
and organization’s that do not realize that 
customer opinions, ideas and insights matter, 
will not survive.
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Govt. Policy and initiatives.

The Govt. controlled all the aspects of the 
telecom sector through the ministry of post and 
telegraphs as a monopoly till the mind- 80s.

In the seventh five year plan (1985-1990) 
policy makers shifted their stand on telephone 
from luxury to essential tool of communication, 
of efficient business and economic growth. 
With the changing views of policy makers the 
real development of telecom sector was 
started. The public Accounts committee of the 
Lok sabha recommended to split the public, 
postal and telecom operations into separate 
departments and the re-organization was 
undertaken in 1986. In 1997, telecom 
Regulatory Authority of India (TRAI), an 
independent regulatory body, was established 
under the telecom Regulatory Authority of 
India (TRAI).

The Government has taken huge 
initiatives for the growth of the telecom sector, 
sense of which are :-

• All telecom services have been opened up 
for free completion.

• National long distance service (NLD) is 
opened up for unrestricted entry for 
unprecedented growth.

• International long distance service (ILOS) 
is opened up for free competition.

• To provide low cost mobile handset.

• Multiple fixed service providers (FSPs) 
licensing guidelines were announced.

• Two telecom PSUs, VSNL has been 
disinvested.

• Single tariff of Re. 1/minute to anywhere in 
India was reduced from 1st March 2006 by 
the public sector undertaking.

• The reserve bank of India has liberalized 
by investment norms for Indian telecom 
companies by allowing them to invest in 
international submarine cable consortia 
through the automatic route.

• Taking the advantage of RBI’s liberalized 
investment norms Bharti Airtel bought 15 
African markets from Kuwait based zain 
Telecom for  US $ & 10.7 billion in March 
2010. There are 3 types of service 
companies providers in India’s telecom 
sector.

1) State owned companies. (BSNL & MTNL)

2) Private Indian owned companies (Reliance 
Infotech, Tata Teleseruices) and

3) Foreign invested companies (Hutchison-
Essan, Bharati Televenture, Escotes, Idea 
Cellular, BPL Mobile, Spice communications).

Role of cost and Management Accountants in 
telecom sector.

Telecom sector in India is growing rapidly. 
With unprecedented growth of business and 
more and more competitors appearing in the 
horizon responsibilities of managers is also 
being more complex. Since many providers 
are there, rates have become low every day. 
Under the companies Act, 1956, forty four 
industries (inclusive of telecom industry) are 
under the Preview of cost audit by a cost 
accountant within the meaning of the cost and 
works Accountant Act, 1959 (23 of 1956).

Telecom sector has got tremendous 
importance in the backdrop of the competitive 
globalized economy. In the post globalized 
economy the managerial strategies have 
occupied the pivotal role.

CMAs provide necessary and relevant 
information to the management for taking 
appropriate decision in the right time. The 
management of telecom companies depends 
a lot on the CMAs for advisory services on 
various important issues like project appraisal, 
analysis of possible alternative course of 
action with financial implications, capacity 
utilization, capital restructuring decision, and 
many more. The CMAs also try to identify ways 
to control production and service costs to keep 
them as low as possible and also suggest a 
selling price for the product or services that will 
recover cost and provide a reasonable profit.

Cost and Management Accountant plays 
a very significant role in Telecom sector to stay 
alive in the present competition and growing 
market. Role of CMA’s brings the nation in the 
top position with growth of the telecom sector, 
which alone accounts for 1 percent of the GDP.

Conclusion

At a time when global telecom majors are 
struggling to cope with their losses and the 
rollout of 3G networks, which has been a non-
starter for close to a year now, India with its 
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has to take care of this sector necessarily so as 

to keep pace with the advancements in other 

sectors of its economy for proper and 

systematic growth. This is not specific to 

mankind alone, but to the creatures like birds, 

animals, insects, etc. In ancient times, before 

the advent of languages, mankind resorted to 

communicate with one another by making 

different kinds of sounds/noises/ signs etc. In 

those olden days the means of communications 

were first through birds, then through mankind 

themselves. Messengers were the points of 

communication between kingdoms. With the 

passage of time, creativity and wisdom 

insinuated in mankind led to several inventions 

in communications sector too like telephones, 

wireless equipments, radio etc. in small ways- 

even the transistors were of inventions in the 

seventies only. Telecommunications sector 

had led to a revolution in each and every sector 

of the economy, be it industry, trade, 

commerce, health, education, administration 

etc. and consequently, pushed up the 

economic development of the countries and 

ultimately enhanced the standard of living and 

well being of people the world over.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

In the global telecom market India’s is the 
second largest and fastest growing one. There 
is robust growth potential to this sector, with the 
availability of strong growth fundamentals 
increasing urbanization, rising income levels 
favorable demographics in the country.

• According to the Telecom Regulatory 
Authority of India (TRAI), the number of 
telephone subscriber base in the country 
reached 653.92 million as on May 31, 
2010 and wireless subscriber base 617.53 
million.

• According to a report by technology 

researcher lyartner Inc, India ranks fourth 

in manufacturing telecom equipment in 

the Asia Pacific (Apac) region.

• The total mobile services revenue in India 
is projected to grow at a compound annual 
growth rate (CAGR) of 12.5% from 2009-
13 to exceed USD 3D billion.

• The India mobile subscriber base is set to 
exceed 711 million connections by 2013, 
growing at a CAGR of 14.3% in the same 
period from 452 million in 2009.

• Mobile market penetration is projected to 
increase from 38.7% in 2009 to 63.5% in 
2013.

• The Indian telecom sector continues to 
attain robust growth, adding 191.55m new 
connections during the financial year 
2009-10.

• During the year the wireless segment 
grew by 49% and enhanced the growth of 
telecom sector.

• Telecom sector accounts for one percent 
of India’s GDP likely to double in 2-3 years 

• Telecom services contribute around 30 
percent to India’s total service tax 
revenue.

• The Indian telecom sector gives direct 
employment to more than 5,00,000 people.

• Not just the enabler of software, BPO and 

IT companies, it is also the lifeline of a fast 

growing E-commerce space.

There is robust growth potential to this 

sector, with the availability of strong growth 

fundamentals, increasing urbanization, using 

enigma level, favorable demographics in the 

country. According to TRAI, the number of 

telephone subscribers in India increased from 

621.28 million in March 10 to 671.69 million at 

the end of June 10, registering a sequential 

growth of 8.1% over the previous quarter as 

against 10.52% during the quarter end March 

10. Rural telephone connections have gone up 

from 12.3 million in March 2004 to 123.5 million 

in March 2009 and further to 174.6 million in 

Dec. 2009. This rapid growth has been 

possible due to various proactive  and positive 

decisions of the Government and contribution 

of both the public and the private sector.
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Abstract

The research paper is to concentrate on to search out the system of eco-friendly energy production and 
efforts to change agricultural pattern for energy saving and ecofriendly agriculture system, so that the 
warming is bringing changes in the production of crops. Rising of temperature is influencing the production of 
foodgrains. Study in this regard by the ICAR as well as IPCC concludes a lose of excess amount of 
foodgrains with each degree rise in temperature, so the study is needed to save the humanity.

Keywords: Modern agriculture, green revolution, foreign exchange

Introduction

The research work is based an analytical 
study of reputed journals and books of eminent 
authors. Secondary data is used in its support.

In the sixties Green Revolution started 
with a view to meet the growing demand of 
food due to rise in the population in India. 
Population was growing fast and agriculture 
production was unable to keep pace with the 
growing human race. As a result a very huge 
amount of food grains was imported causing a 
heavy drain on precious foreign exchange. 
This also caused a scarcity of capital goods 
which would have been imported from abroad.

In this backdrop technological change in 
the field of agriculture came as a boon to India. 
New technology was a package of hybrid seed, 
chemical fertilizer, water controlled irrigation 
and pesticides.

The very nature of green revolution and its 
package of agriculture favoured large and 
affluent farmers, large scale production is 
cause of peculiar pattern of marketing and 
consumption in India. This is quite similar to the 
U.S. pattern of economy which is highly energy 
intensive. In fact, this energy profligacy had 
landed India in a sort of energy crisis. The 
objective of presenting an alternative of this 
pattern of agriculture and explore a way out of it.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 

and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Energy dimension of modern agriculture 
in India is quite frightening. It has led too 
following problems:

First, the energy crisis is being faced. 
Secondly, agriculture has become to 
expensive. In fact, per day cost of production in 
agriculture income of 60% of population. Thus, 
only affluent class of rural population can hope 
to farm and it presents a hopeless prospect for 
majority of rural population. As a result of it, 
inequality of income in rural area is rising day 
by day. The poverty gap is rising. Thirdly, India 
is a country with abundance of manpower an 
energy-intensive labour saving, capital 
oriented agriculture has led to widespread 
unemployment in the country-side. This has 
aggravated the unemployment problem in the 
economy. Fourthly, in a wider perspective, this 
approach of agriculture is large scale 
agriculture production for national market. In 
this industrialised food system like that of the 
U.S., the increasing replacement of human 
and animal energy by commercial energy 
leads on the one hand, to greater urbanisation 
and larger market demand for food and on the 
other to larger expenditure of energy on 
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telecom success story represents an attractive 
and lucrative destination for investment. India 
will start using 1Pv6 (Internet protocol version 
6 is an internet protocol version that offers a 
larger address space than the current 1Pv4) 
from March 2012, according to a new roadmap 
released by the Indian government.

A large population and rise in consumer’s 
income and spending owing to strong 
economic growth enabled India to achieve the 
fastest growing telecom market in the world. 
There is a wide scope to increase overall 
teledensity- particularly in rural area which, in 
turn, will help to a stable growth of telecom 
market. But opening of the industry to fair 
competition is going to hunt the profitability of 
players in the field. So only those companies in 
the sector will survive as well as progress 
which will be able to provide quality product 
and service at minimum cost. This inevitable 

proposition enables the CMAs of the telecom 
sector to understand and identify weakness in 
terms of quality improvement of the product 
and services compared to the companies 
major competitors and suggest cost effective 
measures to improve organization efficiency to 
meet competitive pressures.
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Solutions

There could be three alternatives of the 
solutions to the problems :

1. Gradually changing the pattern of 
consumption and using less energy 
intensive materials in place of high energy 
intensive materials. This is a tough and 
long run solution of the problem, therefore 
it should go with second solution.

2. Searching alternative cheap and 
environment friendly source of energy, 
these are - solar energy, biogas, wind 
energy etc. In fact this is a continuous 
process. The problem is acute and leading 
to deep crisis. Thus it is urgent solution of 
the problem.

3. As an alternative of coal, petroleum, fissile 
material, recently rice husk is being used 
as a source of power. Very soon it is 
expected that it would become major 
source of power in the rural part of Bihar. 
Mr. Gyanesh Pandey, a citizen of India 
resident of Bihar has proclaimed that husk 
power system will provide electricity to 
2000 village in a short span of time. For his 
contribution, he has been awarded 
International Ashden Award 2011 for his 
contribution to availing a eco-friendly long 
time source of power.

Conclusion

Present system of power generation and 
its usages are not eco-friendly. The EPCC 
(Inter Governmental Panel on Climate 
Change) report and a few other studies 
indicate the probabilities of 10 to 40 percent 
loss in crop production in India with increase in 
temperature by the end of the century. The 
higher temperature in north India will have a 

significant impact on the wheat field. Studies 
conducted by the ICAR project a loss of 4.5 
billion tonnes of overall wheat production with 
each degree rise in temperature throughout 
the growing period and warning is bringing 
about such changes in agriculture which can 
influence human activities. To save the 
humanity and for the well being, eco-friendly 
environment oriented system for power 
generation is crying demand of the hour. 
Therefore, an urgent efforts must be made to 
change agriculture pattern so that ecofriendly 
energy saving agriculture is practiced as well 
as eco-friendly power generation is needed to 
check destruction of green house.
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processing packaging, transportation, 
distribution and storage of food. Thus, this has 
led replacement of labourer from the land, 
growing urbanisation and associated 
problems of human settlements and 

increasing energy expenditure on food system 
off the farm, the table below shows the energy 
requirement of the modern production and 
consumption pattern.

Table - 1
Average Energy Inputs per Acre in U.S. Corn Production

(1970) Assuming Only 3.8% is Irrigated

In a capitalist  pattern  of society, 
consumption is shaped according to 
production and   supply   through   mechanism   
of advertising. Indian consumption and 
demand pattern has gone the same. Items of 

modern consumption are aluminium, stainless 
steel, synthetic fabrics, mill cotton fabric and 
such other items. Energy cost of the same is 
very popular articles is given below :

Table - 2

Rank Inputs
Amount Used

per year
KWh per

year
Percentage

1 Fertiliser 50.9 kg 1227 36.4

la Nitrogen 14.1 kg (1093) (32.5)

lb Phosphorus 27.3 kg (55) (1.6)

lc Potassium 83.27 litres (79) (2.3)

2 Petrol/Diesel 488 926 27.5

3 Machinery 360.2 kWh 488 14.5

4 Electricity 139.4 kWh 360 10.7

5 Drying 81.3 kWh 139 4.1

6 Transportation 8.6 kg 81 2.4

7 Seeds 39.5 kWh 73 2.2

8 Irrigation 0.445 kg 40 1.2

9 Insecticides 0.455 kg 13 0.4

10 Herbicides 9 hours 13 0.4

11 Labour 6 0.2

TOTAL 3366 100

Energy Cost of Production of Various Materials

Materials
Energy Required for

Production (kWh per tonne)

Aluminium 76,850

Stainless Steel 65,320

Nylon fabrics 28,180

Structural Steel 21,775

Cotton fabrics (mill-made) 12,810

Glass 7,940

Bricks fired 7,685

Plastics 3,200

Cement 2,560

Source: C. Steinhart and J. Steinhart, Energy-Sources, Use and Role in Human Affairs, Duxbury Press,
Massachusetts, U.S.A., 1974.
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billion tonnes of overall wheat production with 
each degree rise in temperature throughout 
the growing period and warning is bringing 
about such changes in agriculture which can 
influence human activities. To save the 
humanity and for the well being, eco-friendly 
environment oriented system for power 
generation is crying demand of the hour. 
Therefore, an urgent efforts must be made to 
change agriculture pattern so that ecofriendly 
energy saving agriculture is practiced as well 
as eco-friendly power generation is needed to 
check destruction of green house.
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processing packaging, transportation, 
distribution and storage of food. Thus, this has 
led replacement of labourer from the land, 
growing urbanisation and associated 
problems of human settlements and 

increasing energy expenditure on food system 
off the farm, the table below shows the energy 
requirement of the modern production and 
consumption pattern.

Table - 1
Average Energy Inputs per Acre in U.S. Corn Production

(1970) Assuming Only 3.8% is Irrigated

In a capitalist  pattern  of society, 
consumption is shaped according to 
production and   supply   through   mechanism   
of advertising. Indian consumption and 
demand pattern has gone the same. Items of 

modern consumption are aluminium, stainless 
steel, synthetic fabrics, mill cotton fabric and 
such other items. Energy cost of the same is 
very popular articles is given below :

Table - 2

Rank Inputs
Amount Used

per year
KWh per

year
Percentage

1 Fertiliser 50.9 kg 1227 36.4

la Nitrogen 14.1 kg (1093) (32.5)

lb Phosphorus 27.3 kg (55) (1.6)

lc Potassium 83.27 litres (79) (2.3)

2 Petrol/Diesel 488 926 27.5

3 Machinery 360.2 kWh 488 14.5

4 Electricity 139.4 kWh 360 10.7

5 Drying 81.3 kWh 139 4.1

6 Transportation 8.6 kg 81 2.4

7 Seeds 39.5 kWh 73 2.2

8 Irrigation 0.445 kg 40 1.2

9 Insecticides 0.455 kg 13 0.4

10 Herbicides 9 hours 13 0.4

11 Labour 6 0.2

TOTAL 3366 100

Energy Cost of Production of Various Materials

Materials
Energy Required for

Production (kWh per tonne)

Aluminium 76,850

Stainless Steel 65,320

Nylon fabrics 28,180

Structural Steel 21,775

Cotton fabrics (mill-made) 12,810

Glass 7,940

Bricks fired 7,685

Plastics 3,200

Cement 2,560

Source: C. Steinhart and J. Steinhart, Energy-Sources, Use and Role in Human Affairs, Duxbury Press,
Massachusetts, U.S.A., 1974.



Anusandhanika / Vol. III / No. II / July 2011-103-

with all the five senses. Senses are linked to 
memory and generate emotions. Nevertheless 
most branding and advertising strategies are 
based on only two senses, sight and sound. In 
this manner in the age of information overflow 
companies give away an important opportunity 
to create a strong and loyal relationship 
between the consumer and the brand.

Obviously, because of the character of a 
product or service it will not be possible to 
include all five senses in a strategy, but it is 
nearly always possible to integrate three of 
them Sight is the most enticing sense and it is 
able to deceive an individual’s perception 
against all logic. Sound is strongly related to 
the individual’s mood and generates feelings 
and emotions. Smell is the most direct and 
basic sense, but not always easy to integrate in 
a marketing strategy for many products. Taste 
is strongly affected by smell and vice versa. 
Touch also generates strong feelings and 
emotions, as individuals development 
depends in large parts on physical contacts.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Sight

It is becoming more difficult to reach 
consumers with verbal and informational 
messages because the involvement level is 
decreasing in many situations and for many 
products. Visual communication may be an 
alternative which allows to attract the 
consumer’s advertence and to generate 
emotions. Pictures for example are superior to 
only verbal communication messages. They 
have an activating effect, because they are 
detected before the verbal part of a message 
and therefore they are suitable for the first 
contact. They also have a storage and memory 
effect. A visual message is codified twice in 
memory and therefore easily to be recalled and 
it has also a longer memory effect over time. A 
verbally based message may be used when 
the consumers are motivated to actively 
process the information. Visual stimuli are 
easily processed as well. The physical 

presence and low involvement are sufficient 
for processing the stimulus verbal stimulus has 
to be classified first in context to the already 
existing knowledge and then for an eventual 
storage. Therefore a high involvement level is 
necessary. Also information storage is more 
complex for verbal stimuli, as they have to be 
memorized twice, which means that, after the 
first process of memorizing, the memorized 
information has to be linked to the already 
existing information. Conditions for the second 
process are high involvement and the fact that 
the individual classifies the information as 
useful.

These affirmations are not only valid for 
advertising but also for the creation of a brand 
logo and corporate identity. They provide a 
stimulus to the memory and enforce the 
presence of the brand in the consumer’s mind. 
These pictures have to be easy learnable, the 
visual part has to be recognized also without 
the verbal part and vice versa and the pictures 
have to be distinguishable from other 
commonly used pictures. Another possibility 
for including a picture to the branding strategy 
is a key frame. A key frame is the basic visual 
theme for the brand’s or company’s public 
presentation and should intensify the emotional 
and factual attributes. Independently from the 
context in which the picture will be used, 
whether in advertising or as the brand logo, an 
integration in form and content between the 
different media is indispensable. The motive 
once chosen has to be used permanently, 
even if little weight out variations or updates 
are possible. It is important to transmit only one 
message and idea, so that it is easier for the 
consumer to associate a stable picture with the 
brand.

It is possible that durable consumer goods 
are not able to implement all the possibilities 
that offers the sense sight, for example the 
product design based on the different effects of 
colors is not deployable for the durable 
consumer goods described in this thesis. 
Nevertheless there remain various options in 
advertising and the creation of a corporate 
identity.

Sound

Along with sight sound is one of the two 
senses which is often integrated in marketing 
strategies. Sound is a powerful device to 
generate emotions, influence the mood and 
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Introduction

Brands are one of the most important tools 
in today’s global business. They have a value 
of nearly one third of the world’s wealth. Some 
of the biggest companies behind the brands 
have a greater value than the gross national 
product of certain countries in the world. So it is 
not surprising that brands are gaining the 
power and ascendancy to change today’s 
society.

This importance certainly implies a 

multiplicity of challenges. The brand 

management currently faces a various number 

of changing conditions. Today branding is 

characterized by the equalization of product 

quality, saturated markets, brand inflation and 

information overload. Furthermore, there is 

also the problem of highly perceived brand 

parity. According to the “Brand Parity Survey 

2004” this signifies that 62% of customers think 

that brands are replaceable. Resolving these 

problems merely with intensive advertising 

might increase brand awareness, but does not 

entail a strong and differentiated brand.

In order to reach a clear brand position 
and to decrease brand parity it is necessary to 
give brands an emotional appeal. Brands have 
to take into consideration desires more than 

needs and therefore should fulfill the 
consumers’ emotional expectations.

Definition of Brand

It refers to a special word, symbol, letter or 
the mixture of all these. When we go to market 
and demand the products like Lux soap, 
Samsung television, Britannia- Good day 
biscuit, Bajaj Pulsar Bike and Liberty shoes, 
the names attached with each of the products 
are nothing but the brands. Brand has two 
components - brand name and brand mark. 
For example-Asian paints is a brand name and 
the symbol of Gattu on its pack is its brand 
mark. A brand is a name, sign, symbol, slogan 
or anything that is used to identify and 
distinguish a specific product, service or 
business. A legally protected brand name is 
called a proprietary name.

Branding is an important strategy for 
differentiating a product from its competitors. It 
is a name, logo, trademark, patent number or 
package design that is used to distinguish the 
firm product or services from others. In taking 
brand decisions the firm has to consider the 
target market, cultural influences on the 
market and the role of brand will play in its 
business strategy. 

Multisensual brand design Individuals 
experience and understand their environment 
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with all the five senses. Senses are linked to 
memory and generate emotions. Nevertheless 
most branding and advertising strategies are 
based on only two senses, sight and sound. In 
this manner in the age of information overflow 
companies give away an important opportunity 
to create a strong and loyal relationship 
between the consumer and the brand.

Obviously, because of the character of a 
product or service it will not be possible to 
include all five senses in a strategy, but it is 
nearly always possible to integrate three of 
them Sight is the most enticing sense and it is 
able to deceive an individual’s perception 
against all logic. Sound is strongly related to 
the individual’s mood and generates feelings 
and emotions. Smell is the most direct and 
basic sense, but not always easy to integrate in 
a marketing strategy for many products. Taste 
is strongly affected by smell and vice versa. 
Touch also generates strong feelings and 
emotions, as individuals development 
depends in large parts on physical contacts.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Sight

It is becoming more difficult to reach 
consumers with verbal and informational 
messages because the involvement level is 
decreasing in many situations and for many 
products. Visual communication may be an 
alternative which allows to attract the 
consumer’s advertence and to generate 
emotions. Pictures for example are superior to 
only verbal communication messages. They 
have an activating effect, because they are 
detected before the verbal part of a message 
and therefore they are suitable for the first 
contact. They also have a storage and memory 
effect. A visual message is codified twice in 
memory and therefore easily to be recalled and 
it has also a longer memory effect over time. A 
verbally based message may be used when 
the consumers are motivated to actively 
process the information. Visual stimuli are 
easily processed as well. The physical 

presence and low involvement are sufficient 
for processing the stimulus verbal stimulus has 
to be classified first in context to the already 
existing knowledge and then for an eventual 
storage. Therefore a high involvement level is 
necessary. Also information storage is more 
complex for verbal stimuli, as they have to be 
memorized twice, which means that, after the 
first process of memorizing, the memorized 
information has to be linked to the already 
existing information. Conditions for the second 
process are high involvement and the fact that 
the individual classifies the information as 
useful.

These affirmations are not only valid for 
advertising but also for the creation of a brand 
logo and corporate identity. They provide a 
stimulus to the memory and enforce the 
presence of the brand in the consumer’s mind. 
These pictures have to be easy learnable, the 
visual part has to be recognized also without 
the verbal part and vice versa and the pictures 
have to be distinguishable from other 
commonly used pictures. Another possibility 
for including a picture to the branding strategy 
is a key frame. A key frame is the basic visual 
theme for the brand’s or company’s public 
presentation and should intensify the emotional 
and factual attributes. Independently from the 
context in which the picture will be used, 
whether in advertising or as the brand logo, an 
integration in form and content between the 
different media is indispensable. The motive 
once chosen has to be used permanently, 
even if little weight out variations or updates 
are possible. It is important to transmit only one 
message and idea, so that it is easier for the 
consumer to associate a stable picture with the 
brand.

It is possible that durable consumer goods 
are not able to implement all the possibilities 
that offers the sense sight, for example the 
product design based on the different effects of 
colors is not deployable for the durable 
consumer goods described in this thesis. 
Nevertheless there remain various options in 
advertising and the creation of a corporate 
identity.

Sound

Along with sight sound is one of the two 
senses which is often integrated in marketing 
strategies. Sound is a powerful device to 
generate emotions, influence the mood and 
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Introduction

Brands are one of the most important tools 
in today’s global business. They have a value 
of nearly one third of the world’s wealth. Some 
of the biggest companies behind the brands 
have a greater value than the gross national 
product of certain countries in the world. So it is 
not surprising that brands are gaining the 
power and ascendancy to change today’s 
society.

This importance certainly implies a 

multiplicity of challenges. The brand 

management currently faces a various number 

of changing conditions. Today branding is 

characterized by the equalization of product 

quality, saturated markets, brand inflation and 

information overload. Furthermore, there is 

also the problem of highly perceived brand 

parity. According to the “Brand Parity Survey 

2004” this signifies that 62% of customers think 

that brands are replaceable. Resolving these 

problems merely with intensive advertising 

might increase brand awareness, but does not 

entail a strong and differentiated brand.

In order to reach a clear brand position 
and to decrease brand parity it is necessary to 
give brands an emotional appeal. Brands have 
to take into consideration desires more than 

needs and therefore should fulfill the 
consumers’ emotional expectations.

Definition of Brand

It refers to a special word, symbol, letter or 
the mixture of all these. When we go to market 
and demand the products like Lux soap, 
Samsung television, Britannia- Good day 
biscuit, Bajaj Pulsar Bike and Liberty shoes, 
the names attached with each of the products 
are nothing but the brands. Brand has two 
components - brand name and brand mark. 
For example-Asian paints is a brand name and 
the symbol of Gattu on its pack is its brand 
mark. A brand is a name, sign, symbol, slogan 
or anything that is used to identify and 
distinguish a specific product, service or 
business. A legally protected brand name is 
called a proprietary name.

Branding is an important strategy for 
differentiating a product from its competitors. It 
is a name, logo, trademark, patent number or 
package design that is used to distinguish the 
firm product or services from others. In taking 
brand decisions the firm has to consider the 
target market, cultural influences on the 
market and the role of brand will play in its 
business strategy. 

Multisensual brand design Individuals 
experience and understand their environment 
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product, for example in the automotive 
industry, where the shape and interior design 
of the product are strongly related to a brand. 
Another option of utilizing haptics is offered by 
print advertising, where the surface or the 
thickness of paper can be related to special 
product attributes . Apart from product design 
and advertising, it may be reasonable to 
positively influence the consumer at the point 
of sale through the store design, or by giving 
the consumer the opportunity to try out 
products before they buy them. Furthermore it 
is possible to trademark a touch brand, for 
example a special packaging, as well as a 
brand sound or brand smell. Unusual, 
noticeable and original concepts will thereby 
enjoy a greater extent of protection. A 
disadvantage of the sense touch is the fact that 
by touching it is not possible to get a complete 
impression of an object or a scene, whereas 
with sight the whole object or scene can be 
observed immediately. The positive aspect 
about the sense touch is that it is also 
applicable and absolutely necessary for many 
durable consumer goods, like cars, domestic 
and electric appliances.

Generally it can be summarized that not all 
senses will be applicable for durable consumer 
goods, but it is recommended not to shy at new 
options for sustaining a brand and to literally 
get in touch with the consumer as often and 
through as many senses as possible. However 
it is indispensable to develop a clear brand 
sense strategy, so that the single senses fit to 
the brand’s personality and target group and 
support each other in order to increase the 
combined effect.

Brand awareness

an important choice criterion. Creating 
brand awareness is an important object in 
marketing in order to be part of the consumer’s 
consideration set. In many cases in the 
consumer goods industry, the consumer is 
seen as a passive audience, who has little time 
for choosing a product. Nevertheless the case 
for durable consumer goods might be a little 
different, even in this ambit consumers partly 
relay their decision on advertising, brand 
symbols and brand names as well. These 
names and symbols, overall reassign the 
brand to a certain product category, encourage 

the brand’s position and help to preserve the 
brand equity.

The durable consumer goods industry

Consumer goods are however characterized 
by the fact that they refer in general to the 
private final customer. There are two 
categories, the fast moving consumer goods 
and the durable consumer goods. Durable 
consumer goods, e.g. cars or computers, have 
a longer product life cycle than fast moving 
consumer goods and are sold in a higher price 
segment. The consumers emphasize on 
product features such as reliability, durability, 
service and environmental compatibility. The 
decision making process is less immediate as 
for fast moving consumer goods. Therefore 
substantial consultancy is essential for 
developing a consumer relationship and brand 
loyalty. Nevertheless some products 
represent, depending on the type of purchaser, 
durable consumer goods as well as industrial 
goods, in case of usage for subsequent 
production. By this means not all the 
characteristics of the consumer goods 
marketing are also valid for durable consumer 
goods, for example the decision making 
process is not spontaneous and the consumer 
has a superior information demand. The 
product can be adapted to single requirements 
and, regarding the after sale services for 
technical goods, the consumer relationship is 
fairly permanent. Assimilation of quality and 
economies of scale also in the durable 
consumer goods industry indicate the 
necessity of a branding concept which involves 
the consumers not only on a rational level, but 
also on an emotional one.

Durable goods

Cars, furniture, computers, appliances 
like washing machines or TVs, jewelry, sports 
equipment, and many other items fall under the 
category of what economists call durable 
goods—things that are meant to last. It's also 
fair to consider some business-to-business 
categories, such as construction equipment. 
What these items all have in common, from a 
branding perspective, is that because they 
represent a bigger purchase, customers tend 
to consider their options more deliberately, and 
choose more rationally than emotionally. 
However, that doesn't mean the brand isn't 
important. On the contrary, it is more important 
because more is at stake in creating the right 
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even purchase decisions. They stated that an 
acoustic stimulus can even have a negative 
effect on involvement if it does not fit to the 
message or the brand. There are different 
possibilities to include sound in the branding 
and communication strategy. Exclusive music 
which is only used inside the company has the 
goal of increasing employee identification. It is 
also possible to create a musical version of a 
brand. Therefore sound logos, which consist of 
short concise and easy memorable motives, 
can be designed. Another possibility of adding 
sound to a brand are jingles. By contrast brand 
songs are independent songs which are 
composed or licensed only for one brand. It is 
their assignment to emphasize the uniqueness 
of the brand and build a personality. Background 
music has a similar purpose, but it is primarily 
exerted to stimulate mood at the point of sale. 
Advertising with music stars is similar to 
advertising with testimonials, in the sense that 
the music star’s personality traits may be 
associated with the brand.

Just like sight, it will not be possible to 
integrate sound at every point of a durable 
consumer goods brand strategy. Hence it is 
even more important to exploit the possibilities 
which brand songs, jingles or sound logos offer 
in order to build a bridge between the 
consumer and the brand, to animate the 
pictures and to create a unique brand position.

Smell

Scents evoke images, sensations, 
memories, associations and emotions. There 
are 400.000 recognized fragrances in the 
world and this offers an enormous potential for 
branding and advertising strategies as well as 
for brand design. The goal of using scents is to 
attract the consumer to a product on an 
emotional level and to increase activation in 
order to address to the consumer’s latent 
desires. A scent should also reassure the 
consumer of the quality of some hidden 
product attributes by evoking feelings and 
emotions which are associated with these 
product attributes. Nevertheless it is 
necessary to consider some constraints before 
applying a scent based strategy. Odors have to 
be chosen wisely depending on gender and 
cultural factors, moreover the effect of odors is 
strongly related to very personal experiences 
and characteristics, which creates some 
difficulties for the appliance of one scent to a 

large target group . The examples above have 
shown that scent may be an adequate 
instrument for many durable consumer goods 
as well, especially for the car industry which 
invests a lot to give the interior of the car the 
smell consumers prefer.

Taste

Smell and taste are called the chemical 
senses and they are strongly interlinked, 
because most of the cognition of flavors is 
effected by the nose. Nevertheless taste does 
not have the same characteristics as smell and 
does not work on the long distance evoking 
memories from the past. Apart from touch, 
taste is the only sense which can be controlled 
by an individual, it is therefore possible to 
neglect a stimulus, which is impossible for 
sight, sound and smell. Taste is not only related 
to smell, but texture, temperature and color 
play an important role as well. Nevertheless 
colors and flavors have a limited impact on 
consumer choice, depending on the situation 
and cognitive load. Despite existing possibilities 
it has to be stated that taste has a very limited 
applicability which is nearly exclusively 
reserved to the food and beverage industry.

Touch

Brand recognition is declining and it is very 
difficult for many consumers to distinguish 
between various brands. Therefore customers 
often would like to touch a product in order to 
be able to evaluate it. The sense of touch 
consists of two elements. The sensory 
subsystem has cutaneous, thermal and 
kinesthetic sensors. These sensors are able to 
recognize diverse frequency ranges and to 
notice stimuli like pressure, warmth, cold and 
pain. The motor subsystem “[…] is used to 
actively grasp and manipulate objects . With 
these two sensors and by touching the product 
the consumer is able to gain knowledge about 
the texture, hardness, weight, value, volume 
and shape of the object. The shape of a 
product is the reification of a product idea and 
is associated with the consumer’s values. The 
shape of a product is fundamental, because it 
is also linked to the sense sight and is 
compared to other product shapes in sense of 
elegance, beauty and functionality . The sense 
touch is applicable mainly for the design of a 
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product, for example in the automotive 
industry, where the shape and interior design 
of the product are strongly related to a brand. 
Another option of utilizing haptics is offered by 
print advertising, where the surface or the 
thickness of paper can be related to special 
product attributes . Apart from product design 
and advertising, it may be reasonable to 
positively influence the consumer at the point 
of sale through the store design, or by giving 
the consumer the opportunity to try out 
products before they buy them. Furthermore it 
is possible to trademark a touch brand, for 
example a special packaging, as well as a 
brand sound or brand smell. Unusual, 
noticeable and original concepts will thereby 
enjoy a greater extent of protection. A 
disadvantage of the sense touch is the fact that 
by touching it is not possible to get a complete 
impression of an object or a scene, whereas 
with sight the whole object or scene can be 
observed immediately. The positive aspect 
about the sense touch is that it is also 
applicable and absolutely necessary for many 
durable consumer goods, like cars, domestic 
and electric appliances.

Generally it can be summarized that not all 
senses will be applicable for durable consumer 
goods, but it is recommended not to shy at new 
options for sustaining a brand and to literally 
get in touch with the consumer as often and 
through as many senses as possible. However 
it is indispensable to develop a clear brand 
sense strategy, so that the single senses fit to 
the brand’s personality and target group and 
support each other in order to increase the 
combined effect.

Brand awareness

an important choice criterion. Creating 
brand awareness is an important object in 
marketing in order to be part of the consumer’s 
consideration set. In many cases in the 
consumer goods industry, the consumer is 
seen as a passive audience, who has little time 
for choosing a product. Nevertheless the case 
for durable consumer goods might be a little 
different, even in this ambit consumers partly 
relay their decision on advertising, brand 
symbols and brand names as well. These 
names and symbols, overall reassign the 
brand to a certain product category, encourage 

the brand’s position and help to preserve the 
brand equity.

The durable consumer goods industry

Consumer goods are however characterized 
by the fact that they refer in general to the 
private final customer. There are two 
categories, the fast moving consumer goods 
and the durable consumer goods. Durable 
consumer goods, e.g. cars or computers, have 
a longer product life cycle than fast moving 
consumer goods and are sold in a higher price 
segment. The consumers emphasize on 
product features such as reliability, durability, 
service and environmental compatibility. The 
decision making process is less immediate as 
for fast moving consumer goods. Therefore 
substantial consultancy is essential for 
developing a consumer relationship and brand 
loyalty. Nevertheless some products 
represent, depending on the type of purchaser, 
durable consumer goods as well as industrial 
goods, in case of usage for subsequent 
production. By this means not all the 
characteristics of the consumer goods 
marketing are also valid for durable consumer 
goods, for example the decision making 
process is not spontaneous and the consumer 
has a superior information demand. The 
product can be adapted to single requirements 
and, regarding the after sale services for 
technical goods, the consumer relationship is 
fairly permanent. Assimilation of quality and 
economies of scale also in the durable 
consumer goods industry indicate the 
necessity of a branding concept which involves 
the consumers not only on a rational level, but 
also on an emotional one.

Durable goods

Cars, furniture, computers, appliances 
like washing machines or TVs, jewelry, sports 
equipment, and many other items fall under the 
category of what economists call durable 
goods—things that are meant to last. It's also 
fair to consider some business-to-business 
categories, such as construction equipment. 
What these items all have in common, from a 
branding perspective, is that because they 
represent a bigger purchase, customers tend 
to consider their options more deliberately, and 
choose more rationally than emotionally. 
However, that doesn't mean the brand isn't 
important. On the contrary, it is more important 
because more is at stake in creating the right 

Anusandhanika / Vol. III / No. II / July 2011-104-

even purchase decisions. They stated that an 
acoustic stimulus can even have a negative 
effect on involvement if it does not fit to the 
message or the brand. There are different 
possibilities to include sound in the branding 
and communication strategy. Exclusive music 
which is only used inside the company has the 
goal of increasing employee identification. It is 
also possible to create a musical version of a 
brand. Therefore sound logos, which consist of 
short concise and easy memorable motives, 
can be designed. Another possibility of adding 
sound to a brand are jingles. By contrast brand 
songs are independent songs which are 
composed or licensed only for one brand. It is 
their assignment to emphasize the uniqueness 
of the brand and build a personality. Background 
music has a similar purpose, but it is primarily 
exerted to stimulate mood at the point of sale. 
Advertising with music stars is similar to 
advertising with testimonials, in the sense that 
the music star’s personality traits may be 
associated with the brand.

Just like sight, it will not be possible to 
integrate sound at every point of a durable 
consumer goods brand strategy. Hence it is 
even more important to exploit the possibilities 
which brand songs, jingles or sound logos offer 
in order to build a bridge between the 
consumer and the brand, to animate the 
pictures and to create a unique brand position.

Smell

Scents evoke images, sensations, 
memories, associations and emotions. There 
are 400.000 recognized fragrances in the 
world and this offers an enormous potential for 
branding and advertising strategies as well as 
for brand design. The goal of using scents is to 
attract the consumer to a product on an 
emotional level and to increase activation in 
order to address to the consumer’s latent 
desires. A scent should also reassure the 
consumer of the quality of some hidden 
product attributes by evoking feelings and 
emotions which are associated with these 
product attributes. Nevertheless it is 
necessary to consider some constraints before 
applying a scent based strategy. Odors have to 
be chosen wisely depending on gender and 
cultural factors, moreover the effect of odors is 
strongly related to very personal experiences 
and characteristics, which creates some 
difficulties for the appliance of one scent to a 

large target group . The examples above have 
shown that scent may be an adequate 
instrument for many durable consumer goods 
as well, especially for the car industry which 
invests a lot to give the interior of the car the 
smell consumers prefer.

Taste

Smell and taste are called the chemical 
senses and they are strongly interlinked, 
because most of the cognition of flavors is 
effected by the nose. Nevertheless taste does 
not have the same characteristics as smell and 
does not work on the long distance evoking 
memories from the past. Apart from touch, 
taste is the only sense which can be controlled 
by an individual, it is therefore possible to 
neglect a stimulus, which is impossible for 
sight, sound and smell. Taste is not only related 
to smell, but texture, temperature and color 
play an important role as well. Nevertheless 
colors and flavors have a limited impact on 
consumer choice, depending on the situation 
and cognitive load. Despite existing possibilities 
it has to be stated that taste has a very limited 
applicability which is nearly exclusively 
reserved to the food and beverage industry.

Touch

Brand recognition is declining and it is very 
difficult for many consumers to distinguish 
between various brands. Therefore customers 
often would like to touch a product in order to 
be able to evaluate it. The sense of touch 
consists of two elements. The sensory 
subsystem has cutaneous, thermal and 
kinesthetic sensors. These sensors are able to 
recognize diverse frequency ranges and to 
notice stimuli like pressure, warmth, cold and 
pain. The motor subsystem “[…] is used to 
actively grasp and manipulate objects . With 
these two sensors and by touching the product 
the consumer is able to gain knowledge about 
the texture, hardness, weight, value, volume 
and shape of the object. The shape of a 
product is the reification of a product idea and 
is associated with the consumer’s values. The 
shape of a product is fundamental, because it 
is also linked to the sense sight and is 
compared to other product shapes in sense of 
elegance, beauty and functionality . The sense 
touch is applicable mainly for the design of a 
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“manning says, “it is actually a channel that 
must deliver on the promise,” essentially, a 
website should embody the promise that it 
makes to customers. If, for instance a business 
claims to be innovative, the website should 
look fresh and modern.

Create a cohesive experience between all 
mediums: Before a company launches its new 
website it should make sure that is should be 
an event that its potential clients should never 
forgot. Once, online the website was an 
extension of the invitations because it followed 
through on the themes of red carpet.

Don’t sacrifice creativity: once the brand’s 
guidelines are established, creative choices 
must bring those attributes to life. Brand should 
be the jumping –off point for interesting ideas, 
not the place were every new idea-dead-ends.

Don’t communicate brand at the expense 

of delivering: while a website can be a 

significant tool for building brand awareness, 

clarity and functionally are paramount. “just be 

careful not to let the communication about your 

brand get in the way of delivering your 

message,” manning says, “you can’t frustrate 

and annoy people into liking your brand”.

Build a brand worth believing in. “Do you 
so believe in what you’re creating that you 
would trademark it?” says Andrea Fitch, 
president and CEO of RedCarpet Creations, 
Inc., and national president of the Society for 
Marketing Professional Services, both based 
out of Alexandria, Va. Really consider what 
kind of brand could represent the business 
through the next decade. “Don’t have a logo 
that in five years you’re going to be tired of and 
discard for another,” she says.

Listen to the customers

They determine a brand’s true value. Pay 

attention to customer feedback about the site 

because, ultimately, it’s the customers’ opinion 

that counts. When it comes to building a brand, 

a company can incorporate everything from 

signature colors to catch phrases, but at the 

end of the day, it’s the consumer who decides 

what a brand is really worth. “It’s not what you 

say [about] yourself, it’s what others say of 

you,” Fitch says.

Conclusion

First of all building a strong brand begins 
with the creation of a dominant brand position 
and presence. This denotes that the brand has 
to be easily recognized, easy memorable and 
has to become the first to come in mind at the 
point of purchase. In order to emotionally 
attach with the consumer, the brand has to 
build a profound relationship with its consumers 
and become an element of their lives. In a 
global marketplace, the competitive position of 
product is determined by many factors. One 
critical consideration that influences this 
position is the brand awareness and their 
acceptance by customers. Customers 
everywhere can choose from a set of brands 
that include foreign –manufactured or licensed 
products covering every conceivable product 
category, from foods, toys and apparel to 
automobiles, computers and industrial robots. 
Therefore to make the product recognizable in 
the market brand awareness should be build.
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perception of value.

The branding of cars is probably more 
scientific than that for any other item, simply 
because there is so much at stake. Cars are 
the second most expensive thing most people 
buy in their lives (after their house), and car 
companies stand to earn (or lose) billions of 
dollars a year depending on the success of 
their brand.

Building consumer relationships

First of all building a strong brand begins 
with the creation of a dominant brand position 
and presence. This denotes that the brand has 
to be easily recognized, easy memorable and 
has to become the first to come in mind at the 
point of sale. In order to emotionally attach with 
the consumer, the brand has to build a 
profound relationship with its consumers and 
become an element of their lives.

There are different types of consumer 
relationships, the provider based relationship, 
the process based relationship, the product 
based relationship and the consumer brand 
relationship. In this relationship the interaction 
is rather low, because brands, unlike products, 
are only mind constructs of the consumer. 
There is no possibility of direct interaction with 
a brand and the basic element of a relationship 
between two parties, the reciprocity, is 
missing.

Other researchers argument that the 
providers or their employees are acting for 
brands in order to be able to create a 
relationship. Companies build relationships 
through interactive experiences which support 
the dialogue between consumers and brands. 
On the contrary brand is not a passive object 
but a lively partner in a relationship. Therefore 
brands have to become animated, humanized 
partners with a personality in order to interact 
with the consumer. In business to business 
relationships the social link counts, because 
there are a lot of agents involved and the 
effected transactions are fairly large. Financial 
links can require the continuous acquisition of 
a product or the utilization of a service.

Role of brand awareness in durable goods 
industry

Returning to role of brand awareness in 
durable goods industry; brand awareness is 
particularly important in case of inexperienced 
consumers. Consumers who have the choice 

between a well known high priced product and 
an unknown lower priced product will often 
choose the well known product. However the 
phenomenon that consumer tends to choose 
basing on brand awareness declines from 
purchase to purchase. If consumers are not 
familiar with any of the brands available, they 
will try out more brands and easily discover 
quality differences.  Consumers will always 
tend to choose the high quality brand with no 
well known brand available.

It is the ability of a potential buyer to 
recognize or recall that a brand is part of a 
product category. In other words, the customer 
should be able to identify a firm’s product in the 
retail stores or be able to recall its brand 
whenever he or she thinks of the product class. 
Brand awareness has to be thought of as “a 
continuous range from an uncertain feeling 
that a brand is recognized to a belief that it is 
only one in the product class”. At the top end of 
this continuum is the brand that exists 
uppermost in the customer’s mind. This is the 
most desired condition that any marketer 
seeks. Brand awareness is a marketing 
concept that measures consumers knowledge 
of brand’s existence. At the aggregate (brand) 
level, it refers to the proportion of consumers 
who know of the brand.

Good branding is the product of a clear 
vision, and nobody knows more about vision 
than small business owners. But with limited 
resources, creating a brand identity can be 
tricky. Fortunately, building brand awareness 
on the internet doesn’t need to take lot of 
money or resources.

Strategies to build business brand:

Def ine  the  v is ion :  The  b rands  
environment analysis helps to identify 
opportunities and threats. Based on such 
identification, brand strategists need to decide 
where they see the brand over a period of time- 
say 10 years. Vision is dreaming of a position 
over this time period .while defining this vision, 
one has to keep in mind that a dream alone is 
not enough. It has to be backed by an action 
plan. To achieve this vision, all employees 
within the organization must become a part of it 
and hence internal communication is an 
integral part of the vision exercise.

Remember, the website is the brand. “A 
website is not just a communication medium, 
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“manning says, “it is actually a channel that 
must deliver on the promise,” essentially, a 
website should embody the promise that it 
makes to customers. If, for instance a business 
claims to be innovative, the website should 
look fresh and modern.

Create a cohesive experience between all 
mediums: Before a company launches its new 
website it should make sure that is should be 
an event that its potential clients should never 
forgot. Once, online the website was an 
extension of the invitations because it followed 
through on the themes of red carpet.

Don’t sacrifice creativity: once the brand’s 
guidelines are established, creative choices 
must bring those attributes to life. Brand should 
be the jumping –off point for interesting ideas, 
not the place were every new idea-dead-ends.

Don’t communicate brand at the expense 

of delivering: while a website can be a 

significant tool for building brand awareness, 

clarity and functionally are paramount. “just be 

careful not to let the communication about your 

brand get in the way of delivering your 

message,” manning says, “you can’t frustrate 

and annoy people into liking your brand”.

Build a brand worth believing in. “Do you 
so believe in what you’re creating that you 
would trademark it?” says Andrea Fitch, 
president and CEO of RedCarpet Creations, 
Inc., and national president of the Society for 
Marketing Professional Services, both based 
out of Alexandria, Va. Really consider what 
kind of brand could represent the business 
through the next decade. “Don’t have a logo 
that in five years you’re going to be tired of and 
discard for another,” she says.

Listen to the customers

They determine a brand’s true value. Pay 

attention to customer feedback about the site 

because, ultimately, it’s the customers’ opinion 

that counts. When it comes to building a brand, 

a company can incorporate everything from 

signature colors to catch phrases, but at the 

end of the day, it’s the consumer who decides 

what a brand is really worth. “It’s not what you 

say [about] yourself, it’s what others say of 

you,” Fitch says.

Conclusion

First of all building a strong brand begins 
with the creation of a dominant brand position 
and presence. This denotes that the brand has 
to be easily recognized, easy memorable and 
has to become the first to come in mind at the 
point of purchase. In order to emotionally 
attach with the consumer, the brand has to 
build a profound relationship with its consumers 
and become an element of their lives. In a 
global marketplace, the competitive position of 
product is determined by many factors. One 
critical consideration that influences this 
position is the brand awareness and their 
acceptance by customers. Customers 
everywhere can choose from a set of brands 
that include foreign –manufactured or licensed 
products covering every conceivable product 
category, from foods, toys and apparel to 
automobiles, computers and industrial robots. 
Therefore to make the product recognizable in 
the market brand awareness should be build.
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perception of value.

The branding of cars is probably more 
scientific than that for any other item, simply 
because there is so much at stake. Cars are 
the second most expensive thing most people 
buy in their lives (after their house), and car 
companies stand to earn (or lose) billions of 
dollars a year depending on the success of 
their brand.

Building consumer relationships

First of all building a strong brand begins 
with the creation of a dominant brand position 
and presence. This denotes that the brand has 
to be easily recognized, easy memorable and 
has to become the first to come in mind at the 
point of sale. In order to emotionally attach with 
the consumer, the brand has to build a 
profound relationship with its consumers and 
become an element of their lives.

There are different types of consumer 
relationships, the provider based relationship, 
the process based relationship, the product 
based relationship and the consumer brand 
relationship. In this relationship the interaction 
is rather low, because brands, unlike products, 
are only mind constructs of the consumer. 
There is no possibility of direct interaction with 
a brand and the basic element of a relationship 
between two parties, the reciprocity, is 
missing.

Other researchers argument that the 
providers or their employees are acting for 
brands in order to be able to create a 
relationship. Companies build relationships 
through interactive experiences which support 
the dialogue between consumers and brands. 
On the contrary brand is not a passive object 
but a lively partner in a relationship. Therefore 
brands have to become animated, humanized 
partners with a personality in order to interact 
with the consumer. In business to business 
relationships the social link counts, because 
there are a lot of agents involved and the 
effected transactions are fairly large. Financial 
links can require the continuous acquisition of 
a product or the utilization of a service.

Role of brand awareness in durable goods 
industry

Returning to role of brand awareness in 
durable goods industry; brand awareness is 
particularly important in case of inexperienced 
consumers. Consumers who have the choice 

between a well known high priced product and 
an unknown lower priced product will often 
choose the well known product. However the 
phenomenon that consumer tends to choose 
basing on brand awareness declines from 
purchase to purchase. If consumers are not 
familiar with any of the brands available, they 
will try out more brands and easily discover 
quality differences.  Consumers will always 
tend to choose the high quality brand with no 
well known brand available.

It is the ability of a potential buyer to 
recognize or recall that a brand is part of a 
product category. In other words, the customer 
should be able to identify a firm’s product in the 
retail stores or be able to recall its brand 
whenever he or she thinks of the product class. 
Brand awareness has to be thought of as “a 
continuous range from an uncertain feeling 
that a brand is recognized to a belief that it is 
only one in the product class”. At the top end of 
this continuum is the brand that exists 
uppermost in the customer’s mind. This is the 
most desired condition that any marketer 
seeks. Brand awareness is a marketing 
concept that measures consumers knowledge 
of brand’s existence. At the aggregate (brand) 
level, it refers to the proportion of consumers 
who know of the brand.

Good branding is the product of a clear 
vision, and nobody knows more about vision 
than small business owners. But with limited 
resources, creating a brand identity can be 
tricky. Fortunately, building brand awareness 
on the internet doesn’t need to take lot of 
money or resources.

Strategies to build business brand:

Def ine  the  v is ion :  The  b rands  
environment analysis helps to identify 
opportunities and threats. Based on such 
identification, brand strategists need to decide 
where they see the brand over a period of time- 
say 10 years. Vision is dreaming of a position 
over this time period .while defining this vision, 
one has to keep in mind that a dream alone is 
not enough. It has to be backed by an action 
plan. To achieve this vision, all employees 
within the organization must become a part of it 
and hence internal communication is an 
integral part of the vision exercise.

Remember, the website is the brand. “A 
website is not just a communication medium, 
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Rashtriya Mahila Kosh, New Delhi and the 
friends of women's world banking in 
Ahmadabad. Few of the NGO's supporting 
SHG federations include MARYADA in 
Bangalore, SEWA in Ahmadebad, PRADAN in 
Tamil Nadu and Bihar, ADITHI in Patna, 
SPARC in Mumbai ASSEFA in Madras etc. Yet 
a few of the NGO's directly retailing credit to 
borrowers are SHARE in Hyderabad, ASA in 
Trichi and RDO loyalam Bank in Manipur.
Materials and Methods

This study is based primarily on the use of 
available literature in the form of books, 
Journals and Reports. The method used is 
both analytical and descriptive. Information 
available on websites has also been accessed 
extreme care has been taken to be objective in 
approach.
Results and Discussions

Only those NGOs/CBOs have been 
successful that have instilled financial value / 
discipline through savings and have 
demonstrated a matching value themselves 
before lending. A recovery system based on 
social intermediation and various options 
including non-financial mechanisms have 
proved to be effective. Another important 
feature is community governance. The 
communities in which households are direct 
stake holders have successfully demonstrated 
the success of programmes. A precondition for 
success is to involve community directly in the 
programme. Experience indicates that savings 
and credit are both critical for success and 
savings should always come first. Credit 
programmes designed for women have been 
more successful. The operating indicators 
show that programmes which are designed 
taking into account the localized and 
geographical differences have been successful. 
Effective and responsive accounting and 
monitoring mechanisms have been an 
important and critical ingradient for the 
success of programmes. The operating 
success have been evidenced more when 
interest rates are at par or near the market 
rates. Experience of NGOs/CBOs shows that 
the low income households are willing the pay 
at market rates. The crucial problem is not the 
interest rates but access to finance. In absence 
of such programmes households end up 
paying much higher rates when borrowing 
from informal markets. The programme is most 
likely to succeed when all the three i.e. interest 

rates, amount and repayment period is 
decided by the community. A programme 
which is able to leverage maximum funds from 
the market has been successful. It is possible 
to leverage higher funds against deposits. A 
flexible rate of interest scheme would indicate 
a wider spread fo NGOs. Selected non-
financial services i.e. business and marketing 
support services enhance success. The 
programmes which are simple and replicable 
have contributed to success.

Betterment in quality of life through better 
housing or better economic opportunities is a 
tangible indicator of success. The programmes 
which have taken care of other needs such as 
consumption, marriage etc besides the main 
shelter, infrastructure or economic needs are 
successful.

A facilitative environment which has 
contributed to the success is broad 
environment. A facilitative environment and 
enabling regulatory regime contributes to the 
success.

One of the most successful models 
discussed around the world is the Grameen 
type. The bank has successfully served the 
rural poor in Bangladesh with no physical 
collateral relying on group responsibility to 
replace the collateral requirements. This 
model has, however, some weaknesses. It 
involves too much of external subsidy which is 
not replicable. Grameen Bank has not oriented 
itself towards mobilising people's resources. 
The repayment system of 50 weekly equal 
instalments is not practical because the poor 
do not have stable jobs and have to migrate to 
other places for jobs. It the communities are 
agrarian it becomes impossible to repay the 
loan during lean season credit alone can not 
alleviate poverty and the Grameen model is 
based only on credit. Micro finance is a time 
taking process. Haste can lead to wrong 
selection of activities and beneficiaries. 
Another model is Kerala model (Shreyas). The 
rules make it difficult to give adequate credit as 
there are only 40-50 percent of amount 
available for lending.

Most of the existing micro finance 
institutions are facing problems regarding 
skilled labour which is not available for local 
accounting. Drop out of trained staff is very 
high, one alternative is automation which has 
not yet started. Most of the models do no lend 
for agriculture. It has not been experimented 
as yet.
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An Evaluation of Micro Finance Institutions

Abstract

The poor not only need subsides but also access to credit facilities. Absence of formal employment relegates 

them to the position of non-bankable ones. This situation forces them to borrow from local money lenders 

who exploit by charging exorbitant interest rates. Many innovative institutional mechanisms have been 

developed across the world to enhance credit to poor even in the absence of formal mortgage. The present 

paper discusses the conceptual framework of a microfinance institution in India. The success and failure of 

various microfinance institutions have been evaluated and the results drawn have been incorporated in a 

model microsfinance insitutional mechanism for India.
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Introduction

Traditionally the formal sector banking 
institutions in India have seen serving only the 
needs of the commercial sector and providing 
loans for middle and upper income groups. 
Similiarly, for housing the Housing Finance 
Institutions have generally not evolved a 
lending product to serve the needs of the very 
lower income groups primarily because of the 
perceived risks of lending to this sector. The 
formal sector financial institutions perceive the 
following risks :-

(i) Credit risk (ii) High transaction and 
service cost (iii) Absence of land tenure for 
financing housing (iv) Irregular flow of income 
due to seasonality (v) Lack of tangible proof for 
absence of income (vi) unacceptable 
collaterals such as crops, utensils and 
Jewellery.

The formal financial institutions include 
commercial banks, Housing Finance 
institutions, NABARD, Rural Development 
Banks, Land Development Banks and Co-
operative Banks.

The existing informal financial institutions 
generally include funds available from family 
sources or local money lenders.

The local money lenders charge 
exorbitant rates due to their monopoly in the 
absence of any other source of credit for non-
conventional needs. Chit funds and other 
forms of credit system operated by groups of 
people for their mutual benefit however have 

their own limitations. Lately few of the NGO's 
engaged in activities related to community 
mobilisation for their socio-economic 
development have initiated savings and credit 
programmes for their target groups. These 
community based financial systems can 
broadly be categorized into two models :-

Group based financial intermediaries and 
the NGO linked financial intermediary.

The experience of these informal 
intermediaries shows that although the 
savings of group members, small in nature, do 
not attract high returns, it is still practiced due 
to security reasons and for getting loans at 
lower rates compared to that available from 
money lenders. These are short term loans 
meant for crisis, consumption and income 
generation needs of the members. The interest 
rates on such credit are not subsidized and 
generally range between 12 to 36%. Most of 
the loans are unsecured. In few cases 
personal or group guarantees or other 
collaterals like jewellery is offered as security. 
While a census of NGO's in micro-finance is 
yet to be carried out there are perhaps 250-300 
NGO's each with 50-100 self help Groups 
(SHG's). There are also agencies which 
provide bulk funds to the system through 
NGO's. Thus organisations engaged in micro-
finance activities in India may be categorized 
as wholesalers, NGO's supporting SHG 
federations and NGO's directly retailing credit 
borrowers or groups of borrowers. The 
wholesalers include agencies like NABARD, 
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Rashtriya Mahila Kosh, New Delhi and the 
friends of women's world banking in 
Ahmadabad. Few of the NGO's supporting 
SHG federations include MARYADA in 
Bangalore, SEWA in Ahmadebad, PRADAN in 
Tamil Nadu and Bihar, ADITHI in Patna, 
SPARC in Mumbai ASSEFA in Madras etc. Yet 
a few of the NGO's directly retailing credit to 
borrowers are SHARE in Hyderabad, ASA in 
Trichi and RDO loyalam Bank in Manipur.
Materials and Methods

This study is based primarily on the use of 
available literature in the form of books, 
Journals and Reports. The method used is 
both analytical and descriptive. Information 
available on websites has also been accessed 
extreme care has been taken to be objective in 
approach.
Results and Discussions

Only those NGOs/CBOs have been 
successful that have instilled financial value / 
discipline through savings and have 
demonstrated a matching value themselves 
before lending. A recovery system based on 
social intermediation and various options 
including non-financial mechanisms have 
proved to be effective. Another important 
feature is community governance. The 
communities in which households are direct 
stake holders have successfully demonstrated 
the success of programmes. A precondition for 
success is to involve community directly in the 
programme. Experience indicates that savings 
and credit are both critical for success and 
savings should always come first. Credit 
programmes designed for women have been 
more successful. The operating indicators 
show that programmes which are designed 
taking into account the localized and 
geographical differences have been successful. 
Effective and responsive accounting and 
monitoring mechanisms have been an 
important and critical ingradient for the 
success of programmes. The operating 
success have been evidenced more when 
interest rates are at par or near the market 
rates. Experience of NGOs/CBOs shows that 
the low income households are willing the pay 
at market rates. The crucial problem is not the 
interest rates but access to finance. In absence 
of such programmes households end up 
paying much higher rates when borrowing 
from informal markets. The programme is most 
likely to succeed when all the three i.e. interest 

rates, amount and repayment period is 
decided by the community. A programme 
which is able to leverage maximum funds from 
the market has been successful. It is possible 
to leverage higher funds against deposits. A 
flexible rate of interest scheme would indicate 
a wider spread fo NGOs. Selected non-
financial services i.e. business and marketing 
support services enhance success. The 
programmes which are simple and replicable 
have contributed to success.

Betterment in quality of life through better 
housing or better economic opportunities is a 
tangible indicator of success. The programmes 
which have taken care of other needs such as 
consumption, marriage etc besides the main 
shelter, infrastructure or economic needs are 
successful.

A facilitative environment which has 
contributed to the success is broad 
environment. A facilitative environment and 
enabling regulatory regime contributes to the 
success.

One of the most successful models 
discussed around the world is the Grameen 
type. The bank has successfully served the 
rural poor in Bangladesh with no physical 
collateral relying on group responsibility to 
replace the collateral requirements. This 
model has, however, some weaknesses. It 
involves too much of external subsidy which is 
not replicable. Grameen Bank has not oriented 
itself towards mobilising people's resources. 
The repayment system of 50 weekly equal 
instalments is not practical because the poor 
do not have stable jobs and have to migrate to 
other places for jobs. It the communities are 
agrarian it becomes impossible to repay the 
loan during lean season credit alone can not 
alleviate poverty and the Grameen model is 
based only on credit. Micro finance is a time 
taking process. Haste can lead to wrong 
selection of activities and beneficiaries. 
Another model is Kerala model (Shreyas). The 
rules make it difficult to give adequate credit as 
there are only 40-50 percent of amount 
available for lending.

Most of the existing micro finance 
institutions are facing problems regarding 
skilled labour which is not available for local 
accounting. Drop out of trained staff is very 
high, one alternative is automation which has 
not yet started. Most of the models do no lend 
for agriculture. It has not been experimented 
as yet.
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Abstract

The poor not only need subsides but also access to credit facilities. Absence of formal employment relegates 

them to the position of non-bankable ones. This situation forces them to borrow from local money lenders 

who exploit by charging exorbitant interest rates. Many innovative institutional mechanisms have been 

developed across the world to enhance credit to poor even in the absence of formal mortgage. The present 

paper discusses the conceptual framework of a microfinance institution in India. The success and failure of 

various microfinance institutions have been evaluated and the results drawn have been incorporated in a 

model microsfinance insitutional mechanism for India.
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Introduction

Traditionally the formal sector banking 
institutions in India have seen serving only the 
needs of the commercial sector and providing 
loans for middle and upper income groups. 
Similiarly, for housing the Housing Finance 
Institutions have generally not evolved a 
lending product to serve the needs of the very 
lower income groups primarily because of the 
perceived risks of lending to this sector. The 
formal sector financial institutions perceive the 
following risks :-

(i) Credit risk (ii) High transaction and 
service cost (iii) Absence of land tenure for 
financing housing (iv) Irregular flow of income 
due to seasonality (v) Lack of tangible proof for 
absence of income (vi) unacceptable 
collaterals such as crops, utensils and 
Jewellery.

The formal financial institutions include 
commercial banks, Housing Finance 
institutions, NABARD, Rural Development 
Banks, Land Development Banks and Co-
operative Banks.

The existing informal financial institutions 
generally include funds available from family 
sources or local money lenders.

The local money lenders charge 
exorbitant rates due to their monopoly in the 
absence of any other source of credit for non-
conventional needs. Chit funds and other 
forms of credit system operated by groups of 
people for their mutual benefit however have 

their own limitations. Lately few of the NGO's 
engaged in activities related to community 
mobilisation for their socio-economic 
development have initiated savings and credit 
programmes for their target groups. These 
community based financial systems can 
broadly be categorized into two models :-

Group based financial intermediaries and 
the NGO linked financial intermediary.

The experience of these informal 
intermediaries shows that although the 
savings of group members, small in nature, do 
not attract high returns, it is still practiced due 
to security reasons and for getting loans at 
lower rates compared to that available from 
money lenders. These are short term loans 
meant for crisis, consumption and income 
generation needs of the members. The interest 
rates on such credit are not subsidized and 
generally range between 12 to 36%. Most of 
the loans are unsecured. In few cases 
personal or group guarantees or other 
collaterals like jewellery is offered as security. 
While a census of NGO's in micro-finance is 
yet to be carried out there are perhaps 250-300 
NGO's each with 50-100 self help Groups 
(SHG's). There are also agencies which 
provide bulk funds to the system through 
NGO's. Thus organisations engaged in micro-
finance activities in India may be categorized 
as wholesalers, NGO's supporting SHG 
federations and NGO's directly retailing credit 
borrowers or groups of borrowers. The 
wholesalers include agencies like NABARD, 
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Abstract

Power is an input that determines the pace of development of any economy. India is a fast growing economy. 

She requires a huge abundant and reliable power. But, there are many hurdles in the way of acquiring self 

sufficiency in power. Still, the effort to acquire self sufficiency should be sustainable and eco-friendly. The 

objective of the paper is to enlist challenges in the power sector development and describe the status of India.
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Introduction

India has always been a power deficient 
economy. It is remarkable that in the planned 
era the rate of growth of power has always 
been higher than the rate of growth of national 
income. Yet it is always below the targeted 
growth. The targets and achievement during 
different five year plans is given below:

Materials and Methods

The research paper is based on objective 
study of the reputed journal and books of 
reputed authors. The data is taken from 
secondary sources of published and 
unpublished government and non-government 
materials.

Results and Discussions

sometimes referred to, as New Economic 
Policy (NEP) and generally called economic 
reforms after an exchange crisis. "The reform 
was initially seen as unpleasant necessity" 
saw a remarkable change in the mind set of 
people and reforms later on, began to be seen 
as only way out of Indian economic stagnation.

 After a swift recovery the growth trajectory 
of economy became much faster and the 
economy earned honour of being one of the 
fasted growing economy of the world. All this 
has exerted a great pressure on infrastructure 
including electric power.

When reforms started in 1991 the 
attention was obsessed with the problem of 
macro economic imbalance and foreign 
exchange crisis. The problem of power supply 
and quality of power or for that matter the 
infrastructure sector was kept in the 
background. This is evident by the fact that in 
eighth plan (1997-2002) the expenditure on 
power sector was less than the outlay by 22 per 
cent.

There are different dimensions of power 
crisis. Some of them are given below:-

1. Resource shortage and wastage in 
resource use

2. Shortcomings in generation and distribution 
and transmission process

3. Paucity of capital

4. Sustainability of resource use

5. Misuse of power as conservation issue

1. Resource shortage and wastage in 
resource use: Power generation is possible 
from coal and lignite, falling water, oil and 
natural gas and fissile material. These are 
conventional sources of power. Among non-

The size magnitude and structure of 
economy has changed to a larger degree with 
rise in population, increase in national and per 
capita income and change in structure of 
economy, the demand of power has grown 
hugely. On the other hand, supply of electric 
power has not kept pace with that. Hence, a 
crisis in the power sector is being experienced.

In the post 1990 era the economy 
witnessed changes in economic policy, 

Table 1
Growth

Year Hydro Thermal Nuclear Total

1950-51 0.6 (33) 1.1 (67) — 1.7

1970-71 6.4 (43) 7.9 (59) 0.5 (2) 14.7

2000-01 25.1 (25) 73.6 (72) 2.9 (3) 101.6

2006-07 34.7 (26) 93.7(70) 3.1 (4) 132.5
Note -    Figures in brackets are percentage of total installed capacity.
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All the models lack in appropriate legal 
and financial structure. There is need to have a 
sub-group to brainstorm on statutory structure 
/ Ownership control / management / taxation 
aspects / financial sector prudential norms. A 
network of micro financiers is desired.

It is very critical to link poor to formal 
financial system if the goal of poverty 
alleviation has to be achieved. NGOs and 
CBOs have been able to improve the quality of 
life of poor if this is an indicator of development. 
The strength and weaknesses of NGOs/CBOs 
and micro finance institutions in India indicate 
that despite their best efforts they have not 
been able to link themselves with formal 
systems. It is desired that an intermediary 
institution is required between formal financial 
institutions and the grass root. The 
intermediary will encompass the strength of 
both formal and informal systems of finance 
and will be flexible to the needs of the end 
users. There are arguments both for and 
against each structure. These dilemmas only 
strengthen the argument that no unique model 
is applicable for all situations. They have to be 
context specific.
Conclusion

The four pillars of a successful micro 
finance operation are supply, demand for 
finance, intermediation and regulation. 
whatever may be the model of the intermediary 
institution the end situation is accessibility of 
finance to the poor. The poor repay their loans 
and are willing to pay for higher interest rates 
than what commercial banks charge. The 
solidarity, group pressure and sequential 
lending provide strong repayment motivation 
and produce extremely low default rates. 
Secondly the poor save and hence micro 
finance should provide both savings and loan 
facilities. It is clear that banking on the poor can 
be a profitable business. However, attaining 
financial viability and sustain ability is the major 
institutional challenge. Deposit mobilisation is 
the major means for micro finance institutions 
in order to expand outreach by leveraging 
equity. In order to be sustainable, micro 
finance lending should be grounded on market 
principles because large scale lending can not 
be accomplished through subsidies. Micro 
finance can contribute to solving the problem 
of inadequate housing and urban services as 
an integral part of poverty alleviation 
programmes. The challenge lies in finding the 

level of flexibility in the credit instrument that 
could make it match the multiple credit 
requirements of the low income borrowers 
without imposing unbearably high cost of 
monitoring its end use upon the lenders. A 
promising solution is to provide multi purpose 
loans or composite credit for income 
generation, housing improvement and 
consumption support. Consumption loan is 
found to be especially important during the 
gestation period between commencing a new 
economic activity and deriving positive 
income. Careful research on demand for 
financing and savings behaviour of the 
potential borrowers and their participation in 
determining the mix of multi-purpose loans are 
essential in making the concept work.
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strengthen the argument that no unique model 
is applicable for all situations. They have to be 
context specific.
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institution the end situation is accessibility of 
finance to the poor. The poor repay their loans 
and are willing to pay for higher interest rates 
than what commercial banks charge. The 
solidarity, group pressure and sequential 
lending provide strong repayment motivation 
and produce extremely low default rates. 
Secondly the poor save and hence micro 
finance should provide both savings and loan 
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be a profitable business. However, attaining 
financial viability and sustain ability is the major 
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the major means for micro finance institutions 
in order to expand outreach by leveraging 
equity. In order to be sustainable, micro 
finance lending should be grounded on market 
principles because large scale lending can not 
be accomplished through subsidies. Micro 
finance can contribute to solving the problem 
of inadequate housing and urban services as 
an integral part of poverty alleviation 
programmes. The challenge lies in finding the 

level of flexibility in the credit instrument that 
could make it match the multiple credit 
requirements of the low income borrowers 
without imposing unbearably high cost of 
monitoring its end use upon the lenders. A 
promising solution is to provide multi purpose 
loans or composite credit for income 
generation, housing improvement and 
consumption support. Consumption loan is 
found to be especially important during the 
gestation period between commencing a new 
economic activity and deriving positive 
income. Careful research on demand for 
financing and savings behaviour of the 
potential borrowers and their participation in 
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Abstract

With the wide availability and access to the internet, internet banking has made rapid inroads among the 
Indian Consumers. The reason behind the rapid growth of e-banking among other factors can be attributed to 
the fact that this technological innovation empowers consumers to access their accounts, carry out 
transactions through web browsers or web enabled personal software packages, view their account details, 
transfer funds, pay bills, order checks and review account history all in the comfort of their home without 
having to shape out physically to a bank or financial institutions. Various banks like ICICI, Citibank, HDFC, 
IndusInd, etc have been offering internet banking services over the past few years. However, the technology 
innovation comes with its share of security risks and challenges as well which needs to be addressed. This 
paper attempts to bring about the concept, growth, advantages and challenges facing the Internet Banking 
sector in India with an attempt to suggest solutions and strategies for the future.

Keywords :Concept, features, pre-requisites, risks and challenges of Internet Banking

Introduction

Internet Banking is the latest in the series 
of technological wonders of the recent past. 
ATMs, Tele-Banking, Internet Banking, Credit 
Cards and Debit Cards have emerged as 
effective delivery channels for traditional 
banking products. Banks know that the 
Internet opens up new horizons for them and 
moves them from local to global frontiers. IB 
refers to systems that enable bank customers 
to get access to their accounts and general 
information on bank products and services 
through the use of bank’s website, without the 
intervention or Internet Banking Adoption in an 
Emerging Economy: Indian Consumer’s 
Perspective 57 inconvenience of sending 
letters, faxes, original signatures and 
telephone confirmations . It is the types of 
services through which bank customers can 
request information and carry out most retail 
banking services such as balance reporting, 
inter-account transfers, bill-payment, etc., via 
telecommunication network without leaving 
their home/organization [2, 19, 45, and 59]. It 
provides universal connection from any 
location worldwide and is universally 
accessible from any internet linked computer 
[15, 51, 58, and 64]. Information technology 
developments in the banking sector have sped 
up communication and transactions for clients. 

Due to increase in technology usage the 
banking sector’s performance increases day
by day. IB is becoming the indispensable part 
of modern day banking services.
History

The concept of Internet banking has been 
simultaneously evolving with the development 
of the World Wide Web. Programmers working 
on banking data bases came up with ideas for 
online banking transactions, some time during 
the 1980's. The creative processes of 
development of these services were probably 
sparked off after many companies started the 
concept of online shopping. The online 
shopping promoted the use of credit cards 
through Internet. Many banking organizations 
had already started creating data ware 
housing facilities to ease their working staffs. 
The developments of these databases were 
widely used during the development of ATM's.

Sometime in 1980's, banking and finance 
organizations in Europe and United States 
s tar ted suggest ive researches and 
programming experiments on the concept of 
'home banking'.

In 1983, the Nottingham Building Society, 
commonly abbreviated and referred to as the 
NBS, launched the first Internet banking 
service in United Kingdom.
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conventional sources of power sunlight, wind, 
and tide, biomass and rice husk. The 
magnitude and quality of conventional sources 
of power is below in India.

The non-conventional sources of power 
are ample in the country but the appropriate 
and cost effective technology to harness these 
resources is not available in the country. 
Therefore, they are of less practical value.

Recently, rice husk has been used for 
production of power. But, this is in initial stage 
and it is a patent source of power for future. At 
present, it is being used on a very small scale.

2. Shortcomings in  Generation,  
Distribution and Transmission of Power: 
Efficiency in power generation is very low in 
India PLF (Plant Load Factor) is low as 
compared to other country. This apart, the 
transmission and distribution losses are high in 
the country. So, increase in the efficiency in 
power  generat ion,  d is t r ibut ion and 
transmission is a major challenge.

3. Paucity of Capital: The demand and 
supply status in India requires huge 
investment in the sector. But neither the 
government nor the private sector is in a 
position to invest. Thus it is also a great 
challenge.
4. Sustainability of Resource use: The 
country is feeling a major problem in making 
power generation sustainable. The scarce 
resources are depleting leading to climate 
change. The bulk of country's energy comes 
from fossil fuel. The power generation 
industries in India has become a major source 
of global warming. This apart the climate 
change would put pressure on energy demand 
as the loss of winter cooling and summer 
heating will require more power to combate the 
climate change.
5. Misuse of Power and Conservation 
Issue;

Conservation of power is also a great 
challenge. The country is not fully successful to 
check wastage of power. This also pose a 
great challenge. This  can be possible through 
recycling  of wastage and to check misuse of 
power through mass education. 1 per cent 
conservation is equal to 1 per cent generation 
of power.

Climate change due to emissive cannot be 
overlook. Here, research is needed towards 
renewable energy to check warming in the 

environment. Climate change mitigation 
measures in India which can be seen from 
following statistics, reveals that India is in a 
position to check the emission.

Table 2
Type of Registered CDM Project

Hydropower : 12 %

Energy Efficiency : 12 %

Waste Gas/ Heat Utilisation : 14 %

Wind Power : 16%

Bio-Mass : 35 %

Others : 11 %

TOTAL : 100 %

Source : UNFCCC, CDM Statistics

India has become a major contributor to 
ndcheck global warming. India is recorded as 2  

rank in world in CDM project (Clean 
Development Mechanism Project). In CDM 

streductions, China ranks 1  with 51 percent and 
India is at 14%. The largest project categories 
are bio-masses and wind power.

Conclusion

Thus, one can see that power crisis and its 
solution in a eco-friendly manner has posed a 
great challenge to the planners of the country. 
Thus it is clear that the country is making 
efforts to solve the power crisis in a short span 
of time. There are many hurdles in the way, but 
despite the above, planners will succeed.

The eleventh five year plan sets a target 
increasing the installed capacity 23500 MW by 
2012 or more than 10% of total installed 
capacity in the country. It should be procured 
through the eco-friendly power generation.
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having to shape out physically to a bank or financial institutions. Various banks like ICICI, Citibank, HDFC, 
IndusInd, etc have been offering internet banking services over the past few years. However, the technology 
innovation comes with its share of security risks and challenges as well which needs to be addressed. This 
paper attempts to bring about the concept, growth, advantages and challenges facing the Internet Banking 
sector in India with an attempt to suggest solutions and strategies for the future.
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Introduction

Internet Banking is the latest in the series 
of technological wonders of the recent past. 
ATMs, Tele-Banking, Internet Banking, Credit 
Cards and Debit Cards have emerged as 
effective delivery channels for traditional 
banking products. Banks know that the 
Internet opens up new horizons for them and 
moves them from local to global frontiers. IB 
refers to systems that enable bank customers 
to get access to their accounts and general 
information on bank products and services 
through the use of bank’s website, without the 
intervention or Internet Banking Adoption in an 
Emerging Economy: Indian Consumer’s 
Perspective 57 inconvenience of sending 
letters, faxes, original signatures and 
telephone confirmations . It is the types of 
services through which bank customers can 
request information and carry out most retail 
banking services such as balance reporting, 
inter-account transfers, bill-payment, etc., via 
telecommunication network without leaving 
their home/organization [2, 19, 45, and 59]. It 
provides universal connection from any 
location worldwide and is universally 
accessible from any internet linked computer 
[15, 51, 58, and 64]. Information technology 
developments in the banking sector have sped 
up communication and transactions for clients. 

Due to increase in technology usage the 
banking sector’s performance increases day
by day. IB is becoming the indispensable part 
of modern day banking services.
History

The concept of Internet banking has been 
simultaneously evolving with the development 
of the World Wide Web. Programmers working 
on banking data bases came up with ideas for 
online banking transactions, some time during 
the 1980's. The creative processes of 
development of these services were probably 
sparked off after many companies started the 
concept of online shopping. The online 
shopping promoted the use of credit cards 
through Internet. Many banking organizations 
had already started creating data ware 
housing facilities to ease their working staffs. 
The developments of these databases were 
widely used during the development of ATM's.

Sometime in 1980's, banking and finance 
organizations in Europe and United States 
s tar ted suggest ive researches and 
programming experiments on the concept of 
'home banking'.

In 1983, the Nottingham Building Society, 
commonly abbreviated and referred to as the 
NBS, launched the first Internet banking 
service in United Kingdom.
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conventional sources of power sunlight, wind, 
and tide, biomass and rice husk. The 
magnitude and quality of conventional sources 
of power is below in India.

The non-conventional sources of power 
are ample in the country but the appropriate 
and cost effective technology to harness these 
resources is not available in the country. 
Therefore, they are of less practical value.

Recently, rice husk has been used for 
production of power. But, this is in initial stage 
and it is a patent source of power for future. At 
present, it is being used on a very small scale.

2. Shortcomings in  Generation,  
Distribution and Transmission of Power: 
Efficiency in power generation is very low in 
India PLF (Plant Load Factor) is low as 
compared to other country. This apart, the 
transmission and distribution losses are high in 
the country. So, increase in the efficiency in 
power  generat ion,  d is t r ibut ion and 
transmission is a major challenge.

3. Paucity of Capital: The demand and 
supply status in India requires huge 
investment in the sector. But neither the 
government nor the private sector is in a 
position to invest. Thus it is also a great 
challenge.
4. Sustainability of Resource use: The 
country is feeling a major problem in making 
power generation sustainable. The scarce 
resources are depleting leading to climate 
change. The bulk of country's energy comes 
from fossil fuel. The power generation 
industries in India has become a major source 
of global warming. This apart the climate 
change would put pressure on energy demand 
as the loss of winter cooling and summer 
heating will require more power to combate the 
climate change.
5. Misuse of Power and Conservation 
Issue;

Conservation of power is also a great 
challenge. The country is not fully successful to 
check wastage of power. This also pose a 
great challenge. This  can be possible through 
recycling  of wastage and to check misuse of 
power through mass education. 1 per cent 
conservation is equal to 1 per cent generation 
of power.

Climate change due to emissive cannot be 
overlook. Here, research is needed towards 
renewable energy to check warming in the 

environment. Climate change mitigation 
measures in India which can be seen from 
following statistics, reveals that India is in a 
position to check the emission.

Table 2
Type of Registered CDM Project

Hydropower : 12 %

Energy Efficiency : 12 %

Waste Gas/ Heat Utilisation : 14 %

Wind Power : 16%

Bio-Mass : 35 %

Others : 11 %

TOTAL : 100 %

Source : UNFCCC, CDM Statistics

India has become a major contributor to 
ndcheck global warming. India is recorded as 2  

rank in world in CDM project (Clean 
Development Mechanism Project). In CDM 

streductions, China ranks 1  with 51 percent and 
India is at 14%. The largest project categories 
are bio-masses and wind power.

Conclusion

Thus, one can see that power crisis and its 
solution in a eco-friendly manner has posed a 
great challenge to the planners of the country. 
Thus it is clear that the country is making 
efforts to solve the power crisis in a short span 
of time. There are many hurdles in the way, but 
despite the above, planners will succeed.

The eleventh five year plan sets a target 
increasing the installed capacity 23500 MW by 
2012 or more than 10% of total installed 
capacity in the country. It should be procured 
through the eco-friendly power generation.

References

1. K.C. Pant, India's Development Scenario, 
Academic Foundation, 2006, New Delhi

2. Isher Judge Ahluwalia and IMD Little (ed.), 
Ind ia ' s  Economic  Re fo rms and  
Development, Oxford University Press, 
1998 Oxford.

3. Dutt Rudra and  Sundaram K.P., S. Chand 
and Company Ltd. 2010, New Delhi.

4. Maulick Barna , Kurukshetra, Ministry of 
Rural Development, Govt. of India, New 
Delhi, Vol. No.VIII, June 2010, p.59



Anusandhanika / Vol. III / No. II / July 2011-115-

as it’s expected to grow by 55 percent to 72 

million homes by 2011.

Pre-Requisites for Internet Banking

Need an account with an Internet Service 
Provider (ISP).

Security concerns, like "hackers" 
accessing your bank accounts. Original setup 
for bill paying time is time-consuming but will 
ultimately be a time-saver. Switching banks 
can be more cumbersome online than in 
person. Must have basic computer skills and 
Internet knowledge. Must be comfortable 
using a computer.

Risks of Online Banking

Hackers

Since online banking involves the transfer 

of data over the Internet, it is susceptible to 

hacking programs. Hacking can occur if either 

your personal computer or the bank computer 

is hacked. These malicious attacks allow 

thieves to gain access to your password or pin. 

Although most banks have installed advanced 

security programs and encryption software to 

prevent this from happening, it is still a 

possibility. However, if the bank website or 

your personal computer is hacked, you are 

usually not liable for any fees or charges. If a 

bank computer is hacked, the bank must notify 

you in writing within 30 days, and you are not 

liable for any losses you may have incurred.

Runtime Errors

Runtime errors are another risk of online 

banking. This occurs when there is a sudden 

slowdown of the networks that the banking 

system runs on. When a network slows down 

or goes down, transmission of data is slowed. 

This makes the data more susceptible to 

hacking by a remote user.

Fraudulent Emails

Some thieves send out fraudulent emails 

claiming to be from a banking institution in 

order to obtain access to your online login 

information. Once a person gets your 

information through these illicit means, the 

individual can transfer money or get access to 

other personal data from your bank account. 

This can put you at risk, not only of theft from 

your account but also identity theft. In order to 

protect yourself, avoid clicking on any links in 

emails.

Regulation and Legalities

Internet banking makes it possible for 
banks and their customers to do business from 
anywhere in the world. This greatly increases 
the bank's potential client base. Nevertheless, 
according to Andrea Schechter of All Business, 
the global approach to banking that e-banking 
permits makes it extremely difficult for 
regulatory authorities to enforce finance laws.

Digital and Financial Divide

Rupa Rege Nitsure, author of "E-banking: 
Challenges and Opportunities," claims that a 
digital divide exists between banks -- i.e., not 
every bank has access to the hardware and 
software necessary to make e-banking 
possible.

Security

E-banking increases convenience, but as 
Schechter points out, it also opens a bank to 
security issues. For example, a criminal might 
hack into the bank's server in order to acquire 
bank account data, or a software glitch might 
cause the bank to unwittingly distribute 
personal data to the wrong person. To make 
matters worse, technology is not static.

Consumers use online banking for the 
benefits and also due to its easiness in use 
which provides in comparison to other banking 
delivery channels.

When online banking is perceived as 
useful, customer’s intention to adopt it would 
be greater. Likewise bank customers are likely 
to adopt IB when it is easy to use. Bank 
customers anchor their online banking 
adoption intention to the beneficial outcomes 
and ease of use process of the system. 
Although IB provides flexibility in performing 
financial transaction, fast and easy, however 
individuals are still reluctant to adopt the 
system because of the risk associated with it.

Banks need to highlight the benefits of IB, 
make IB easy to use, and enhance IB security 
to improve consumers’ trust. They also need to 
make the consumers aware about the system 
by providing them about the details of the 
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The first online banking service in United 
States was introduced, in October 1994. The 
service was developed by Stanford Federal 
Credit Union, which is a financial institution. 
The online banking services are becoming 
more and more prevalent due to the well 
developed systems. Though there are pros 
and cons of electronic cash technology, it has 
become a revolution that is enhancing the 
banking sector.

Although the term Internet was first 
adopted around the year 1974, it wasn't until 
the 1990s that the Internet became a really 
universal adoption. The Internet grew 
incredibly throughout the 90s, and as it 
continued to grow, various different search 
engines and Web directories were created in 
order to assist Web browsers, as well to track 
pages on the Web and allow people to find 
things more easily.

The precursor for the modern home online 
banking services were the distance banking 
services over electronic media from the early 
1980s. The term online became popular in the 
late '80s and referred to the use of a terminal, 
keyboard and TV (or monitor) to access the 
banking system using a phone line. ‘Home 
banking’ can also refer to the use of a numeric 
keypad to send tones down a phone line with 
instructions to the bank.

Today, many banks are internet only 
banks. Unlike their predecessors, these 
internet only banks do not maintain brick and 
mortar bank branches. Instead, they typically 
differentiate themselves by offering better 
interest rates and online banking features.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

You are offered a bevy of different features 
with Internet banking, including: bank 
statements, electronic bill payment, funds 
transfer between a customer's own checking 
and savings accounts or to another customer's 

account, investment purchase or sale, loan 
applications and transactions, and account 
aggregation which allows you to be able to 
monitor all of your accounts in one place 
regardless of whether they are with your main 
bank or another institution.

Internet banking is consistently becoming 
more and more popular, and it is no wonder, as 
the average person in today's world is busy as 
a bee, fraught with responsibility and a variety 
of tasks that they have to fit into the day. 
Internet banking is great because it allows 
people to do their banking at home, once their 
day is finally over and they have a bit of spare 
time, and it makes the task easy and 
comfortable rather than just another part of an 
ordinary, already hectic day.

Advantages of Internet Banking

Convenient- Compared to a conventional 
bank, internet banking can be done in the 
comfort of your home or office. While situated 
in just one place facing your computer or 
laptop, you already have the ability to 
accomplish multiple financial transactions in a 
few clicks.

One-stop shop- With an online bank, you 

can conduct 95 percent of your business on the 

internet. Apart from accessing your account 

information and bank statements, you can pay 

your bills, transfer money from your account to 

another account or apply for a checking, credit 

or other types of account or apply for loans or 

even download forms.

Cost effective- Online banking enables 
you to enjoy big savings. Most banks normally 
charge fewer fees when you use their internet 
banking services. You also get to avail of more 
interesting products and services not offered 
by traditional banks.

Safe and secure- Banks with online 

presence provide top security to protect their 

consumers. They use the latest encryption 

technology to prevent fraudulent activities 

such as phishing and identity theft.

High interest rates- If you’re resourceful 

enough, you just may find a good online bank 

that offers higher interest rates than those 

offered by the standard banks.

The forecast is positive for online banking 
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useful, customer’s intention to adopt it would 
be greater. Likewise bank customers are likely 
to adopt IB when it is easy to use. Bank 
customers anchor their online banking 
adoption intention to the beneficial outcomes 
and ease of use process of the system. 
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financial transaction, fast and easy, however 
individuals are still reluctant to adopt the 
system because of the risk associated with it.
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to improve consumers’ trust. They also need to 
make the consumers aware about the system 
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Introduction

The quality movement in the traditional 
sense referred only to the manufacturing 
industries. Six Sigma – the latest incarnation of 
the quality movement – today has swept 
across all the layers of the organization and all 
the industries alike. Sigma is basically a Greek 
term for variation. Six Sigma is an extremely 
well structured program whose prime objective 
is to improve the business processes by 
minimizing the variations or defects during the 
production process. It is defined as 3.4 defects 
per million products.

The concept of Six Sigma originated at 
Motorola Inc., around 1980s when a Japanese 
concern bought over a Motorola factory 
manufacturing television sets and by making 
drastic changes in the management policy 
started producing television sets with one-
twentieth the number of defects they had 
produced under Motorola’s management 
policy. It was only then that Motorola realized 
that its quality was really bad. An entirely new 
concept of quality came into picture. Quality 
was categorized as potential quality and actual 
quality. Potential quality was defined as the 
maximum value that could be possibly added 
to one unit of input whereas actual quality is the 
value that one unit of input currently 

possesses. The difference between this 
potential and actual quality is termed as waste. 
Six Sigma tries to achieve the best of quality by 
minimizing waste. Thus, instead of embarking 
on cost-cutting programs, the focus should be 
on cutting those costs which do not provide any 
value to the customers i.e. the costs related to 
waste.

In its broadest sense Six Sigma is a 
methodology that firms can use to improve the 
output quality of a process. The foundation of 
the Six Sigma program is statistics; Sigma 
stands for standard deviations from the mean 
of a data set in other words a measure of 
variation, while six Sigma stands for six 
standard deviations from the mean. When a 
process reaches the six Sigma level that 
process will be running close to perfection, 
producing a mere 3.4 defects per million. By 
using statistical and analytical tools firms can 
reduce the amount of variation in a process by 
removing the causes of variation therefore 
increasing the output quality of the process.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.
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Six Sigma is a disciplined, data driven approach and methodology for eliminating defects (driving towards six 
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benefits associated with it and also ensuring 
security of the system. Banks can highlight 
benefits such as IB conveniences in their 
promotional and advertising activities. The IB 
interface could be made simple. Banks also 
need to engage in security enhancement 
activities such as encryption, firewall, and user 
protection and authenticity. Trust is one of 
Internet Banking Adoption in an Emerging 
Economy: Indian Consumer’s Perspective 61 
the more influential factors, implying that 
controlling the risk of online banking is more 
important than providing benefits. This finding 
is particularly important for managers as they 
decide how to allocate resources to retain and 
expand their current customer base. However, 
building a risk-free online transaction 
environment is much more difficult than 
providing benefits to customers. Therefore, 
online banking companies need to search for 
risk-reducing strategies that might assist in 
inspiring high confidence in potential 
customers. They should consider focusing on 
the prevention of intrusion, fraud and identity 
theft. In addition, this study suggests that 
online banking companies could develop trust-
building mechanisms to attract customers, 
such as statements of guarantee, increased 
familiarity through advertising, and long-term 
customer service.

Conclusion

It can be said that in Indian context 
Internet Banking is a reasonably recent 
phenomena and it has caught the fancy of the 
consumers. However, there are some local 
and contextual issues such as limited 
computer awareness which is somewhat 
hindering the rapid expansion of Internet 
Banking. Therefore, computer awareness 
drives and creating awareness about the 
benefits of Internet Banking needs to be 
addressed positively. Further, technological 
up-gradations related to handling of possible 
securi ty leaks should be paid due 
consideration. It can be said that if these issues 

are paid due attention, then in the near future 
Internet Banking will grow even more rapidly 
and will have a significant role to pay in the 
development of economy.
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Materials and Methods
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Both primary as well as secondary sources of 
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Anusandhanika / Vol. III / No. II / July 2011 / pp. 117-120 ISSN 0974 - 200X

Six Sigma : An Overview

Abstract

Six Sigma is a disciplined, data driven approach and methodology for eliminating defects (driving towards six 
standard deviations between the mean and the nearest specification limit) in any process – from 
manufacturing to transactional and from process deviates from perfection. Understanding the key six Sigma 
factors (Total Quality Management, Strong Customer Focus, data analysis tools, project management and 
financial results) allows organizations to better support their strategic directions focused on improving 
customer requirements through the improving of own business systems and operational performances. Six 
Sigma initiatives are planned and implemented in organizations on “Project by Project” basis. Each project 
aims not only to improve a chosen performance metrics but also sustains the improvement achieved.

Keywords: Customer satisfaction, Defects, Quality improvements, Total Quality Management

Ashutosh Kumar Jha
Research Scholar

P.G. Department of Commerce & Business Management
Ranchi University, Ranchi

Anusandhanika / Vol. III / No. II / July 2011-116-

benefits associated with it and also ensuring 
security of the system. Banks can highlight 
benefits such as IB conveniences in their 
promotional and advertising activities. The IB 
interface could be made simple. Banks also 
need to engage in security enhancement 
activities such as encryption, firewall, and user 
protection and authenticity. Trust is one of 
Internet Banking Adoption in an Emerging 
Economy: Indian Consumer’s Perspective 61 
the more influential factors, implying that 
controlling the risk of online banking is more 
important than providing benefits. This finding 
is particularly important for managers as they 
decide how to allocate resources to retain and 
expand their current customer base. However, 
building a risk-free online transaction 
environment is much more difficult than 
providing benefits to customers. Therefore, 
online banking companies need to search for 
risk-reducing strategies that might assist in 
inspiring high confidence in potential 
customers. They should consider focusing on 
the prevention of intrusion, fraud and identity 
theft. In addition, this study suggests that 
online banking companies could develop trust-
building mechanisms to attract customers, 
such as statements of guarantee, increased 
familiarity through advertising, and long-term 
customer service.

Conclusion

It can be said that in Indian context 
Internet Banking is a reasonably recent 
phenomena and it has caught the fancy of the 
consumers. However, there are some local 
and contextual issues such as limited 
computer awareness which is somewhat 
hindering the rapid expansion of Internet 
Banking. Therefore, computer awareness 
drives and creating awareness about the 
benefits of Internet Banking needs to be 
addressed positively. Further, technological 
up-gradations related to handling of possible 
securi ty leaks should be paid due 
consideration. It can be said that if these issues 

are paid due attention, then in the near future 
Internet Banking will grow even more rapidly 
and will have a significant role to pay in the 
development of economy.
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(ii) DMAIC (Define, Measure, Analyze, 

Improve and Control)

It is a systematic process for continued 

improvements. The closed-loop process 

eliminates unproductive steps, often focuses 

on new measurements and applies technology 

for improvement.

Objectives of Six Sigma:-

(a) Maximize business results : Profits, return 

on investment, asset turns, inventory 

turns, sales/value-added per employee.

(b) Minimize people turnover and bring joy to 

the workplace, especially to the line 

worker.

(c) Go beyond modest and mediocre quality 

standard/systems to devise an ideal yet 

practical quality system.

(d) Go beyond the tired problem- solving tools 

of the twentieth century to forge powerful  

new tools for the twenty-first century.

(e) Conduct periodic audits and self-

assessments to achieve continuous, 

never-ending improvement.

Six Sigma Costs and Savings

In the world of Six Sigma quality, the 

saying also holds true :- it takes money to save 

money using the Six Sigma quality 

methodology. One can’t expect to significantly 

reduce costs and increase sales using Six 

Sigma without investing in training, 

organizational infrastructure and culture 

evolution.

Benefits of implementing Six Sigma:-

The six Sigma approach was first 

introduced and developed at Motorola and late 

1980s. Later in the mid-nineties, it was 

adopted by General Electric and Allied Signal. 

According to Jack Welch CEO of GE “ Six 

Sigma is the most challenging and potentially 

rewarding strategy GE have ever undertaken” 

GE listed tremendous benefits of the approach 

in their annual report in 1997. These benefits 

included:-

• 10 fold increase in the life of CT Scanner 

X-ray tubes at medical devices.

• Improved yield resulting in increased 
capacity without additional investments at 
super abrasives – their industrial diamond 
business.

• 62% reduction in turnaround time at the 
repair shops of the railcar leasing 
business.

• Addition of 300 million pounds of new 
capacity. This was equivalent to adding 
new plant.

The implementation of six Sigma also 
benefited other companies like:-

• Motorola saved $15 billion in the first 10 
years of Six Sigma implementation.

• Dupont realized more than $1.6 billion in 
cost savings the first four years of Six 
Sigma.

Weaknesses of six sigma:-

(a) Implementation cost:- One of the sins of 
the hyped six sigma is a Himalayan 
maintain of fees charged by the consultant 
companies to the clients they have 
dazzled. These fees can extend over  $ 10 
million.

(b) Sustainability of Culture:- In order to 
change a company’s culture, the values 
and beliefs of its employees must be 
changed. For these values and beliefs to 
be changed, the company’s approach to 
hiring, evaluating, compensating and 
promoting its employees must undergo a 
radical change.

(c) Torturously long training time:- In Six 
Sigma companies, training extends to six 
whole months- an unconscionable waste. 
The output is a black belt graduate who is 
able to solve only one problem.

(d) Scope:- The hyped Six Sigma scope is 
confined mainly to the product, making 
only feeble overtures to business areas. 
On the other hand, the scope of the 
ultimate Six Sigma extends to leadership, 
people, organization, tools, measurement 
and in-depth results.

(e) System scoring and Audits:- Almost all 

respectable quality systems/standards 
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Results and Discussions

Six Sigma is a business concept that 
answers customers demand for high quality 
and defect free business processes. Customer 
satisfaction and its improvement should be the 
highest priority of any business. In other words, 
Six Sigma is about abandoning the uncertainty 
of goals and forecasts. Traditional methods 
depend on measuring outputs and establishing 
control plans to shield customers from 
organizational defects, a Six Sigma 
programme demands that problems be 
addressed at the root level, eliminating the 
need for unnecessary inspection and rework 
processes.

Six Sigma is a business method for 
improving quality by removing defects and 
their causes in business process activities. It 
concentrates on those outputs, which are 
important to customers. The method uses 
various statistical tools to measure business 
processes. The main goal is continuous 
improvement.

Quality tools for Six Sigma

• Control Chart :-  Monitors variance in a 
process over time and alerts the business 
to unexpected variance which may cause 
defects.

• Defect measurement :- Accounts for the 
number or frequency of defects that cause 
lapses in product or service quality.

• Pareto diagram:- Focuses an efforts or 
the problems that have the greatest 
potential for improvement by showing 
relative frequency and/or size in a 
descending bar graph. Based on the 
proven pareto principle : 20% of the 
sources cause 80% of any problems.

• Root cause analysis:- Study of original 
reason for non-conformance with a 
process. When the root cause is removed 
or corrected, the non-conformance will be 
eliminated.

• Statistical process control:- The 
application of statistical methods to 
analyze data, study and monitor process 
capability and performance.

• Tree Diagram :- Graphically shows any 

broad goal broken into different levels of 

detailed actions. It encourages team 

members to expand their thinking when 

creating solutions.

Quality terms:-

(i) Black belt : -  Leaders of  teams 
responsible for measuring, analyzing, 
improving and controlling key processes 
that influence customer satisfaction 
and/or productivity growth. Black Belts are 
full-time positions.

(ii) Control:- The state of stability, normal 
variation and predictability. Process of 
regulating and guiding operations and 
processes using quantitative data.

(iii) CTQ (Critical to Quality) :- Element of a 
process or practice which has a direct 
impact on its perceived quality.

(iv) Defects:- Sources of customer irritation. 
Defects are costly to both customers and 
manufacturers or service providers. 
Eliminating defects provides cost 
benefits.

(v) Green Belt:- Similar to Black Belt but not a 
full-time position.

(vi) Master Black Belt:- First and foremost 
teachers. They also review and mentor 
Black Belts. Selection criteria for master 
black belts are quantitative skills and the 
ability to teach and mentor. Master Black 
Belts are full-time positions.

(vii) Variance:- A change in a process or 
business practice that may alter its 
expected outcome.

Quality approaches and models

(i) DFSS (Design for Six Sigma)

It is a systematic methodology of utilizing 

tools, training and measurements that enable 

companies to design products and processes 

that meet customer expectations and can be 

produced at six Sigma quality levels. The end 

result of this highly refined and successful 

approach to DFSS is two fold : significantly 

improved quality levels and superior customer 

satisfaction with the end products.
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Introduction

Corporate governance and corporate 
social responsibility are two things. Firstly,we 
have to explain corporate governance and 
then corporate social responsibility.

Now a days, Corporate governance is 
though a common term but does not mean that 
it is a well understood term. There are many 
perspectives that come into play ranging from 
an unknown to a cliché with as many shades in 
between. Many of the existing literature have 
taken a rule based approach narrowing the 
broad spectrum under which it can be thought 
about. There are macro level institutional 
variables and also institutional variables all of 
which can be put in a perspective.The paper 
attempts to analyze corporate governance in 
the evolutionary approach of management 
thought. Management thought has been 
emerging ever since the industrial revolution 
and in response to the need of the 
organizational development. Organization is 
one of the most influential groups of the society 
and society is the final recipient of the 
company.

Corporate Governance: - The Basic Issue

There is no dependable paradigm which 
clearly defines the domain of corporate 
governance. Corporate governance is 
basically concerned with the control of 
corporate bodies. Corporate governance in a 
nut shell means proper governing of, by and for 
the corporate entity. Corporate governance 
laid the foundation that ensures this 
accountability. Once this is done firms are free 
to go their way to increase shareholder value 
and growth. The interest in the corporate 
governance is due to two factors: - one due to 
curious happenings in the corporate world and 
other due to globally mobile capital flows which 
highlights a difference in the corporate 
governance system in different parts of the 
world. In the developed countries corporate 
governance is the prerequisite of capital 
market development. Investors can be 
encouraged to invest in corporate securities 
only if there is credible corporate governance 
in it. Poor corporate governance not only 
results in under-performance in the corporate 
economy but also in the vulnerability of the 
entire financial system. Corporate scandals 
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Abstract

The paper attempts to trace the development of corporate governance as an extension of management 
thought. This is studied from a historical perspective to see how the different corporate governance systems 
have emerged in the context of historical background, technology and political as well as economic structure. 
The corporate social responsibility as included in corporate governance has emerged as the societal need. 
The broader perspective of sustainable development integrating the corporate governance, corporate social 
responsibility and social environment is emerging at international level. The major difference in the Anglo-
American, European system of corporate governance, Japanese and German system are to be understood 
in this context. The paper first explains the evolution of management thought and then studies the 
emergence of corporate governance in different places and relates it to an extension of management thought 
and then corporate social responsibility as a manifestation of the integration process.  It also studies to 
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such as Malcolm Baldrige, the European 

Quality Award, and so on, have a scoring 

system by which a self-assessment or an 

external, independent assessment can be 

made on a company’s quality health. The 

hyped Six Sigma has none- a fundamental 

flow.

Conclusion

A contemporary business conditions in 

extremely turbulent environment with frequent 

technological changes require constantly 

adjusting of all activities with emphasis on a 

business and production process improvement 

which should be able to enable achieving a 

strategic goals. Modern business practice 

recognizes many process improvement 

techniques and Six Sigma program is one of 

the common used programs in production 

companies for reduce cost, improve 

productivity, and provide a basis for establishing 

improvement goals.
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and then onwards mankinds growth became 
exponential. Firstly, the human needs became 
more complex and new means of satisfying 
these needs evolved. Secondly, the scale of 
production needed transportation and 
communication. Thirdly, the competition 
demanded cost reduction and innovations. 
With size came the need for managers, the 
motivated and disciplined workforce needed 
for planning, organizing and controlling the 
enterprise. Many persons contributed for this 
and management as a disciplined evolved. 
Many persons contributed to this evolution and 
to name a few we have the theories of Robert 
Owen, Charls Babbage, Charls Dupin, Fredric 
Winslow Taylor and Henry Fayol.

In the late 50s emerged a new trend called 
“organizational humanism”, contributed by 
Chris Argyris, who argued that the inherent 
tendency of human being to develop and 
mature was restricted by principles of 
management. The remedy for this is to go for a 
more ‘organic organization’.

The reason for the above introductory 
process of management thoughts is to 
highlight that management is an evolving 
science and a multi-disciplinary approach. 
Organizations are not a closed system but an 
open system where the society is influencing 
and being influenced by organizations. While 
the presumed outcome of industrialization was 
improved life for people, the accomplishments 
were measured in terms of growth in mass 
production and consumption. The worth of 
human beings was in terms of their ability to 
contribute to the processes of production. The 
search for productive efficiency developed a 
value system that was production centric.

By 1970s, more people oriented 
perspectives were gaining grounds. The 
thought that to achieve desired improvements 
in the human well being the organizations 
cannot afford to be but people centric. While 
the developing countries were struggling to 
develop, the industrialized nations were 
themselves going in for transformation. More 
talks were on to redefine the firm’s role in the 
society, and the demands that firms become 
more accountable to the society at large. The 
corporate responded to this need by a concept 
of social responsibility. In the preliminary 
approach it was more donations centric but it 
has evolved into maturity these days to more 
environmental concern.

The current century has seen a spirited 
competition between a broad range of 
management theories and methods, however 
a realization that the purpose of work is to 
benefit people: - both in its doing and in its 
product have taken a long time in coming. The 
successful organization has to learn that it is 
not by pampering the people but challenging 
the people to achieve productivity. People 
centric organizations achieve profits through 
people, by challenging them to develop and 
utilize their ability. The secret is to provide 
people with opportunity to assume values and 
socially useful roles which allow them to apply 
their creativity and intellect for creating a better 
future for themselves and for the society.

The role of the organization as the people 
centered, open to the needs of the society at 
large is where corporate governance comes 
into play. The ongoing process of management 
thought demands a broader definition and role 
of corporate governance. The argument of 
accountability and autonomy needs to be 
balanced.

It is in this context that difference is seen in 
the different corporate governance patterns in 
different parts of the world. The paper attempts 
to see the brief historic perspective, the pattern 
of corporate governance that emerged as a 
result. The major ones are the corporate 
governance of US, UK, German and 
Japanese.

Davis Global Advisers Inc. which is a 
consulting firm in US has prepared a score 
card for different countries by comparing them 
on ten score card.

A. Board Structure

1. Code of best practices.

2. Non-executive directors.

3. Separation between positions of chairman 
and ceo.

4. Board committees.

B. Voting Rights

5. Voting procedure.

6. Voting rights.

7. Voting issues.

C. Disclosure

8. Accounting standards.
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may have made us more sensitive to 
accountability but the competitive forces of the 
market desire the need of autonomy as well. 
Accountability without autonomy will surely 
dampen the risk taking and, innovativeness, 
the oxygen to business, and it may bring about 
a bureaucratic set up in business. There are 
some definitions of corporate governance 
which are as follows:-

• According to Nobel laureate Milton 
Friedman, “Corporate Governance is to 
conduct the business in accordance with 
owner or shareholders’ desires, which 
generally will be to make as much money 
as possible, while conforming to the basic 
rules of the society embodied in law and 
local customs.”

• In the words of Sir Adrian Cadbury, 
“Corporate Governance is the system by 
which companies are directed and 
controlled to do with Power and 
Accountability who exercises power, on 
behalf of whom, how the exercise of 
power is controlled.”

• According to OECD, “Corporate 
Governance structure specifies the 
distribution of rights and responsibilities 
among different participants in the 
corporation, such as, the Board, 
managers, shareholders and other 
stakeholders spells out the rules and 
procedures for making decisions on 
corporate affairs.”

On the basis of above definitions we can 
conclude that Corporate Governance is about 
promoting corporate fairness, transparency 
and accountability. There are many more 
points of view all revolving around the process 
and structure to direct and manage the affairs 
of a company with the objective of enhancing 
shareholder value which not only includes the 
financial numbers in the balance sheet but the 
value system and the ethics observed in 
achieving the numbers.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Corporate Governance:- The Perspectives

There are three distinct perspectives 
which emerge from the existing literature. 
These are the approaches to define and study 
the complex variables associated with it. The 
perspectives are as follows:-

• Shareholder or capital market or control 
perspective;

• Organizational or management or control 
perspective; and

• Stakeholder control.

The first perspective is on the ground that 
shareholders are providers of risk capitals and 
so they have the final control over resource 
allocation decision. In reality the manager 
stake away this control and they may pursue 
their own interest in growth rather than profit. 
To prevent the resultant decline in company 
performance, stock market must enable 
shareholders to enable control over excess 
funds, thus achieve greater efficiency in 
resource allocation in the corporate economy.

The second perspective believes that 
managers who coordinate the efforts of 
different factors of production and who 
contribute by their skills and creativity to the 
production process generate surplus in the 
organization. Since they create profitable 
opportunity, they must decide the resource 
allocation of the firm.

The last but very important perspective is 
the stakeholder control perspective it is not 
shareholder value maximization but well being 
of all groups with a stake in the long run 
success of a business should be the goal of the 
corporate governance. This approach takes 
into consideration the long term sustenance 
and efficiency of the firm. The stakeholder’s 
involvement leads to long term value 
maximization of the firm. It is argued that 
neglect of other stakeholders particularly 
employees’ leads to under utilization of human 
skills.

The Paradigm of Management Evolution

The Industrial revolution was not merely 
the invention of steam engine or the steam 
locomotive; it was not a new era of ‘culture 
rebirth’. The essence of industrial revolution 
was the substitution of human power by 
machine power. This brought three consequences 
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and then onwards mankinds growth became 
exponential. Firstly, the human needs became 
more complex and new means of satisfying 
these needs evolved. Secondly, the scale of 
production needed transportation and 
communication. Thirdly, the competition 
demanded cost reduction and innovations. 
With size came the need for managers, the 
motivated and disciplined workforce needed 
for planning, organizing and controlling the 
enterprise. Many persons contributed for this 
and management as a disciplined evolved. 
Many persons contributed to this evolution and 
to name a few we have the theories of Robert 
Owen, Charls Babbage, Charls Dupin, Fredric 
Winslow Taylor and Henry Fayol.

In the late 50s emerged a new trend called 
“organizational humanism”, contributed by 
Chris Argyris, who argued that the inherent 
tendency of human being to develop and 
mature was restricted by principles of 
management. The remedy for this is to go for a 
more ‘organic organization’.

The reason for the above introductory 
process of management thoughts is to 
highlight that management is an evolving 
science and a multi-disciplinary approach. 
Organizations are not a closed system but an 
open system where the society is influencing 
and being influenced by organizations. While 
the presumed outcome of industrialization was 
improved life for people, the accomplishments 
were measured in terms of growth in mass 
production and consumption. The worth of 
human beings was in terms of their ability to 
contribute to the processes of production. The 
search for productive efficiency developed a 
value system that was production centric.

By 1970s, more people oriented 
perspectives were gaining grounds. The 
thought that to achieve desired improvements 
in the human well being the organizations 
cannot afford to be but people centric. While 
the developing countries were struggling to 
develop, the industrialized nations were 
themselves going in for transformation. More 
talks were on to redefine the firm’s role in the 
society, and the demands that firms become 
more accountable to the society at large. The 
corporate responded to this need by a concept 
of social responsibility. In the preliminary 
approach it was more donations centric but it 
has evolved into maturity these days to more 
environmental concern.

The current century has seen a spirited 
competition between a broad range of 
management theories and methods, however 
a realization that the purpose of work is to 
benefit people: - both in its doing and in its 
product have taken a long time in coming. The 
successful organization has to learn that it is 
not by pampering the people but challenging 
the people to achieve productivity. People 
centric organizations achieve profits through 
people, by challenging them to develop and 
utilize their ability. The secret is to provide 
people with opportunity to assume values and 
socially useful roles which allow them to apply 
their creativity and intellect for creating a better 
future for themselves and for the society.

The role of the organization as the people 
centered, open to the needs of the society at 
large is where corporate governance comes 
into play. The ongoing process of management 
thought demands a broader definition and role 
of corporate governance. The argument of 
accountability and autonomy needs to be 
balanced.

It is in this context that difference is seen in 
the different corporate governance patterns in 
different parts of the world. The paper attempts 
to see the brief historic perspective, the pattern 
of corporate governance that emerged as a 
result. The major ones are the corporate 
governance of US, UK, German and 
Japanese.

Davis Global Advisers Inc. which is a 
consulting firm in US has prepared a score 
card for different countries by comparing them 
on ten score card.

A. Board Structure

1. Code of best practices.

2. Non-executive directors.

3. Separation between positions of chairman 
and ceo.

4. Board committees.

B. Voting Rights

5. Voting procedure.

6. Voting rights.

7. Voting issues.

C. Disclosure

8. Accounting standards.
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may have made us more sensitive to 
accountability but the competitive forces of the 
market desire the need of autonomy as well. 
Accountability without autonomy will surely 
dampen the risk taking and, innovativeness, 
the oxygen to business, and it may bring about 
a bureaucratic set up in business. There are 
some definitions of corporate governance 
which are as follows:-

• According to Nobel laureate Milton 
Friedman, “Corporate Governance is to 
conduct the business in accordance with 
owner or shareholders’ desires, which 
generally will be to make as much money 
as possible, while conforming to the basic 
rules of the society embodied in law and 
local customs.”

• In the words of Sir Adrian Cadbury, 
“Corporate Governance is the system by 
which companies are directed and 
controlled to do with Power and 
Accountability who exercises power, on 
behalf of whom, how the exercise of 
power is controlled.”

• According to OECD, “Corporate 
Governance structure specifies the 
distribution of rights and responsibilities 
among different participants in the 
corporation, such as, the Board, 
managers, shareholders and other 
stakeholders spells out the rules and 
procedures for making decisions on 
corporate affairs.”

On the basis of above definitions we can 
conclude that Corporate Governance is about 
promoting corporate fairness, transparency 
and accountability. There are many more 
points of view all revolving around the process 
and structure to direct and manage the affairs 
of a company with the objective of enhancing 
shareholder value which not only includes the 
financial numbers in the balance sheet but the 
value system and the ethics observed in 
achieving the numbers.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Corporate Governance:- The Perspectives

There are three distinct perspectives 
which emerge from the existing literature. 
These are the approaches to define and study 
the complex variables associated with it. The 
perspectives are as follows:-

• Shareholder or capital market or control 
perspective;

• Organizational or management or control 
perspective; and

• Stakeholder control.

The first perspective is on the ground that 
shareholders are providers of risk capitals and 
so they have the final control over resource 
allocation decision. In reality the manager 
stake away this control and they may pursue 
their own interest in growth rather than profit. 
To prevent the resultant decline in company 
performance, stock market must enable 
shareholders to enable control over excess 
funds, thus achieve greater efficiency in 
resource allocation in the corporate economy.

The second perspective believes that 
managers who coordinate the efforts of 
different factors of production and who 
contribute by their skills and creativity to the 
production process generate surplus in the 
organization. Since they create profitable 
opportunity, they must decide the resource 
allocation of the firm.

The last but very important perspective is 
the stakeholder control perspective it is not 
shareholder value maximization but well being 
of all groups with a stake in the long run 
success of a business should be the goal of the 
corporate governance. This approach takes 
into consideration the long term sustenance 
and efficiency of the firm. The stakeholder’s 
involvement leads to long term value 
maximization of the firm. It is argued that 
neglect of other stakeholders particularly 
employees’ leads to under utilization of human 
skills.

The Paradigm of Management Evolution

The Industrial revolution was not merely 
the invention of steam engine or the steam 
locomotive; it was not a new era of ‘culture 
rebirth’. The essence of industrial revolution 
was the substitution of human power by 
machine power. This brought three consequences 



Anusandhanika / Vol. III / No. II / July 2011-125-

Development and CSR issues, and these 
reports are often externally audited. But there 
is no common template for the reporting and 
the style and the evaluation methodology 
varies between companies (even within the 
same industry). The Global Reporting Initiative 
(GRI) is an attempt to standardize sustainability 
reporting and the AA1000 standard is an 
attempt to improve their legitimacy.

The benefits of CSR to businesses vary 
depending on the nature of the enterprise, and 
are typically very difficult to quantify. A major 
meta-analysis has been conducted seeking to 
draw a correlation between social or 
environmental performance and financial 
performance.

Some critics of CSR, such as the 
economist Milton Friedman, argue that a 
corporation’s principal purpose is to maximize 
returns to its shareholders, whilst obeying the 
laws of the countries within which it works. 
Others argue that the only reason corporations 
put in place social projects is utilitarian; that 
they see a commercial benefit in raising their 
reputation with the public or with government. 
Proponents of CSR, however, would suggest a 
number of reasons why self-interested 
corporations, solely seeking to maximize 
profits are unable to advance the interests of 
society as a whole. Key challenges to the idea 
of CSR include: - the rule of corporate law that 
a corporation’s directors are prohibited from 
any activity that would reduce profits and other 
mechanisms established to manage the 
principal-agent problem, such as accounting 
oversight, stock options, performance 
evaluations, deferred compensation and other 
mechanisms to increase accountability to 
shareholders.

According to the concept of Corporate 
Social Responsibility, some critics of the role of 
business in society argue that :-

• Corporations care little for the welfare of 
workers, and given the opportunity will 
move production to sweatshops in less 
well regulated countries.

• Unchecked, companies will squander 
scarce resources.

• Regulation is the best way to ensure that 
companies remain socially responsible.

• Companies do not pay the full costs of 
their impact. For example the costs of 

cleaning pollution often fall on society in 
general. As a result profits of corporations 
are enhanced at the expense of social or 
ecological welfare.

According to the concept of Corporate Social 
Responsibility, the supporters of a more 
market based approach argue that :-

• Free markets contribute to the effective 
management of scare resources. The 
prices of many commodities have fallen in 
recent years. This contracts the notion of 
scarcity, and may be attributed to 
improvements in technology leading to 
the more efficient use of resources.

• By and large, free markets and capitalism 
have been at the centre of economic and 
social development over the past two 
hundred years and that improvements in 
health, longevity or infant mortality have 
only been possible because economies 
(driven by free enterprise) have 
progressed.

• There are indeed occasions when externalities, 
such as the costs of pollution are not built 
into normal market prices in a free market. 
In these circumstances, regulatory 
intervention is important to redress the 
balance, to ensure that costs and benefits 
are correctly aligned.

• In order to attract quality workers, it is 
necessary for companies to offer better 
pay and conditions which leads to an 
overall rise in standards and to wealth 
creation.

• Investment in less developed countries 
contributes to the welfare of those 
societies, notwithstanding that these 
countries have fewer protections in place 
for workers. Failure to invest in these 
countries decreases the opportunity to 
increase social welfare.

• Whilst regulation is necessary in certain 
circumstances, over regulation creates 
barriers to entry into a market. These 
barriers increase the opportunities for 
excess profits, to the delight of the market 
participants, but do little to serve the 
interests of society as a whole. Some 
commentators are cynical about the true 
level of commitment of corporations to 
ideas like CSR and Sustainable 
Deve lopment ,  and  the i r  ac tua l  
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9. Executive pay disclosure.

D. Take over Defenses

10. Take over barriers.

According to above the firm has given 
highest rank to UK for having most balanced 
score. The USA scores second. The historical 
perspective is analyzed in order to understand 
the emerged corporate governance pattern.

Corporate Social Responsibility:- The 
Perspectives

Corporate social responsibility (CSR) is 
also called corporate responsibility, corporate 
citizenship, responsible business and 
corporate social opportunity is a concept 
whereby organizations consider the interests 
of society by taking responsibility for the impact 
of their activities on customers, suppliers, 
employees, shareholders, communities and 
other stakeholders as well as the environment. 
This obligation is seen to extend beyond the 
statutory obligation to comply with legislation 
and sees organizations voluntarily taking 
further steps to improve the quality of life for 
employees and their families as well as for the 
local community and society at large.

Corporate social responsibility (CSR) is 
an expression used to describe what some see 
as a company’s obligation to be sensitive to the 
needs of all of the stakeholders in its business 
operations.

CSR is closely linked with the principles of 
“Sustainable Development” in proposing that 
enterprises should be obliged to make 
decisions based not only on the financial or 
economic factors but also on the social and 
environmental consequences of their 
activities.

Today’s heightened interest in the proper 
role of businesses in society has been 
promoted by increased sensitivity to environmental 
and ethical issues, issues like environmental 
damage, improper treatment of workers and 
faulty production leading to customers 
inconvenience or danger, are highlighted in the 
media. In some countries Government regulation 
regarding environmental and social issues has 
increased, and standards and laws are also 
often set at a super national level. For 
example, the European Union. Some investors 
and investment fund managers have begun to 
take account of a corporation’s CSR policy in 
making investment decisions. Some consumers 

have become increasingly sensitive to the 
CSR performance of the companies from 
which they buy their goods and services. 
These trends have contributed to the pressure 
on companies to operate in an economically, 
socially and environmentally sustainable way.

It is important to distinguish CSR from 
charitable donations and “good works” (i.e. 
philanthropy, e.g. Habitat for Humanity or 
Ronald McDonald House). Corporations have 
often, in the past, spent money on community 
projects, the endowment of scholarships, and 
the establishment of Foundations. They have 
also often encouraged their employees to 
volunteer to take part in community work 
thereby create goodwill in the community 
which will directly enhance the reputation of 
the company and strengthen its brand. CSR 
goes beyond charity and requires that a 
responsible company will take into full account 
the impact on all stakeholders and on the 
environment when making decisions. This 
requires them to balance the needs of all 
stakeholders with their need to make a profit 
and reward their shareholders adequately.

A widely quoted definition by the World 
Business Council for Sustainable Development 
states that “Corporate Social Responsibility is 
the continuing commitment by business to 
behave ethically and contribute to economic 
development while improving the quality of life 
of the workforce and their families as well as of 
the local community and society at large”. 
(CSR: - Meeting Changing Expectations, 
1999). This holistic approach to business 
regards organizations as (for example) being 
full partners in their communities, rather than 
seeing them more narrowly as being primarily 
in business to make profits and serve the 
needs of their shareholders. The application of 
the principles of Sustainable Development 
through the introduction of a CSR policy is 
often accompanied by what is called triple 
bottom line reporting which declares not only 
financial results but also the social and 
environmental impact of the business. Some 
countries (e.g. France) have made such 
reporting mandatory. However the measurement 
of social and environmental performance is 
difficult and new measurement techniques 
need to be developed.

Many large companies now produce 
annual reports that cover Sustainable 
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Development and CSR issues, and these 
reports are often externally audited. But there 
is no common template for the reporting and 
the style and the evaluation methodology 
varies between companies (even within the 
same industry). The Global Reporting Initiative 
(GRI) is an attempt to standardize sustainability 
reporting and the AA1000 standard is an 
attempt to improve their legitimacy.

The benefits of CSR to businesses vary 
depending on the nature of the enterprise, and 
are typically very difficult to quantify. A major 
meta-analysis has been conducted seeking to 
draw a correlation between social or 
environmental performance and financial 
performance.

Some critics of CSR, such as the 
economist Milton Friedman, argue that a 
corporation’s principal purpose is to maximize 
returns to its shareholders, whilst obeying the 
laws of the countries within which it works. 
Others argue that the only reason corporations 
put in place social projects is utilitarian; that 
they see a commercial benefit in raising their 
reputation with the public or with government. 
Proponents of CSR, however, would suggest a 
number of reasons why self-interested 
corporations, solely seeking to maximize 
profits are unable to advance the interests of 
society as a whole. Key challenges to the idea 
of CSR include: - the rule of corporate law that 
a corporation’s directors are prohibited from 
any activity that would reduce profits and other 
mechanisms established to manage the 
principal-agent problem, such as accounting 
oversight, stock options, performance 
evaluations, deferred compensation and other 
mechanisms to increase accountability to 
shareholders.

According to the concept of Corporate 
Social Responsibility, some critics of the role of 
business in society argue that :-

• Corporations care little for the welfare of 
workers, and given the opportunity will 
move production to sweatshops in less 
well regulated countries.

• Unchecked, companies will squander 
scarce resources.

• Regulation is the best way to ensure that 
companies remain socially responsible.

• Companies do not pay the full costs of 
their impact. For example the costs of 

cleaning pollution often fall on society in 
general. As a result profits of corporations 
are enhanced at the expense of social or 
ecological welfare.

According to the concept of Corporate Social 
Responsibility, the supporters of a more 
market based approach argue that :-

• Free markets contribute to the effective 
management of scare resources. The 
prices of many commodities have fallen in 
recent years. This contracts the notion of 
scarcity, and may be attributed to 
improvements in technology leading to 
the more efficient use of resources.

• By and large, free markets and capitalism 
have been at the centre of economic and 
social development over the past two 
hundred years and that improvements in 
health, longevity or infant mortality have 
only been possible because economies 
(driven by free enterprise) have 
progressed.

• There are indeed occasions when externalities, 
such as the costs of pollution are not built 
into normal market prices in a free market. 
In these circumstances, regulatory 
intervention is important to redress the 
balance, to ensure that costs and benefits 
are correctly aligned.

• In order to attract quality workers, it is 
necessary for companies to offer better 
pay and conditions which leads to an 
overall rise in standards and to wealth 
creation.

• Investment in less developed countries 
contributes to the welfare of those 
societies, notwithstanding that these 
countries have fewer protections in place 
for workers. Failure to invest in these 
countries decreases the opportunity to 
increase social welfare.

• Whilst regulation is necessary in certain 
circumstances, over regulation creates 
barriers to entry into a market. These 
barriers increase the opportunities for 
excess profits, to the delight of the market 
participants, but do little to serve the 
interests of society as a whole. Some 
commentators are cynical about the true 
level of commitment of corporations to 
ideas like CSR and Sustainable 
Deve lopment ,  and  the i r  ac tua l  
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9. Executive pay disclosure.

D. Take over Defenses

10. Take over barriers.

According to above the firm has given 
highest rank to UK for having most balanced 
score. The USA scores second. The historical 
perspective is analyzed in order to understand 
the emerged corporate governance pattern.

Corporate Social Responsibility:- The 
Perspectives

Corporate social responsibility (CSR) is 
also called corporate responsibility, corporate 
citizenship, responsible business and 
corporate social opportunity is a concept 
whereby organizations consider the interests 
of society by taking responsibility for the impact 
of their activities on customers, suppliers, 
employees, shareholders, communities and 
other stakeholders as well as the environment. 
This obligation is seen to extend beyond the 
statutory obligation to comply with legislation 
and sees organizations voluntarily taking 
further steps to improve the quality of life for 
employees and their families as well as for the 
local community and society at large.

Corporate social responsibility (CSR) is 
an expression used to describe what some see 
as a company’s obligation to be sensitive to the 
needs of all of the stakeholders in its business 
operations.

CSR is closely linked with the principles of 
“Sustainable Development” in proposing that 
enterprises should be obliged to make 
decisions based not only on the financial or 
economic factors but also on the social and 
environmental consequences of their 
activities.

Today’s heightened interest in the proper 
role of businesses in society has been 
promoted by increased sensitivity to environmental 
and ethical issues, issues like environmental 
damage, improper treatment of workers and 
faulty production leading to customers 
inconvenience or danger, are highlighted in the 
media. In some countries Government regulation 
regarding environmental and social issues has 
increased, and standards and laws are also 
often set at a super national level. For 
example, the European Union. Some investors 
and investment fund managers have begun to 
take account of a corporation’s CSR policy in 
making investment decisions. Some consumers 

have become increasingly sensitive to the 
CSR performance of the companies from 
which they buy their goods and services. 
These trends have contributed to the pressure 
on companies to operate in an economically, 
socially and environmentally sustainable way.

It is important to distinguish CSR from 
charitable donations and “good works” (i.e. 
philanthropy, e.g. Habitat for Humanity or 
Ronald McDonald House). Corporations have 
often, in the past, spent money on community 
projects, the endowment of scholarships, and 
the establishment of Foundations. They have 
also often encouraged their employees to 
volunteer to take part in community work 
thereby create goodwill in the community 
which will directly enhance the reputation of 
the company and strengthen its brand. CSR 
goes beyond charity and requires that a 
responsible company will take into full account 
the impact on all stakeholders and on the 
environment when making decisions. This 
requires them to balance the needs of all 
stakeholders with their need to make a profit 
and reward their shareholders adequately.

A widely quoted definition by the World 
Business Council for Sustainable Development 
states that “Corporate Social Responsibility is 
the continuing commitment by business to 
behave ethically and contribute to economic 
development while improving the quality of life 
of the workforce and their families as well as of 
the local community and society at large”. 
(CSR: - Meeting Changing Expectations, 
1999). This holistic approach to business 
regards organizations as (for example) being 
full partners in their communities, rather than 
seeing them more narrowly as being primarily 
in business to make profits and serve the 
needs of their shareholders. The application of 
the principles of Sustainable Development 
through the introduction of a CSR policy is 
often accompanied by what is called triple 
bottom line reporting which declares not only 
financial results but also the social and 
environmental impact of the business. Some 
countries (e.g. France) have made such 
reporting mandatory. However the measurement 
of social and environmental performance is 
difficult and new measurement techniques 
need to be developed.

Many large companies now produce 
annual reports that cover Sustainable 
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Ethics in the way of business is carried 
out. Companies have certain social 
responsibilities to fulfill and existence of the 
companies without doing so would be difficult 
and meaningless.

Conclusion

In brief the issues in the corporate 
governance is who is controlling the company? 
What is the performance in terms of 
shareholders value edition and how this is 
done? Considering the emerging globalization 
of the economy ‘how this aspect is going to be 
standardized. The aspects of corporates 
governance are dependent on many factors 
and that would be different in different parts. 
According to experts the Asian Corporations 
would be gaining on this aspect and US 
corporations would be losing. However 
corporate governance would differentiate in 
the practices as required by the need of the 
society and its dependent variables. As the 
paradigm and perspectives are still expanding 
and the merging of different perspectives are 
still in progress and it is important to remember 
that organization and management are a 
subsystem of the society and the ultimate 
accountability has to be considered in that 
broad framework.
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motivations for responsible behaviour. 
Corporations that create the appearance 
of acting responsibly just for its public 
relations value are said to be “green 
washing.” 

Such commentators also say, citing 
Friedman’s dictum, that the idea of an “ethical 
company” is an oxymoron, since the 
corporation is by its nature compelled to 
maximize its own interest, whatever the 
external price. Corporate executives and 
employees in turn have strong incentives to 
internalize the corporation’s statutory 
obligations to maximize profits, sometimes to 
the extent that they abdicate their individual 
moral and ethical obligations as human 
beings. This tendency is, of course, 
encouraged by the desire to keep one’s job, 
and by a system that judges and rewards 
performance strictly by bottom-line returns. 
The results of this tendency were clearly seen 
in the many corporate scandals of the late 20th 
and early 21st centuries. So the CSR 
movement may perhaps be understood as an 
attempt not so much to regulate the activities of 
corporations per se, as to remind the people 
who constitute corporations that they 
nonetheless have other responsibilities 
beyond the corporate ones. Because of this, it 
has become clear that a CSR activity generally 
can only be effective at achieving social or 
environmental outcomes to the extent that it 
maximizes profits: - hence the CSR slogan is 
“doing well by doing good.” It has to be noted 
that this requires that the resources applied to 
CSR activities must have a higher return than 
those resources could obtain if applied 
anywhere else. For example, capital or 
productivity investment, lobbying for tax relief, 
outsourcing, off shoring, fighting against 
unionization, taking regulatory risks, or taking 
market risks and all of which are frequently 
pursued strategies. This means that the 
possible scope of CSR activities is drastically 
narrowed. And corporations, with their 
constant incentive to maximize profits, often 
have identified all areas where profits could be 
increased, including those that have positive 
external social and environmental outcomes. 
The scope for CSR is thus narrowed to 
situations in which:-

• The corporation has been remiss in 
identifying this profit opportunity.

• Resources are available for investment;

• The CSR activity will yield higher profits 
than any other potential investment or 
activity; and

The emergence of corporate social 
responsibility at a time when corporate 
governance is also at its coming of age is an 
indication of how the future of corporations 
plays a key role in the sustainable 
development of the society at large. The 
evolution of management thought from Robert 
Owen to Chris Agris to Mayo one side evolution 
of corporate governance to have more 
transparency and accountability and evolution 
of CSR from being community based social 
work to a stakeholder in sustainable 
development is a positive step in the direction 
of societal development. The future synergy of 
these integrated concepts will benefit the 
society at large.

Thus the different systems of corporate 
governance can be traced in terms of the 
historic perspectives and as an extension on 
management thought. Anglo-American or the 
Japanese or the German system of corporate 
governance is an integration of the political, 
industrial, managerial and economic 
evolutions. Corporate Governance is the 
system by which companies are directed and 
controlled by the management in the best 
interest of the stakeholders and ensuring 
greater transparency and better and timely 
financial reporting. The Board of Directors is 
responsible for governance of their 
companies.

Corporate Governance primarily involves 
transparency, full disclosure, independent 
monitoring of the state of affairs and being fair 
to all stakeholders.

The objective of corporate governance is 
not only to meet the statutory requirements but 
to go beyond by instituting systems and 
procedures as are in accordance with the 
latest requirements. The trend in the future will 
be:-

• Clear demarcation of roles and 
responsibilities.

• Performance Appraisal of Board Members 
and Management.

• Succession planning.

• Concept of Social Welfare.
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Ethics in the way of business is carried 
out. Companies have certain social 
responsibilities to fulfill and existence of the 
companies without doing so would be difficult 
and meaningless.

Conclusion

In brief the issues in the corporate 
governance is who is controlling the company? 
What is the performance in terms of 
shareholders value edition and how this is 
done? Considering the emerging globalization 
of the economy ‘how this aspect is going to be 
standardized. The aspects of corporates 
governance are dependent on many factors 
and that would be different in different parts. 
According to experts the Asian Corporations 
would be gaining on this aspect and US 
corporations would be losing. However 
corporate governance would differentiate in 
the practices as required by the need of the 
society and its dependent variables. As the 
paradigm and perspectives are still expanding 
and the merging of different perspectives are 
still in progress and it is important to remember 
that organization and management are a 
subsystem of the society and the ultimate 
accountability has to be considered in that 
broad framework.
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these integrated concepts will benefit the 
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governance is an integration of the political, 
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system by which companies are directed and 
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greater transparency and better and timely 
financial reporting. The Board of Directors is 
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Introduction

The central theme of the Millennium 
Development Goals is reduction of poverty in 
all its forms by 2015 by 50%.Fiscal measures 
of the state implemented through the financial 
system can play a significant role in reinforcing 
this objective. When it is concerning the poor, 
the importance of community based 
organizations and NGOs cannot be denied in 
reaching the financial services to the grass root 
level in order to alleviate poverty. Thus the 
State Governments, the formal financial 
system and community based organizations 
can be considered as the three pillars that have 
to work in synergy to achieve this formidable 
task.

Financial Inclusion

In this context what comes to the mind is 
the financial inclusion concept, which 
becomes an integral part of measures adopted 
to achieve Millennium Goals.

Financial inclusion is provision of banking 
services (access to payments & remittance 
facilities, savings, loans and insurance 
services) at an affordable cost to the vast 
sections of the disadvantaged and low income 
groups who tend to be excluded from the 
formal financial system. The two important 
segments that are deprived of financial 
inclusion are the poor and the Women. If the 

Millennium Goals have to be achieved then it is 
but obvious that these two segments cannot be 
neglected by any financial system in the 
Developing nations.

Women-An Important Segment for 
Financial Inclusion :

The very fact that almost 50% of the world 
(49.66%) and Indian (48.45%) population 
comprises of women, it becomes imperative to 
financially empower women so as to enable 
them to make meaningful contributions 
towards the development of the economy. The 
problem of financial empowerment becomes 
even graver when it comes to poor women 
which again are a sizeable population in India 
as well as in the other Developing nations. No 
Developing nation can actually think of 
progressing economically by excluding its 
women population. To add to the woes the 
socio-economic environment of such countries 
has always been causing great impediments to 
involving the women in economic activities.

The Financially Excluded Segment:

In India 93% of all workers are self 
employed. Women constitute more than half of 
this workforce and more than 96% of women 
workers are self employed. They consist of 
vendors, home-based workers, weavers, 
garment makers, food processors and craft 
people, manual labour and service providers 
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Microfinance through Women Co-op Banks to
achieve milennium development goals in developing

Nations Vis-a-vis in Jharkhand

Abstract

Banking with the poor and the illiterate requires special procedures and mechanisms taking into 
consideration their cultural needs and their economic conditions and activities. It is this need for integrated 
financial services which makes co-operative banks more suitable than their strong and resourceful 
counterparts in the commercial banking sector, for serving the poor and the financially excluded. In India, 
there is a great need to target at the women who form 48.45% of the population and are an important segment 
for financial inclusion. The problem becomes graver when it comes to poor women who constitute a sizeable 
population and it is here that the women cooperative banks can play a crucial role. The task though 
challenging, is not impossible to accomplish as illustrated with the help of success stories in innovative 
banking drawn from different developing countries, including India.
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delivery model augmented by a social 
development programme to attain the dual 
objectives. The Grameen Bank integrates 
group organization with credit delivery to assist 
the poor through the spirit of co-operation 
strongly underlying it. Groups are formed on 
the basis of gender having similar economic 
resources, equal bargaining strength, enjoying 
mutual trust and confidence and living in the 
same locality. Experience suggests that the 
spatial and social cohesiveness developed 
among individuals of the groups were 
important factors in the smooth functioning of 
these groups and this is just the example of co-
operation.

It is very clear that Grameen Bank 
methodology is almost reverse of that of 
conventional banking. Conventional banking is 
based on the principle that the more we have, 
the more we get, which means if we have 
nothing or little, we get nothing which is why 
two thirds of the world's population has no 
access to financial services of the conventional 
banks.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Conventional banking is based on 
collateral; Grameen Bank is collateral- free. : 
Conventional Banking assesses the material 
possession of a person where as Grameen 
Bank assesses the potential of a person. :: 
Conventional banks aim at maximizing 
profitability whereas Grameen Bank's 
objective is to bring financial services to the 
poor particularly women through co-operation, 
to help them fight poverty, stay profitable and 
financially sound. :: Conventional Banking 
focuses on men whereas Grameen Bank gives 
high priority to women. 96% of borrowers in 
Grameen Bank are women.

Today this spirit of co-operation seen in 
the Grameen Bank model has reached 
through micro-credit to 15 million poor 
borrowers in Bangladesh, representing half of 
the country's population.96% of these poor 
borrowers are women and 56% of its 
borrower's families have crossed the poverty 
line.

In the Grameen Bank even a beggar gets 
special attention. The Grameen Bank has 
designed a campaign to persuade beggars to 
join the Grameen Bank programme with the 
objective of graduating a beggar into a 
dignified livelihood rather than continue with 
begging. Till date nearly 70,000 beggars have 
been reached through such campaign.

Other Co-operative Stories of Women : 
Women's Bank in Sri lanka

The Women's Bank emerged out of a pilot 
project of women's mutual help groups 
initiated by the National Housing Development 
Authority (NHDA) of Sri Lanka in 1989. The 
project was based on the traditional system of 
savings and credit, known in Sri Lanka as 
Seettu. The participants in such a group 
contribute an agreed sum of money to a pool 
on a daily, weekly, two-weekly or monthly 
basis. The pooled amount is awarded to one 
member of the group at a time, either in an 
agreed order or by drawing lots. Seettu 
enables people who find it difficult to save to 
gain access to a lump sum of money which 
they would otherwise not be able to acquire. By 
using the concept of Seettu, the project was 
able to make the women feel quickly familiar 
with the concept of the women's mutual help 
group.

The National Housing Development 
Authority started to recruit women who had 
been active in improvement programmes for 
low-income settlements to work as community 
assistants or Praja Sahayaka who could 
establish better relationship with the women. 
However, the Praja Sahayaka quickly realized 
that it would be very difficult for them to operate 
within the framework of a government agency. 
In 1990, some Praja Sahayaka organized 
themselves in a non- governmental organization 
called the Praja Sahayaka Service, This 
organization played a major role in the 
development of the Women's Bank among the 
women in low-income settlements.

The Strategy Used : This Women's Bank 
is a cooperative bank, with bank branches 
consisting of saving and loan groups. All 
members of a group and the working 
committee of a bank branch meet weekly. The 
leaders of all groups in one bank branch meet 
monthly. All members of all groups of a bank 
branch meet at least once a year. All members 
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such as agricultural labour, construction 
workers, rag pickers, domestic workers etc. 
These workers are characterized by insecure 
employment, low income, lack of capital 
assets, lack of access to institutional support 
and no social security leading to extreme level 
of poverty. These are the financially excluded 
people who require access to credit to come 
out of poverty. The Commercial Banks, Private 
sector and Foreign Banks do not find them 
credit worthy and so unfortunately these under 
privileged people find themselves in the 
clutches of moneylenders only to sink into 
deeper poverty.

Need for Integrated Financial Services for 
Women :

The attempts made by Commercial Banks 
to help these women through self help groups 
has opened doors for them but certainly has 
had limited reach as these banks are not able 
to relate to the poor women from urban as well 
rural areas to the extent required. To maximize 
reach it is essential for banks to understand the 
pulse and the psyche of these women to 
initiate them into banking habits, which they 
are unable to perform successfully. Poor, 
illiterate women find it useful to deal with a 
bank only if its services are tailored to suit their 
needs. Banking with the poor and the illiterate 
requires special procedures and mechanisms 
suited to their culture, their needs and their 
economy. This entails simple procedures, 
designing schemes that allow for small 
savings, training & assistance in understanding 
and dealing with banking procedures, door to 
door service, banking policies that adapt to 
their crisis situations and credit based on 
savings performance or loan repayment 
instead of collateral. It is also to be understood 
that access to financial services alone is not 
enough for poor people to transform their 
economic activities into profitable economic 
enterprises. Access to markets, information, 
technical know-how and social support 
services is as important as money if the poor 
are to share in economic growth. All these 
factors limit the role that Commercial banks 
can play in their socio-economic empowerment.

Savings by the Poor Women

A Poor woman, whether she belongs to 
the rural or the urban area most of the time gets 
herself caught in the clutches of moneylenders 
only because our banks have been neglecting 

them. The moneylenders are reaching out to 
them by going to the weekly markets where 
women buy and sell their wares and lure them 
into savings as well as getting credit. 
Unfortunately these moneylenders often cheat 
these women and they lose their savings. 
Approximately 75 million households in India 
depend on moneylenders to meet their 
financial needs. In most cases these women 
are required to save secretly to keep their hard-
earned money away from prying husbands 
and relatives. Saving with the postal services 
leads to problems like difficulties in 
withdrawals and in availing credit. Because of 
lack of options, these women have resigned 
themselves to saving their money at homes, 
where it is often snatched away by their 
husbands, sons or buried in the earth to 
disintegrate and rot. Poor women too are 
desperate to save as they too hope to propel 
their families forward into the middle class.

Co-op Banking & Financial Inclusion

For the financial inclusion of this group to 
be successful there is very little innovation that 
can be done in the office of the bank. But if the 
Bankers move in the field, they will be able to 
innovate products and services on the basis of 
observing clients, households, markets and 
workplaces to tailor the financial services to 
suit the needs of this segment. Thus to perform 
this challenging task of offering integrated 
financial services to the poor women, the 
Cooperative Banks are definitely more suited. 
The sense of co-operation is highly essential to 
harness the vast economic energy that is 
waiting to be unleashed in the poor women. 
Experiences world over in the Developing 
nations have only reconfirmed the need for 
cooperative banking to bring about inclusion of 
this segment in the mainstream economy. 
Again world over poor women have proved to 
be reliable borrowers and borrowers who have 
the family interest in mind.

The Grameen Bank Story

The success story of Grameen Bank in 
Bangladesh is a major lesson for countries 
wanting to realize financial inclusion to achieve 
Millennium Development Goals. The Grameen 
Bank unlike Commercial Banks or Development 
Financial Institutions addresses the survival 
concerns of both the borrower and the lender. 
Although these concerns may seem to conflict, 
the Grameen Bank has developed a credit 
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delivery model augmented by a social 
development programme to attain the dual 
objectives. The Grameen Bank integrates 
group organization with credit delivery to assist 
the poor through the spirit of co-operation 
strongly underlying it. Groups are formed on 
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resources, equal bargaining strength, enjoying 
mutual trust and confidence and living in the 
same locality. Experience suggests that the 
spatial and social cohesiveness developed 
among individuals of the groups were 
important factors in the smooth functioning of 
these groups and this is just the example of co-
operation.

It is very clear that Grameen Bank 
methodology is almost reverse of that of 
conventional banking. Conventional banking is 
based on the principle that the more we have, 
the more we get, which means if we have 
nothing or little, we get nothing which is why 
two thirds of the world's population has no 
access to financial services of the conventional 
banks.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Conventional banking is based on 
collateral; Grameen Bank is collateral- free. : 
Conventional Banking assesses the material 
possession of a person where as Grameen 
Bank assesses the potential of a person. :: 
Conventional banks aim at maximizing 
profitability whereas Grameen Bank's 
objective is to bring financial services to the 
poor particularly women through co-operation, 
to help them fight poverty, stay profitable and 
financially sound. :: Conventional Banking 
focuses on men whereas Grameen Bank gives 
high priority to women. 96% of borrowers in 
Grameen Bank are women.

Today this spirit of co-operation seen in 
the Grameen Bank model has reached 
through micro-credit to 15 million poor 
borrowers in Bangladesh, representing half of 
the country's population.96% of these poor 
borrowers are women and 56% of its 
borrower's families have crossed the poverty 
line.

In the Grameen Bank even a beggar gets 
special attention. The Grameen Bank has 
designed a campaign to persuade beggars to 
join the Grameen Bank programme with the 
objective of graduating a beggar into a 
dignified livelihood rather than continue with 
begging. Till date nearly 70,000 beggars have 
been reached through such campaign.

Other Co-operative Stories of Women : 
Women's Bank in Sri lanka

The Women's Bank emerged out of a pilot 
project of women's mutual help groups 
initiated by the National Housing Development 
Authority (NHDA) of Sri Lanka in 1989. The 
project was based on the traditional system of 
savings and credit, known in Sri Lanka as 
Seettu. The participants in such a group 
contribute an agreed sum of money to a pool 
on a daily, weekly, two-weekly or monthly 
basis. The pooled amount is awarded to one 
member of the group at a time, either in an 
agreed order or by drawing lots. Seettu 
enables people who find it difficult to save to 
gain access to a lump sum of money which 
they would otherwise not be able to acquire. By 
using the concept of Seettu, the project was 
able to make the women feel quickly familiar 
with the concept of the women's mutual help 
group.

The National Housing Development 
Authority started to recruit women who had 
been active in improvement programmes for 
low-income settlements to work as community 
assistants or Praja Sahayaka who could 
establish better relationship with the women. 
However, the Praja Sahayaka quickly realized 
that it would be very difficult for them to operate 
within the framework of a government agency. 
In 1990, some Praja Sahayaka organized 
themselves in a non- governmental organization 
called the Praja Sahayaka Service, This 
organization played a major role in the 
development of the Women's Bank among the 
women in low-income settlements.

The Strategy Used : This Women's Bank 
is a cooperative bank, with bank branches 
consisting of saving and loan groups. All 
members of a group and the working 
committee of a bank branch meet weekly. The 
leaders of all groups in one bank branch meet 
monthly. All members of all groups of a bank 
branch meet at least once a year. All members 
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such as agricultural labour, construction 
workers, rag pickers, domestic workers etc. 
These workers are characterized by insecure 
employment, low income, lack of capital 
assets, lack of access to institutional support 
and no social security leading to extreme level 
of poverty. These are the financially excluded 
people who require access to credit to come 
out of poverty. The Commercial Banks, Private 
sector and Foreign Banks do not find them 
credit worthy and so unfortunately these under 
privileged people find themselves in the 
clutches of moneylenders only to sink into 
deeper poverty.

Need for Integrated Financial Services for 
Women :

The attempts made by Commercial Banks 
to help these women through self help groups 
has opened doors for them but certainly has 
had limited reach as these banks are not able 
to relate to the poor women from urban as well 
rural areas to the extent required. To maximize 
reach it is essential for banks to understand the 
pulse and the psyche of these women to 
initiate them into banking habits, which they 
are unable to perform successfully. Poor, 
illiterate women find it useful to deal with a 
bank only if its services are tailored to suit their 
needs. Banking with the poor and the illiterate 
requires special procedures and mechanisms 
suited to their culture, their needs and their 
economy. This entails simple procedures, 
designing schemes that allow for small 
savings, training & assistance in understanding 
and dealing with banking procedures, door to 
door service, banking policies that adapt to 
their crisis situations and credit based on 
savings performance or loan repayment 
instead of collateral. It is also to be understood 
that access to financial services alone is not 
enough for poor people to transform their 
economic activities into profitable economic 
enterprises. Access to markets, information, 
technical know-how and social support 
services is as important as money if the poor 
are to share in economic growth. All these 
factors limit the role that Commercial banks 
can play in their socio-economic empowerment.

Savings by the Poor Women

A Poor woman, whether she belongs to 
the rural or the urban area most of the time gets 
herself caught in the clutches of moneylenders 
only because our banks have been neglecting 

them. The moneylenders are reaching out to 
them by going to the weekly markets where 
women buy and sell their wares and lure them 
into savings as well as getting credit. 
Unfortunately these moneylenders often cheat 
these women and they lose their savings. 
Approximately 75 million households in India 
depend on moneylenders to meet their 
financial needs. In most cases these women 
are required to save secretly to keep their hard-
earned money away from prying husbands 
and relatives. Saving with the postal services 
leads to problems like difficulties in 
withdrawals and in availing credit. Because of 
lack of options, these women have resigned 
themselves to saving their money at homes, 
where it is often snatched away by their 
husbands, sons or buried in the earth to 
disintegrate and rot. Poor women too are 
desperate to save as they too hope to propel 
their families forward into the middle class.

Co-op Banking & Financial Inclusion

For the financial inclusion of this group to 
be successful there is very little innovation that 
can be done in the office of the bank. But if the 
Bankers move in the field, they will be able to 
innovate products and services on the basis of 
observing clients, households, markets and 
workplaces to tailor the financial services to 
suit the needs of this segment. Thus to perform 
this challenging task of offering integrated 
financial services to the poor women, the 
Cooperative Banks are definitely more suited. 
The sense of co-operation is highly essential to 
harness the vast economic energy that is 
waiting to be unleashed in the poor women. 
Experiences world over in the Developing 
nations have only reconfirmed the need for 
cooperative banking to bring about inclusion of 
this segment in the mainstream economy. 
Again world over poor women have proved to 
be reliable borrowers and borrowers who have 
the family interest in mind.

The Grameen Bank Story

The success story of Grameen Bank in 
Bangladesh is a major lesson for countries 
wanting to realize financial inclusion to achieve 
Millennium Development Goals. The Grameen 
Bank unlike Commercial Banks or Development 
Financial Institutions addresses the survival 
concerns of both the borrower and the lender. 
Although these concerns may seem to conflict, 
the Grameen Bank has developed a credit 
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day as a farm worker. Today, after banking with 
Mann Deshi, the 34-year-old has set up a 
successful vegetable vending business and 
makes 400 rupees ($9) daily.

Another example is 28-year-old Archana 
Rasal who escaped her alcoholic husband and 
abusive father-in-law six years ago and 
decided to raise her daughter all by herself. 
She is today a busy seamstress and earns a 
good 8,000 rupees ($180) every month.

Another is Sakubai Lokhande, a backward 
caste woman and a grandmother of 11, who 
does not know her real age. What matters most 
to her is that even at this age, she earns $180 a 
month by making and selling brooms and 
ropes. She has built houses for her two 
children and is financing the education of her 
grandchildren.

The Mann Deshi bank like SEWA bank, 
apart from accepting deposits & giving loans 
has followed an integrated approach of 
providing financial services to the poor women. 
To highlight a few of their integrated services: 
Providing clients friendly products and 
services by designing savings and loan 
products to match their typical cash flows and 
distinctive needs. The Bank has collaborated 
with insurance companies and has designed 
micro insurance products for shareholders.

With the support of the parent NGO (The 
Mann Vikas Samajik Sanstha) the Bank has 
initiated vocational training programme, anti-
alcohol campaign, training in veterinary 
practices, adopt a grand-child & grand-mother 
programme etc.

The Bank's asset building approach is a 
remarkable activity that has brought about 
6000 women to get the share in the household 
property.

Credit Co-op Bank for Women in Jharkand

Tribal women in India's eastern Jharkhand 
province have been running a micro credit 
society that benefits the impoverished tribal 
folks to earn livelihoods and cater to 
emergencies. The bank was set up by the tribal 
village women of Karamjora in Giridih district 
with the help of Institute of Rural Management 
(IRMA), a non-governmental organization. It 
has now 352 account holders including some 
local bodies. The bank is called the IFICCO 
Bank after the IRMA Finance Initiative Credit 
Cooperative (Bank) and it is the answer to the 
apathy of mainstream banks to the needs of 

the marginalized population of under-
developed region. "This is a bank run purely by 
the tribal women and it serves the purposes of 
the tribal people and organizations including 
the men. Four female and one male staff man 
the humble bank as it caters to the simple 
tribe's people, day and night.

Ever since the IFICCO Bank has begun 
operations, the tribal women can deposit 
money whenever they wish and also withdraw 
at any given hour if it is an emergency. They 
have a feeling of belongingness and 
ownership with this bank that is their own. The 
initiative has helped the tribal people to raise 
their standards of living. Many men and 
women have used the credit facility to set up 
self-employment ventures like poultry farms 
and grocery shops to name a few.

The bank works on a simple premise that 
the depositor's money ought to be safely held. 
To ensure this they do not give individual loans 
and only sanction 'group loans' and the group 
ensures the benefit trickles down to its 
members. Recovery of the loan is the 
responsibility of the group and in over the two 
year's history of the bank, there have been no 
bad debts.

"The IFICCO, which is a credit 
cooperative initiative by the tribal women of 
Karamjora is a commendable attempt at 
banking in its very basic sense. This is a 
wonderful example of the synergy between 
tribal village folk that caters to the basic needs 
of the tribal folks. The need based credit 
support and the 24 hour banking facility are a 
path breaking initiative for these village folk. 
India's tribal people make up more than seven 
percent of its billion-plus population and largely 
live impoverished on the margins of 
mainstream society.

Jharkhand is home to a number of tribal 
communities, including 32 primitive tribal 
communities. This step taken by the tribal 
women in Karamjora certainly opens a new 
chapter in the empowerment of tribal women 
through co-operation.

"Similar Banks for women are being 
launched in countries like Pakistan, Nepal, 
Cyprus, Guaetmala, the Middle East nations & 
Japan. This only goes to say that women need 
to cooperate with each other for their own 
financial empowerment which is essential for 
their active participation in economic 
development of the nation.
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(or their representatives) of the Women's bank 
meet once a year.

 To be eligible for membership of a group, 
a woman must have a low income, she must 
reside in a low-income settlement and she 
must be willing to participate in group activities 
according to a set of rules and regulations. 
Only one member of a household can 
participate in a particular group and only 
persons who trust each other can be members. 
The groups consist of 5-15 members only; no 
money lender can join the group and the group 
leader cannot be actively involved in party 
politics.

Saving is the first activity a group 
undertakes once it has been formed. During 
the first five months, members can get an 
emergency loan of Rs. 100.00 which they have 
to pay back as soon as possible. The group as 
a whole decides the service charge for such 
loans. During the next five months, when the 
accumulated savings have increased, loans of 
Rs.250.00 to Rs.500.00 as emergency loans, 
for small-scale production activities or for 
consumptive purposes can be availed, and the 
service charge is set at 4 per cent per month. 
As the group increases its savings, the 
maximum loan amounts which the women can 
borrow from the bank also increase. Women 
use the loan for a range of purposes :
• To escape from indebtedness to a local 

money lender.
• To pay skil led labour for house 

construction
• To fill a gap in the running costs of an 

enterprise caused by a sudden price 
increase

• To retrieve valuable items pawned earlier
• To purchase school books and pay tuition 

fees for their children
• To pay seettu debts
• To make bulk purchases of materials used 

in their enterprise
• To pay for food when the husband is a day 

labourer and out of work
The Impact :

The women's Bank has produced positive 
results which are visible in the low-income 
settlements. The members of the Bank do no 
longer need to run after money lenders for a 
loan and they have settled their old debts. Now 
the members need not starve, if they fail to 
make any earnings during a day. They can 

withdraw their savings or take an emergency 
loan from the group to feed the children and 
meet the daily requirements. At the beginning 
of the new school year, they can give their 
children what they need for school and as a 
result the rate of drop-outs in the settlements is 
gradually going down. For funerals and other 
emergencies, members can get donations 
from the group and soft loans from the Bank. 
Small-scale producers can now pay for their 
raw materials with cash and are in a stronger 
position to bargain.

Expansion of the Women's Groups

Year Number of
Groups

Number of
Members

Number of
Bank

Branches

1989 03 22 --

1990 07 63 --

1991 44 434 --

1992 87 838 --

1993 183 1908 06

1994 419 3782 18

1995 560 5600 20

The Indian Story

The Mann Deshi Manila Sahakari Bank, 
Mhaswad : The mission of The Mann Deshi 
Bank is to empower women in poverty-stricken 
areas so that they achieve financial 
independence and self-sufficiency The 
Mhaswad-based nine-year-old bank operates 
across five districts. A unique aspect of this 
fully computerized bank is that it offers weekly 
and fortnightly credit and savings schemes to 
its customers, most of whom are daily or 
weekly wage earners. Unlike any other bank, it 
also provides daily loans for buying vegetables 
or fruits. With 48,000 members and assets 
worth 90,000,000 rupees ($2m), the bank 
enjoys a repayment rate of 97.5%. Today the 
b a n k  h a s  c r e a t e d  1 6 , 7 2 0  w o m e n  
entrepreneurs in the region around Mhaswad 
and its clientele consists of poor women with 
annual incomes averaging 22,000 rupees 
($490).

Empowered Customers of Mann Deshi 
Bank

Until three years ago, Aruna Gaikwad 
used to earn a meagre 20 rupees (44 cents) a 
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day as a farm worker. Today, after banking with 
Mann Deshi, the 34-year-old has set up a 
successful vegetable vending business and 
makes 400 rupees ($9) daily.

Another example is 28-year-old Archana 
Rasal who escaped her alcoholic husband and 
abusive father-in-law six years ago and 
decided to raise her daughter all by herself. 
She is today a busy seamstress and earns a 
good 8,000 rupees ($180) every month.

Another is Sakubai Lokhande, a backward 
caste woman and a grandmother of 11, who 
does not know her real age. What matters most 
to her is that even at this age, she earns $180 a 
month by making and selling brooms and 
ropes. She has built houses for her two 
children and is financing the education of her 
grandchildren.

The Mann Deshi bank like SEWA bank, 
apart from accepting deposits & giving loans 
has followed an integrated approach of 
providing financial services to the poor women. 
To highlight a few of their integrated services: 
Providing clients friendly products and 
services by designing savings and loan 
products to match their typical cash flows and 
distinctive needs. The Bank has collaborated 
with insurance companies and has designed 
micro insurance products for shareholders.

With the support of the parent NGO (The 
Mann Vikas Samajik Sanstha) the Bank has 
initiated vocational training programme, anti-
alcohol campaign, training in veterinary 
practices, adopt a grand-child & grand-mother 
programme etc.

The Bank's asset building approach is a 
remarkable activity that has brought about 
6000 women to get the share in the household 
property.

Credit Co-op Bank for Women in Jharkand

Tribal women in India's eastern Jharkhand 
province have been running a micro credit 
society that benefits the impoverished tribal 
folks to earn livelihoods and cater to 
emergencies. The bank was set up by the tribal 
village women of Karamjora in Giridih district 
with the help of Institute of Rural Management 
(IRMA), a non-governmental organization. It 
has now 352 account holders including some 
local bodies. The bank is called the IFICCO 
Bank after the IRMA Finance Initiative Credit 
Cooperative (Bank) and it is the answer to the 
apathy of mainstream banks to the needs of 

the marginalized population of under-
developed region. "This is a bank run purely by 
the tribal women and it serves the purposes of 
the tribal people and organizations including 
the men. Four female and one male staff man 
the humble bank as it caters to the simple 
tribe's people, day and night.

Ever since the IFICCO Bank has begun 
operations, the tribal women can deposit 
money whenever they wish and also withdraw 
at any given hour if it is an emergency. They 
have a feeling of belongingness and 
ownership with this bank that is their own. The 
initiative has helped the tribal people to raise 
their standards of living. Many men and 
women have used the credit facility to set up 
self-employment ventures like poultry farms 
and grocery shops to name a few.

The bank works on a simple premise that 
the depositor's money ought to be safely held. 
To ensure this they do not give individual loans 
and only sanction 'group loans' and the group 
ensures the benefit trickles down to its 
members. Recovery of the loan is the 
responsibility of the group and in over the two 
year's history of the bank, there have been no 
bad debts.

"The IFICCO, which is a credit 
cooperative initiative by the tribal women of 
Karamjora is a commendable attempt at 
banking in its very basic sense. This is a 
wonderful example of the synergy between 
tribal village folk that caters to the basic needs 
of the tribal folks. The need based credit 
support and the 24 hour banking facility are a 
path breaking initiative for these village folk. 
India's tribal people make up more than seven 
percent of its billion-plus population and largely 
live impoverished on the margins of 
mainstream society.

Jharkhand is home to a number of tribal 
communities, including 32 primitive tribal 
communities. This step taken by the tribal 
women in Karamjora certainly opens a new 
chapter in the empowerment of tribal women 
through co-operation.

"Similar Banks for women are being 
launched in countries like Pakistan, Nepal, 
Cyprus, Guaetmala, the Middle East nations & 
Japan. This only goes to say that women need 
to cooperate with each other for their own 
financial empowerment which is essential for 
their active participation in economic 
development of the nation.
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(or their representatives) of the Women's bank 
meet once a year.

 To be eligible for membership of a group, 
a woman must have a low income, she must 
reside in a low-income settlement and she 
must be willing to participate in group activities 
according to a set of rules and regulations. 
Only one member of a household can 
participate in a particular group and only 
persons who trust each other can be members. 
The groups consist of 5-15 members only; no 
money lender can join the group and the group 
leader cannot be actively involved in party 
politics.

Saving is the first activity a group 
undertakes once it has been formed. During 
the first five months, members can get an 
emergency loan of Rs. 100.00 which they have 
to pay back as soon as possible. The group as 
a whole decides the service charge for such 
loans. During the next five months, when the 
accumulated savings have increased, loans of 
Rs.250.00 to Rs.500.00 as emergency loans, 
for small-scale production activities or for 
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Year Number of
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Number of
Members

Number of
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Branches
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The Indian Story
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Introduction

Children are the greatest gift to humanity 

and the same gift is being misused for personal 

gains as child labour. They constitute 36% of 

India`s population but a large majority of 

children in the age group of 5-14 years 

continue to remain in distress and turmoil. One 

in every five children below the age of 14 is a 

labourer. The flower (Child) withers before it 

blossoms.The National Sample Survey 

defined “Child Worker as a Person below the 

age of 14 years, who is wage earner”.  

According to the Census 2001, there were 

more than 12.6 million economically active 

children in the age-group of 5-14 years. The 

number was 11. 3 million during 1991 

(Population Census) thus showing an increase 

in the number of child labourers. . Most of the 

work done by children whether with or without 

wage does contribute to the economic activity 

of the household to them, of 12.6 million 

children in hazardous occupations, India has 

the highest number of labourers in the world 
1under 14 years of age.

Who is a Child Labour :Under the Act, 
'Child' means a person who has not completed 
his fourteenth year of age. 1 Any such person 
engaged for wages, whether in cash or kind, is 

2a child worker.

This is a serious problem which has to be 

curtailed through social engineering and 

transformation of ideas among the people in 

the society. A survey conducted between 1994 

and 1995 revealed that child workers comprise 

of more than 30% of total hired workers in the 

beedi manufacture sector *6, Among the total 

child labour force, a significant portion of them 

work in organized sector which is governed by 

all social security legislations and government 

appointed inspectors like Inspector of 

Factories PF Inspector, ESI Inspector, and 

their higher ups. If this is the fate in the 

organized sector, it is not necessary for us to 

think about the children working in their own 

families or in an unorganized sector.

Materials and Methods

The study is based on the  available 

published materials published by the Govt. of 

India and specially those by Planning 

Commission and Labour Bureau and different 

websites journals etc. dealing with the labour 

condition of India. So the whole study is based 

upon the library work and on the secondary 

data and also the use of internet  played a vital 

role in the whole study as various research 

work material comments and opinions are 

available.

Results and Discussions

The Government of India expanded the 
coverage of The Child Labour Prohibition and 
Regulation Act and banned the employment of 
children as domestic workers and as workers 
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The eradication of child labour from our society seems to be a herculean task at this moment. The problem of 
child labour continues to pose a challenge before the nation.  Government has been taking various pro-active 
measures to tackle this problem. However, considering the magnitude and extent of the problem and that it is 
essentially a socio-economic problem inextricably linked to poverty and illiteracy, it requires concerted efforts 
from all sections of the society to make a dent in the problem.
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The SEWA Bank-angel for Urban Poor 
Women : Talking about poor, the urban poor 
also are a huge segment that has to be brought 
within the scope of financial inclusion. Back 
home the SEWA Mahila Sahakari Bank, 
Ahmedabad is a wonderful example of poor 
women's co-operation to fight poverty and get 
empowered. The SEWA Bank was established 
in 1974 to provide banking services to urban 
poor, illiterate, self-employed women in the city 
of Ahmedabad and today has become a viable 
financial venture. The following financial facts 
about the bank confirm its exemplary 
performance. Today the bank has extended its 
activities to rural poor women of Gujarat too.

philosophy of financial inclusion and achieving 
of Millennium Development Goals. Co-
operatives primarily are perceived as micro-
finance institutions to serve the poor and 
marginalized sections. But unfortunately over 
the years they have swayed from their 
objectives and are getting into the garb of 
Commercial Banks. The Co-operative Banks 
are also well placed to help people specially 
those who are shunned by Commercial Banks 
and act as vehicles for democratic 
empowerment of the members. In this era of 
competition, unfortunately the Co-op Banking 
sector as a whole is not in good shape due to 
reasons like higher cost of jobs to do 
competitive banking business. Hence 
microfinance opens enormous business 
opportunities for these banks to stay profitable 
and play an important role in financial inclusion 
and poverty alleviation. Moreover as 
compared to Commercial Banks, the Co-op 
Bank's structure and Management is better 
suited to offer integrated services to the poor 
people through the course of micro-finance 
operations. And the term microfinance 
invariably gets more applied in the context of 
poor women than men.

Since women constitute almost 50% of the 
population, their involvement in economic 
activity will fasten the pace of economic 
development in the nation. Financial inclusion 
of women (both urban and rural) is highly 
necessary for better financial management in a 
household.
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PARTICULARS 2004-2005

No. of members (all women] 44,938

No. of Depositors 2,76,680

Deposits (in lacs} 6247.66

Advances (Rs. in lacs) 1841.72

Working Capital (Rs. in lacs) 8914.47

Paid up Share Capital(Rs. in lacs) 205.98

Profit (Rs. in lacs) 62.20

60,000 Poor Women  Have Created 
Assets Worth  Rs.  200 Million  (6.6 Million U.s 
$)

Dharavi-Mine of Microfinance :

Another good example is the slum of 
Dharavi in Mumbai, Asia's biggest slum. 
Around 90% of the population at Dharavi has 
no bank account and about 80% have not used 
any banking services. The private sector & 
other Commercial Banks shy away, the minute 
they are told that the account opener is from 
Dharavi. The Indian Bank is planning in-roads 
into this slum on the basis of the information 
that trading activity worth over 3,000 crores per 
annum takes place. 40% of the residents hold 
permanent jobs & 35% are self-employed & 
10% are employed on temporary basis. This 
certainly has huge potential for micro-finance 
activities. Women Co-op Banks functioning on 
the lines of SEWA & Mann Deshi Banks can 
change the face of Dharavi and transform it 
into a high women economic zone with social 
and civic enhancement.

Conclusion

Financial institutions have a very 
important role to play in realizing the 
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State-wise Distribution of Working Children according to 1971,1981,1991 and
2001 Census in the age group 5-14 years

Sl. No. Name of the State/UT 1971 1981 1991 2001****

1 Andhra Pradesh 1627492 1951312 1661940 1363339

2 Assam 239349 327598 351416

3 Bihar 1059359 1101764 942245 1117500

4 Gujarat 513C61 616913 523585 485530

5 Haryana 137326 194189 109691 253491

6 Himachal Pradesh 71384 99624 56433 107774

7 Jammu & Kashmir 70489 253437 175630

8 Kamataka 808719 1131530 976247 822615

9 Kerala 111801 92854 34800 26156

10 Madhya Pradesh 1112319 1698597 1352563 1065259

11 Maharashtra 988357 1557756 1068427 764075

12 Chhattisgarh 364572

13 Manipur 16380 20217 16493 28836

14 Meghaiaya 30440 44916 34633 53940

15 Jharkhand 407200

16 Uttaranchal 70183

17 Nagaland 1 3726 16235 16467 45374

18 Orissa 492477 702293 452394 377594

19 Punjab) 232774 216939142868   177268

20 Rajasthan 587389 819605 774199 1262570

21 Sikkim 15661 8561 5598 16457

22 Tamil Nadu 713305 975055 578889 418801

23 Tripura 17490 24204 16478 21756

24 Uttar Pradesh 1326726 1434675 1410086 1927997

25 West Bengal 511443 605263 711691 857087

26 Andaman & Nicobar Island 572 1309 1265 1960

27 Arunanchal Pradesh 17925 17950 12395 18482

28 Chandigarh 1086 1986 1870 3779

29 Dadra & Nagar Haveli 3102 3615 4416 4274

30 Delhi 17120 25717 27351 41899

31 Daman and Diu 7391 9378 941 729

32 Goa 4656 4138

33 Lakshadweep 97 56 34 27

34 Mizoram 6314 16411 26265

35 Pondicherry 3725 3606 268G 1904

Total 10753985 13640870 11285349 12666377

Note: * 1971 Census figures of Assam includes figures of Mozoram
** Census could not be conducted.
*** Census figures 1871 in respect of Mozoram included under Assam.
**** Includes marginal workers also.
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in restaurants, dhabas, hotels, spas and 
3resorts effective from October 10, 2006 , Often 

school going children also will be working as 
part time workers in some factories. Even child 
labour is banned in certain industries by 
enacting specific legal provisions for the 
abolition of child labour the employers may not 
reveal to the census enumerators, facts and 
figures regarding the number of child workers. 
Most often parents also collude with the 
employer lest the child loses the job. Gharelu 
Naukar Domestic worker such as cleaning, 
cooking, which is unpaid and is considered 
unproductive, other domestic works such as 
grazing cattle, sowing, weeding, threshing or 
assisting the parents in house hold crafts, etc 
may not be taken into account by the census 
enumerators.  Other facts such as pledging the 
labour of the children against a loan, working in 
road side cafes, automobile workshops, 
construction sites, etc., also may not come 
under the purview of the census. It may also 
ignore self-employed children who are working 
in the areas of shoe-shining, rag–packing, 
newspaper selling, peanut or fruit vending. 
However the estimated data shows that 10% of 
the total population of India is child labour. 
Many steps are being taken by the Indian 
Government from the pre-Independence 
period for the eradication of this drastic 
problem but till now the problem remains 
unsolved and the number of child labour was 
growing day-by-day due to poverty. Official 
estimates for child labor working as domestic 
labor and in restaurants is more than 
2,500,000 while NGOs estimate the figure to 

4be around 20 million.

Legal Framework: Article 24 and 39 of the 
constitution provides for protection of the 
children from involvement in economic 
activities and from a vocation unsuited to their 
age. Recent Constitutional Amendment, Right 
to Education for Children up to 14 years is now 
a Fundamental Right (Article 21 A). The Child 
Labour (Prohibition and Regulation) Act, 1986 
seeks to prohibit employment of children below 
14 years in hazardous occupations and 
process and also regulates the working 
conditions of children in other employment. A 

National Policy on Child Labour was 
announced in August, 1987. As per Article 24 of 
the Constitution, no child below the age of 14 
years is to be employed in any factory, mine or 
any hazardous employment. Recently, with the 
insertion of Article 21A, the State has been 
entrusted with the task of providing free and 
compulsory education to all the children in the 
age group of 6-14 years. Consistent with the 
Constitutional provisions, Child Labour 
(Prohibition and Regulation) Act was enacted 
in 1986, which seeks to prohibit employment of 
children below 14 years in hazardous 
occupations and processes and regulates the 
working conditions in other employments. In 
the last 5 years, the number of hazardous 
processes listed in the schedule of the Act has 
increased from 18 to 57 and occupations from 
7 to 13 and 11 processes, reported scheduled 
list of the 11 processes are as follows:

1. Bidi making.

2. Carpet weaving

3. Cement manufacturing;including bagging.

4. Cloth printing;dyeing and fire works.

5. Manufacturing of matches,explosives and 
fire works.

6. Mica-cutting and splitting.

7. Shellac manufacture.

8. Soap manufacture.

9. Tanning.

10. Wool cleaning.
511. Building and construction industry.

The Indian Government has prohibited 

employment of children as Sevaks, Gharelu 

Naukars (domestic servants) and in tea-shops 

and dhabas etc. A Notification to this effect has 

been issued recently under the Child Labour 

(prohibition & Regulation) Act, 1986 with effect 

from 10th of October, 2006. Going by this 

notice, employment of children as domestic 

workers or servants or in dhabas, restaurants, 

hotels, motels, tea-shops, resorts, spas or in 

other recreational centers is prohibited. 

Following is the State-wise data of children of 

age group 5-14 in last four decades.
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working conditions in other employments. In 
the last 5 years, the number of hazardous 
processes listed in the schedule of the Act has 
increased from 18 to 57 and occupations from 
7 to 13 and 11 processes, reported scheduled 
list of the 11 processes are as follows:

1. Bidi making.

2. Carpet weaving

3. Cement manufacturing;including bagging.

4. Cloth printing;dyeing and fire works.

5. Manufacturing of matches,explosives and 
fire works.

6. Mica-cutting and splitting.

7. Shellac manufacture.

8. Soap manufacture.

9. Tanning.

10. Wool cleaning.
511. Building and construction industry.

The Indian Government has prohibited 
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Naukars (domestic servants) and in tea-shops 

and dhabas etc. A Notification to this effect has 
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(prohibition & Regulation) Act, 1986 with effect 
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Following is the State-wise data of children of 

age group 5-14 in last four decades.
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against child labour by taking care of their 
family and dependents, if anything untoward 
happens to him/her.

Inspector of factories should be given 
more powers of closing down the place of 
working, if they find that the establishment 
works against the provisions of the child labour 
legislations.

Punishments against erring organization 
should be made severe so that they may not be 
repeated in future. For example companies in 
Tirupur which were guilty of utilizing child 
labour have been asked to pay Rs 10,000 as a 
fine. This amount when compared to the profits 
they earn through child labour is very meager 
and therefore this may not prevent them from 
using child labour.

All Medias like televisions, radios, 
hoardings, slide shows, documentary films 
should be utilized to create awareness among 
the general public and the parents about the 
evils of child labour.

Movies, which are a tool of mass media 
communication, should be utilized efficiently; 
this can be done by compulsorily screening the 
documentary films before the screening of 
main movie.

The government and the NGO's should 
take the responsibility of appointing/utilizing 
professionally trained social workers to create 
awareness/ through social casework and 
social group work.

Conclusion

Any number of awareness programs or 
strategies cannot by itself solve this problem, 
unless there is an initiative, understanding and 
acceptance by the parents, employers and the 
general public that child labour is an evil to the 
society.

When we are finding it difficult to eliminate 
the practice of child labour from the organized 
sector, it is very difficult to think about the same 
in the unorganized sector and in the agriculture 
sector.

Improvement in the literacy rate, improved 
awareness among the parents, humanitarian 
gestures from the employers, efficient 
legislations and machineries to combat it are 
the general and open avenues which are 
available to eradicate child labour from our 
society.
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The above table shows that according to 
the census of 1971 Andhra Pradesh was the 
state with highest number of child labourer and 
after 40 years in 2001 census it stood second 
being Uttar Pradesh at no.1 with about with 
more than 1927997 child labourers .as the total 
number of child labourers in india has risen 
from 10753985 to 12666377, A Universal 
difficulty in obtaining accurate data may be that 
individuals fail to report child labour 
participation during surveys, for fear of 
persecution. And still the census of 2011 are 
about to be published which may show the 
further deterioration in the situation.

The following are the major reasons for 
child labour in India despite of massive Govt. 
efforts.

Poverty and Lack of Awareness Among the 
Parents : Chronic Poverty is the most 
important factor for the prevalence and 
perpetuation of child labour.  Nearly half of the 
India’s total population subsists below the 
poverty line.  Parents of the children who send 
them to work may be illiterates who are not 
much aware of the consequences of child 
labour to the child, to their family and in total to 
the society.

Unplanned family may also be one of the 
reasons for the parents to send their children 
for work and there are instances where parents 
give birth to more children as all the children 
together can contribute for a larger income for 
the family. Thus child labour defeats the goal of 
family planning.  Child labour also hinders the 
prospect of implementing the policy of 
compulsory primary education which is now 
made important by the implementation of the 
Right to Education Act, 2009.

Harsh and Inhumane Attitude of the 
Employers : The managements of the 
corporate/organized sectors have an 
inhumane attitude towards children, as their 
only intention is to make profits at the costs of 
children's health and grow without a moral or 
social responsibility.

Children come to work or parents send 
them to work due to poverty and this is 
exploited by the organized sectors. These 
corporate do not even think that the health and 

growth of a child is being hampered as they 
employ them, but think only about the 
percentage of profits they can make out of this 
cheap labour.

The official/governmental machinery 
which is to prevent child labour are just 
puppets in the hands of the job providers and 
are onlookers of this social injustices after 
getting their individual needs fulfilled by them.

Inefficient Government Machinery and 
Legislations:

Legislations are enacted to protect the 
evils in the society along with loop holes to 
bypass it. They must be enacted in such a way 
that, not a single citizen of India should think of 
neglecting the provisions in the legislations.

The governmental personnel who are 
responsible in administering the provisions of 
the legislations have a neglecting attitude as 
they are not given adequate protection when 
they discharge their duties.

Political pressure from the politicians of 
the ruling government and opposition parties 
contribute in a significant way by preventing 
the government, the official machinery and by 
helping the managements to continue with the 
evils of child labour without eradicating it.

The following  management strategies 
may be adopted to curtail this injustice done to 
children.

Severe provisions may be made in the 
enactments like closing down of the 
organization, attaching the assets of the 
promoters of the organization to the 
government to rehabilitate the students who 
were working in that organization.

Government staffs may be given due 
power and they should be dismissed from their 
jobs with a fine and imprisonment if they are 
found guilty of neglecting their duties within 
their jurisdiction.

Legislations like Goondas Act as a non 
bailable offence should be enacted and 
administrated against the erring business 
promoters, parents, government officials and 
labour contractors, if any.

The government should provide safety to 
the staff who implement the legislations 
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against child labour by taking care of their 
family and dependents, if anything untoward 
happens to him/her.

Inspector of factories should be given 
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The above table shows that according to 
the census of 1971 Andhra Pradesh was the 
state with highest number of child labourer and 
after 40 years in 2001 census it stood second 
being Uttar Pradesh at no.1 with about with 
more than 1927997 child labourers .as the total 
number of child labourers in india has risen 
from 10753985 to 12666377, A Universal 
difficulty in obtaining accurate data may be that 
individuals fail to report child labour 
participation during surveys, for fear of 
persecution. And still the census of 2011 are 
about to be published which may show the 
further deterioration in the situation.

The following are the major reasons for 
child labour in India despite of massive Govt. 
efforts.

Poverty and Lack of Awareness Among the 
Parents : Chronic Poverty is the most 
important factor for the prevalence and 
perpetuation of child labour.  Nearly half of the 
India’s total population subsists below the 
poverty line.  Parents of the children who send 
them to work may be illiterates who are not 
much aware of the consequences of child 
labour to the child, to their family and in total to 
the society.

Unplanned family may also be one of the 
reasons for the parents to send their children 
for work and there are instances where parents 
give birth to more children as all the children 
together can contribute for a larger income for 
the family. Thus child labour defeats the goal of 
family planning.  Child labour also hinders the 
prospect of implementing the policy of 
compulsory primary education which is now 
made important by the implementation of the 
Right to Education Act, 2009.

Harsh and Inhumane Attitude of the 
Employers : The managements of the 
corporate/organized sectors have an 
inhumane attitude towards children, as their 
only intention is to make profits at the costs of 
children's health and grow without a moral or 
social responsibility.

Children come to work or parents send 
them to work due to poverty and this is 
exploited by the organized sectors. These 
corporate do not even think that the health and 

growth of a child is being hampered as they 
employ them, but think only about the 
percentage of profits they can make out of this 
cheap labour.

The official/governmental machinery 
which is to prevent child labour are just 
puppets in the hands of the job providers and 
are onlookers of this social injustices after 
getting their individual needs fulfilled by them.

Inefficient Government Machinery and 
Legislations:

Legislations are enacted to protect the 
evils in the society along with loop holes to 
bypass it. They must be enacted in such a way 
that, not a single citizen of India should think of 
neglecting the provisions in the legislations.

The governmental personnel who are 
responsible in administering the provisions of 
the legislations have a neglecting attitude as 
they are not given adequate protection when 
they discharge their duties.

Political pressure from the politicians of 
the ruling government and opposition parties 
contribute in a significant way by preventing 
the government, the official machinery and by 
helping the managements to continue with the 
evils of child labour without eradicating it.

The following  management strategies 
may be adopted to curtail this injustice done to 
children.

Severe provisions may be made in the 
enactments like closing down of the 
organization, attaching the assets of the 
promoters of the organization to the 
government to rehabilitate the students who 
were working in that organization.

Government staffs may be given due 
power and they should be dismissed from their 
jobs with a fine and imprisonment if they are 
found guilty of neglecting their duties within 
their jurisdiction.

Legislations like Goondas Act as a non 
bailable offence should be enacted and 
administrated against the erring business 
promoters, parents, government officials and 
labour contractors, if any.

The government should provide safety to 
the staff who implement the legislations 
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delivery each time, bulk discounts would not be 
available and staff would be very active in 
receiving regular orders. However, if we 
maintain too much inventory we would incur a 
significant He. This is because the business 
might need more staff, equipment and storage 
space to handle high inventory levels.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Going back to the concept of inventory 
levels let us recall that the reorder level is: 
maximum usage X maximum lead time. The 
maximum level is: Reorder level + reorder 
quantity - (minimum usage X minimum lead 
time). Using these, the EOQ dictates how 
much to reorder when the reorder level is 
reached. However, by definition, whatever 
quantity is the optimum*- amount should not 
take stock levels past the maximum level. This 
is because the maximum level serves as a 
warning when inventory levels are too high for 
the business to manage properly (and where 
holding costs are significant).

EOQ only applies where the demand for a 
product is constant over the year and that each 
new order is delivered in full when the 
inventory reaches zero. There is a fixed cost 
charged for each order placed, regardless of 
the number of units ordered. There is also a 
holding or storage cost for each unit held in 
storage (sometimes expressed as a 
percentage of the purchase cost of the item). 
We want to determine the optimal number of 
units of the product to order so that we 
minimize the total cost associated with the 
purchase, delivery and storage of the product. 
The required parameters to the solution are the 
total demand for the year, the purchase cost for 
each item, the fixed cost to place the order and 
the storage cost for each item per year. Note 
that the number of times an order is placed will 
also affect the total cost, however, this number 
can be determined from the other parameters.

Corporate goals and strategies may 

sometimes conflict with EOQ. Measuring 
performance solely by inventory turns is one of 
the most prolific mistakes made in the name of 
inventory management. Many companies 
have achieved aggressive goals in increasing 
inventory turns only to find their bottom line has 
shrunk due to increased operational costs.

EOQ is essentially an accounting formula 
that determines the point at which the 
combination of order costs and inventory 
carrying costs are the least. The result is the 
most cost effective quantity to order. In 
purchasing this is known as the order quantity, 
in manufacturing it is known as the production 
lot size. While EOQ may not apply to every 
inventory situation, most organizations will find 
it beneficial in at least some aspect of their 
operation. Anytime we have repetitive 
purchasing or planning of an item, EOQ should 
be considered. Obvious applications for EOQ 
are purchase-to-stock distributors and make-
to-stock manufacturers, however, make-to-
order manufacturers should also consider 
EOQ when they have multiple orders or 
release dates for the same items and when 
planning components and sub-assemblies. 
Repetitive buy maintenance, repair, and 
operating (MRO) inventory is also a good 
application for EOQ. Though EOQ is generally 
recommended in operations where demand is 
relatively steady, items with demand variability 
such as seasonality can still use the model by 
going to shorter time periods for the EOQ 
calculation. Just make sure your usage and 
carrying costs are based on the same time 
period.

EOQ =
2 (Annual usage in units)(Order cost)

(Annual carrying cost per unit)

The Inputs

While the calculation itself is fairly simple 
the task of determining the correct data inputs 
to accurately represent your inventory and 
operation is a bit of a project. Exaggerated 
order costs and carrying costs are common 
mistakes made in EOQ calculations. Using all 
costs associated with our purchasing and 
receiving departments to calculate order cost 
or using all costs associated with storage and 
material handling to calculate carrying cost will 
give us highly inflated costs resulting in 
inaccurate results from our EOQ calculation.
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Introduction

Economic Order Quantity is the level of 
inventory that minimizes the total inventory 
holding costs and ordering costs. It is one of 
the oldest classical productions scheduling 
models. The framework used to determine this 
order quantity is also known as Wilson EOQ 
Model Or Wilson Formula. The model was 
developed by F. W. Harris in 1913, but R. H. 
Wilson, a consultant who applied it extensively, 
is given credit for his early in-depth analysis of 
it.

Inventory Models for calculating optimal 
order quantities and reorder points have been 
in existence long before the arrival of the 
computer. Inventory management requires 
classification and determination of inventory 
costs and measurement of stock levels. In 
maintaining adequate levels of inventory, it is 
necessary to order the right amount of 
inventory at the right time to maximize the 
benefits of holding inventory against its costs. 

As such, the Economic Order Quantity (EOQ) 
determines the "order quantity that minimizes 
inventory costs."

The EOQ is a function of demand, holding 
costs (He) and ordering costs (Oc). It can be 
calculated using a formula (that uses the 
aforementioned variables), table or graph. 
According to the formula, the Economic Order 
Quantity is the square root of the quotient of [2 
X Ordering Cost of a consignment X 
Demand/Holding Cost per unit). The graph of 
the EOQ demonstrates the relationship in a 
more lucid manner. The EOQ is where the 
holding cost line intersects the ordering cost 
curve.

The aim of the Economic Order Quantity is 
to minimize Total Inventory Cost. This occurs 
where the total He is equal to the total Oc. This 
is logical'because there is a trade-off between 
holding and ordering costs. If we have no 
inventory, our ordering costs would be 
exponential- our suppliers would charge for 
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delivery each time, bulk discounts would not be 
available and staff would be very active in 
receiving regular orders. However, if we 
maintain too much inventory we would incur a 
significant He. This is because the business 
might need more staff, equipment and storage 
space to handle high inventory levels.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Going back to the concept of inventory 
levels let us recall that the reorder level is: 
maximum usage X maximum lead time. The 
maximum level is: Reorder level + reorder 
quantity - (minimum usage X minimum lead 
time). Using these, the EOQ dictates how 
much to reorder when the reorder level is 
reached. However, by definition, whatever 
quantity is the optimum*- amount should not 
take stock levels past the maximum level. This 
is because the maximum level serves as a 
warning when inventory levels are too high for 
the business to manage properly (and where 
holding costs are significant).

EOQ only applies where the demand for a 
product is constant over the year and that each 
new order is delivered in full when the 
inventory reaches zero. There is a fixed cost 
charged for each order placed, regardless of 
the number of units ordered. There is also a 
holding or storage cost for each unit held in 
storage (sometimes expressed as a 
percentage of the purchase cost of the item). 
We want to determine the optimal number of 
units of the product to order so that we 
minimize the total cost associated with the 
purchase, delivery and storage of the product. 
The required parameters to the solution are the 
total demand for the year, the purchase cost for 
each item, the fixed cost to place the order and 
the storage cost for each item per year. Note 
that the number of times an order is placed will 
also affect the total cost, however, this number 
can be determined from the other parameters.

Corporate goals and strategies may 

sometimes conflict with EOQ. Measuring 
performance solely by inventory turns is one of 
the most prolific mistakes made in the name of 
inventory management. Many companies 
have achieved aggressive goals in increasing 
inventory turns only to find their bottom line has 
shrunk due to increased operational costs.

EOQ is essentially an accounting formula 
that determines the point at which the 
combination of order costs and inventory 
carrying costs are the least. The result is the 
most cost effective quantity to order. In 
purchasing this is known as the order quantity, 
in manufacturing it is known as the production 
lot size. While EOQ may not apply to every 
inventory situation, most organizations will find 
it beneficial in at least some aspect of their 
operation. Anytime we have repetitive 
purchasing or planning of an item, EOQ should 
be considered. Obvious applications for EOQ 
are purchase-to-stock distributors and make-
to-stock manufacturers, however, make-to-
order manufacturers should also consider 
EOQ when they have multiple orders or 
release dates for the same items and when 
planning components and sub-assemblies. 
Repetitive buy maintenance, repair, and 
operating (MRO) inventory is also a good 
application for EOQ. Though EOQ is generally 
recommended in operations where demand is 
relatively steady, items with demand variability 
such as seasonality can still use the model by 
going to shorter time periods for the EOQ 
calculation. Just make sure your usage and 
carrying costs are based on the same time 
period.

EOQ =
2 (Annual usage in units)(Order cost)

(Annual carrying cost per unit)

The Inputs

While the calculation itself is fairly simple 
the task of determining the correct data inputs 
to accurately represent your inventory and 
operation is a bit of a project. Exaggerated 
order costs and carrying costs are common 
mistakes made in EOQ calculations. Using all 
costs associated with our purchasing and 
receiving departments to calculate order cost 
or using all costs associated with storage and 
material handling to calculate carrying cost will 
give us highly inflated costs resulting in 
inaccurate results from our EOQ calculation.
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computer. Inventory management requires 
classification and determination of inventory 
costs and measurement of stock levels. In 
maintaining adequate levels of inventory, it is 
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not be included in carrying cost. In the EOQ 
formula, carrying cost is represented as the 
annual cost per average on hand inventory 
unit. Below are the primary components of 
carrying cost. Interest.

If one had to borrow money to pay for his 
inventory, the interest rate would be part of the 
carrying cost. If one did not borrow on the 
inventory, but has loans on other capital items, 
he can use the interest rate on those loans 
since a reduction in inventory would free up 
money that could be used to pay these loans. If 
by some miracle one is debt free he would 
need to determine how much he could make if 
the money was invested. Insurance.

Since insurance costs are directly related 
to the total value of the inventory, one would 
include this as part of carrying cost. Taxes.

If one is required to pay any taxes on the 
value of his inventory he would also be 
included.

Storage Costs

Mistakes in calculating storage costs are 
common in EOQ implementations. Generally 
companies take all costs associated with the 
warehouse and divide it by the average 
inventory to determine a storage cost 
percentage for the EOQ calculation. This tends 
to include costs that are not directly affected by 
the inventory levels and does not compensate 
for storage characteristics. Carrying costs for 
the purpose of the EOQ calculation should only 
include costs that are variable based upon 
inventory levels.

If one is running a pick/pack operation 
where one has have fixed picking locations 
assigned to each item where the locations are 
sized for picking efficiency and are not 
designed to hold the entire inventory, this 
portion of the warehouse should not be 
included in carrying cost since changes to 
inventory levels do not effect costs here. Our 
overflow storage areas would be included in 
carrying cost. Operations that use purely 
random storage for their product would include 
the entire storage area in the calculation. Areas 
such as shipping/receiving and staging areas 
are usually not included in the storage 
calculations. However if we have to add an 
additional warehouse just for overflow 

inventory then we would include all areas of the 
second warehouse as well as freight and labor 
costs associated with moving the material 
between the warehouses. Since storage costs 
are generally applied as a percentage of the 
inventory value we may need to classify our 
inventory based upon a ratio of storage space 
requirements to value in order to assess 
storage costs accurately.

There are situations where one may not 
want to include any storage costs in the EOQ 
calculation. If one's operation has excess 
storage space of which it has no other uses he 
may decide not to include storage costs since 
reducing his inventory does not provide any 
actual savings in storage costs. As our 
operation grows near a point at which we 
would need to expand our physical operations 
we may then start including storage in the 
calculation.

A portion of the time spent on cycle 
counting should also be included in carrying 
cost, remember to apply costs which change 
based upon changes to the average inventory 
level. So with cycle counting, we would include 
the time spent physically counting and not the 
time spent filling out paperwork, data entry, 
and travel time between locations.

Other costs that can be included in 
carrying cost are risk factors associated with 
obsolescence, damage, and theft. Do not 
factor in these costs unless they are a direct 
result of the inventory levels and are significant 
enough to change the results of the EOQ 
equation.

Variations

There are many variations on the basic 
EOQ model. We have listed the most useful 
ones below :

• Quantity discount logic can be programmed 
to work in conjunction with the EOQ 
formula to determine optimum order 
quantities. Most systems will require this 
additional programming.

• Additional logic can be programmed to 
determine max quantities for items 
subject to spoilage or to prevent 
obsolescence on items reaching the end 
of their product life cycle.

• When used in manufacturing to determine 
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Annual Usage

Expressed in units, this is generally the 
easiest part of the equation. We simply input 
our forecasted annual usage.

Order Cost

Also known as purchase cost or set up 
cost, this is the sum of the fixed costs that are 
incurred each time an item is ordered. These 
costs are not associated with the quantity 
ordered but primarily with physical activities 
required to process the order. For purchased 
items, these would include the cost to enter the 
purchase order and/or requisition, any 
approval steps, the cost to process the receipt, 
incoming inspection, invoice processing and 
vendor payment, and in some cases a portion 
of the inbound freight may also be included in 
order cost. It is important to understand that 
these are costs associated with the frequency 
of the orders and not the quantities ordered. 
For example, in our receiving department the 
time spent checking in the receipt, entering the 
receipt, and doing any other related paperwork 
would be included, while the time spent 
repacking materials, unloading trucks, and 
delivery to other departments would, likely be 
included. If we have inbound quality inspection 
where we inspect a percentage of the quantity 
received we would include the time to get the 
specs and process the paperwork and not 
include time spent actually inspecting, 
however if we inspect a fixed quantity per 
receipt we would then include the entire time 
including inspecting, repacking, etc. In the 
purchasing department we would include all 
time associated with creating the purchase 
order, approval steps, contacting the vendor, 
expediting, and reviewing order reports, we 
would not include time spent reviewing 
forecasts, sourcing, getting quotes (unless we 
get quotes each time we order), and setting up 
new items. All time spent dealing with vendor 
invoices would be included in order cost.

Associating actual costs to the activities 
associated with order cost is where many an 
EOQ formula runs afoul. Do not make a list of 
all of the activities and then ask the people 
performing the activities "how long does it take 
we to do this?" The results of this type of 
measurement are rarely even close to 

accurate. We have found it to be more effective 
to determine the percentage of time within the 
department consumed performing the specific 
activities and multiplying this by the total labor 
costs for a certain time period (usually a 
month) and then dividing by the line items 
processed during that same period.

It is extremely difficult to associate 
inbound freight costs with order costs in an 
automated EOQ program and we suggest it 
only if the inbound freight cost has a significant 
effect on unit cost and its effect on unit cost 
varies significantly based upon the order 
quantity*

In manufacturing, the order cost would 
include the time to initiate the work order, time 
associated with picking and issuing components 
excluding time associated with counting and 
handling specific quantities, all production 
scheduling time, machine set up time, and 
inspection time. Production scrap directly 
associated with the machine setup should also 
be included in order cost as would be any 
tooling that is discarded after each production 
run. There may be times when we want to 
artificially inflate or deflate set-up costs. If we 
lack the capacity to meet the production 
schedule using the EOQ, we may want to 
artificially increase set-up costs to increase lot 
sizes and reduce overall set up time. If we have 
excess capacity we may want to artificially 
decrease set up costs, this will increase overall 
set up time and reduce inventory investment. 
The idea being that if we are paying for the 
labor and machine overhead anyway it would 
make sense to take advantage of the savings 
in reduced inventories.

For the most part, order cost is primarily 
the labor associated with processing the order, 
however, we can include the other costs such 
as the costs of phone calls, faxes, postage, 
envelopes, etc.

Carrying cost

Also called Holding cost, carrying cost is 
the cost associated with having inventory on 
hand. It is primarily made up of the costs 
associated with the inventory investment and 
storage cost. For the purpose of the EOQ 
calculation, if the cost does not change based 
upon the quantity of inventory on hand it should 
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not be included in carrying cost. In the EOQ 
formula, carrying cost is represented as the 
annual cost per average on hand inventory 
unit. Below are the primary components of 
carrying cost. Interest.

If one had to borrow money to pay for his 
inventory, the interest rate would be part of the 
carrying cost. If one did not borrow on the 
inventory, but has loans on other capital items, 
he can use the interest rate on those loans 
since a reduction in inventory would free up 
money that could be used to pay these loans. If 
by some miracle one is debt free he would 
need to determine how much he could make if 
the money was invested. Insurance.

Since insurance costs are directly related 
to the total value of the inventory, one would 
include this as part of carrying cost. Taxes.

If one is required to pay any taxes on the 
value of his inventory he would also be 
included.

Storage Costs

Mistakes in calculating storage costs are 
common in EOQ implementations. Generally 
companies take all costs associated with the 
warehouse and divide it by the average 
inventory to determine a storage cost 
percentage for the EOQ calculation. This tends 
to include costs that are not directly affected by 
the inventory levels and does not compensate 
for storage characteristics. Carrying costs for 
the purpose of the EOQ calculation should only 
include costs that are variable based upon 
inventory levels.

If one is running a pick/pack operation 
where one has have fixed picking locations 
assigned to each item where the locations are 
sized for picking efficiency and are not 
designed to hold the entire inventory, this 
portion of the warehouse should not be 
included in carrying cost since changes to 
inventory levels do not effect costs here. Our 
overflow storage areas would be included in 
carrying cost. Operations that use purely 
random storage for their product would include 
the entire storage area in the calculation. Areas 
such as shipping/receiving and staging areas 
are usually not included in the storage 
calculations. However if we have to add an 
additional warehouse just for overflow 

inventory then we would include all areas of the 
second warehouse as well as freight and labor 
costs associated with moving the material 
between the warehouses. Since storage costs 
are generally applied as a percentage of the 
inventory value we may need to classify our 
inventory based upon a ratio of storage space 
requirements to value in order to assess 
storage costs accurately.

There are situations where one may not 
want to include any storage costs in the EOQ 
calculation. If one's operation has excess 
storage space of which it has no other uses he 
may decide not to include storage costs since 
reducing his inventory does not provide any 
actual savings in storage costs. As our 
operation grows near a point at which we 
would need to expand our physical operations 
we may then start including storage in the 
calculation.

A portion of the time spent on cycle 
counting should also be included in carrying 
cost, remember to apply costs which change 
based upon changes to the average inventory 
level. So with cycle counting, we would include 
the time spent physically counting and not the 
time spent filling out paperwork, data entry, 
and travel time between locations.

Other costs that can be included in 
carrying cost are risk factors associated with 
obsolescence, damage, and theft. Do not 
factor in these costs unless they are a direct 
result of the inventory levels and are significant 
enough to change the results of the EOQ 
equation.

Variations

There are many variations on the basic 
EOQ model. We have listed the most useful 
ones below :

• Quantity discount logic can be programmed 
to work in conjunction with the EOQ 
formula to determine optimum order 
quantities. Most systems will require this 
additional programming.

• Additional logic can be programmed to 
determine max quantities for items 
subject to spoilage or to prevent 
obsolescence on items reaching the end 
of their product life cycle.

• When used in manufacturing to determine 

Anusandhanika / Vol. III / No. II / July 2011-142-

Annual Usage

Expressed in units, this is generally the 
easiest part of the equation. We simply input 
our forecasted annual usage.

Order Cost

Also known as purchase cost or set up 
cost, this is the sum of the fixed costs that are 
incurred each time an item is ordered. These 
costs are not associated with the quantity 
ordered but primarily with physical activities 
required to process the order. For purchased 
items, these would include the cost to enter the 
purchase order and/or requisition, any 
approval steps, the cost to process the receipt, 
incoming inspection, invoice processing and 
vendor payment, and in some cases a portion 
of the inbound freight may also be included in 
order cost. It is important to understand that 
these are costs associated with the frequency 
of the orders and not the quantities ordered. 
For example, in our receiving department the 
time spent checking in the receipt, entering the 
receipt, and doing any other related paperwork 
would be included, while the time spent 
repacking materials, unloading trucks, and 
delivery to other departments would, likely be 
included. If we have inbound quality inspection 
where we inspect a percentage of the quantity 
received we would include the time to get the 
specs and process the paperwork and not 
include time spent actually inspecting, 
however if we inspect a fixed quantity per 
receipt we would then include the entire time 
including inspecting, repacking, etc. In the 
purchasing department we would include all 
time associated with creating the purchase 
order, approval steps, contacting the vendor, 
expediting, and reviewing order reports, we 
would not include time spent reviewing 
forecasts, sourcing, getting quotes (unless we 
get quotes each time we order), and setting up 
new items. All time spent dealing with vendor 
invoices would be included in order cost.

Associating actual costs to the activities 
associated with order cost is where many an 
EOQ formula runs afoul. Do not make a list of 
all of the activities and then ask the people 
performing the activities "how long does it take 
we to do this?" The results of this type of 
measurement are rarely even close to 

accurate. We have found it to be more effective 
to determine the percentage of time within the 
department consumed performing the specific 
activities and multiplying this by the total labor 
costs for a certain time period (usually a 
month) and then dividing by the line items 
processed during that same period.

It is extremely difficult to associate 
inbound freight costs with order costs in an 
automated EOQ program and we suggest it 
only if the inbound freight cost has a significant 
effect on unit cost and its effect on unit cost 
varies significantly based upon the order 
quantity*

In manufacturing, the order cost would 
include the time to initiate the work order, time 
associated with picking and issuing components 
excluding time associated with counting and 
handling specific quantities, all production 
scheduling time, machine set up time, and 
inspection time. Production scrap directly 
associated with the machine setup should also 
be included in order cost as would be any 
tooling that is discarded after each production 
run. There may be times when we want to 
artificially inflate or deflate set-up costs. If we 
lack the capacity to meet the production 
schedule using the EOQ, we may want to 
artificially increase set-up costs to increase lot 
sizes and reduce overall set up time. If we have 
excess capacity we may want to artificially 
decrease set up costs, this will increase overall 
set up time and reduce inventory investment. 
The idea being that if we are paying for the 
labor and machine overhead anyway it would 
make sense to take advantage of the savings 
in reduced inventories.

For the most part, order cost is primarily 
the labor associated with processing the order, 
however, we can include the other costs such 
as the costs of phone calls, faxes, postage, 
envelopes, etc.

Carrying cost

Also called Holding cost, carrying cost is 
the cost associated with having inventory on 
hand. It is primarily made up of the costs 
associated with the inventory investment and 
storage cost. For the purpose of the EOQ 
calculation, if the cost does not change based 
upon the quantity of inventory on hand it should 
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making inventory models work. Ironically, 
software advancements may also be to blame, 
in part. Many ERP packages have built in 
calculations for EOQ that work automatically, 
so the users do not know how it is calculated 
and therefore do not understand the data 
inputs and system set up that control the 
output. When the output appears to be out of 
whack, it is simply ignored. This can create a 
situation in which the executives who 
purchased the software incorrectly assume 
that material planners and purchasing clerks 
are placing orders based on the system's 
recommendations. In addition, many organizations 
find these built-in EOQ calculations 
inadequate and in need of modification to deal 
with the diversity of their product groups and 
processes.

Corporate goals and strategies can 
sometimes conflict with EOQ. Measuring 
performance by inventory turns is one of the 
most prolific mistakes made in the name of 
inventory management. Many companies 
have achieved aggressive goals in increasing 
inventory turns only to find their bottom line has 
shrunk due to increased operational costs.

References

1. Charles Atkinson : Average Inventory 
Levels, The Economists Journal, 
Pittsburgh, 2006. Norman, E.A. : 
Inventory Basics, Theories & Formulae, 
London School of Publications, 2005. 
Richard, B.V. & Dele Arumeni : Notes from 
an Inventory Management Consulting 
Job, 2006

2. Yali. D. & Moiky. S., Dell Computers - A 
Case Study in Low Inventory, Princeton 
University Press, 2005

3. Hax AC and Candea D. , Production and 
Operations Management, Prentice-Hall, 
Englewood Cl i ffs ,  NJ,  pp.  135,  
http://catalogue.nla.gov.au/Record/7722
07

4. Andrew Caplin and John Leahy, 
Economic Theory and the World of 
Practice: A Celebration of the (S,s) Model, 
Journal of Economic Perspectives, Winter 
2010, V 24, N 1

5. Hadley G. and Whitin T.M., Analysis of 
Inventory Systems,Englewood Cliffs, New 
Jersey : Prentice-Hall, 1963

6. David Smith, Quick Die Change, Society 
of Manufacturing Engineers, Dearborn, 
Michigan, 2005

Anusandhanika / Vol. III / No. II / July 2011-144-

lot sizes where production runs are very 
long (weeks or months) and finished 
product is being released to stock and 
consumed sold throughout the production 
run we may need to take into account the 
ratio of production to consumption to more 
accurately represent the average 
inventory level.

• Our safety stock calculation may take into 
account the order cycle time that is driven 
by the EOQ. If so, we may need to tie the 
cost of the change in safety stock levels 
into the formula.

Implementation of EOQ

There are primarily two ways to implement 
EOQ. Both methods obviously require that one 
has already determined the associated costs. 
The simplest method is to set up one's 
calculation in a spreadsheet program, 
manually calculate EOQ one item at a time, 
and then manually enter the order quantity into 
the inventory system. If one's inventory has 
fairly steady demand and costs and he has 
less than one or two thousand SKUs one can 
probably get by using this method once per 
year. If we have more than a couple thousand 
SKUs and/or higher variability in demand and 
costs we will need to program the EOQ formula 
into our existing inventory system. This allows 
us to quickly re-calculate EOQ automatically 
as often as needed. We can also use a hybrid 
of the two systems by downloading our data to 
a spreadsheet or database program, perform 
the calculations and then update our inventory 
system either manually or through a batch 
program. Whichever method we use we 
should make sure to follow the following steps 

• Test the formula. Prior to final implementation 
we must test the programming and setup. 
Run the EOQ program and then manually 
check the results using sample items that 
are representative of the variations of our 
inventory base.

• Project results. We'll need to run a 
simulation or use a representative 
sampling of items to determine the overall 
short term and long term effects the EOQ 
calculation will have on warehouse space, 
cash, flow and operations. Dramatic 
increases in inventory levels may not be 

immediately feasible, if this is the case 
one may temporarily adjust the formula 
until arrangements can be made to handle 
the additional storage requirements and 
compensate for the effects on cash flow. If 
the projection shows inventory levels 
dropping and order frequency increasing, 
we may need to evaluate staffing, 
equipment and process changes to 
handle the increased activity.

• Maintain EOQ. The values for Order cost 
and Carrying cost should be evaluated at 
least once per year taking into account 
any changes in interest rates, storage 
costs and operational costs. A related 
calculation is the Total Annual Cost 
calculation. This calculation can be used 
to prove the EOQ calculation. Total Annual 
Cost=[(annualusage in units)/(order 
quantity) (orde cost)] + {[ 5(order quantity) 
+ (safety stock)]* (annual carrying cost per 
unit)}. This formula is also very useful 
when comparing quotes where vendors 
offer different minimum order quantities, 
price breaks, lead times, transportation 
costs.

Conclusion

The EOQ calculation is "Hard Science", if 
we have accurate inputs the output is the most 
cost effective quantity to order based upon our 
current operational costs. To further increase 
inventory turns we will need to reduce the order 
costs. E procurement, vendor managed 
inventor ies,  barcoding,  and vendor 
certification programs can reduce the costs 
associated with processing an order. 
Equipment enhancements and process 
changes can reduce costs associated with 
manufacturing set up. Increasing forecast 
accuracy and reducing lead times which result 
in the ability to operate with reduced safety 
stock can also reduce inventory levels.

In these days of advanced information 
technology, many companies are still not 
taking advantage of fundamental inventory 
models? Part of the answer lies in poor results 
they may have received due to inaccurate data 
inputs. Accurate product costs, activity costs, 
forecasts, history and lead times are crucial to 
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making inventory models work. Ironically, 
software advancements may also be to blame, 
in part. Many ERP packages have built in 
calculations for EOQ that work automatically, 
so the users do not know how it is calculated 
and therefore do not understand the data 
inputs and system set up that control the 
output. When the output appears to be out of 
whack, it is simply ignored. This can create a 
situation in which the executives who 
purchased the software incorrectly assume 
that material planners and purchasing clerks 
are placing orders based on the system's 
recommendations. In addition, many organizations 
find these built-in EOQ calculations 
inadequate and in need of modification to deal 
with the diversity of their product groups and 
processes.

Corporate goals and strategies can 
sometimes conflict with EOQ. Measuring 
performance by inventory turns is one of the 
most prolific mistakes made in the name of 
inventory management. Many companies 
have achieved aggressive goals in increasing 
inventory turns only to find their bottom line has 
shrunk due to increased operational costs.
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lot sizes where production runs are very 
long (weeks or months) and finished 
product is being released to stock and 
consumed sold throughout the production 
run we may need to take into account the 
ratio of production to consumption to more 
accurately represent the average 
inventory level.

• Our safety stock calculation may take into 
account the order cycle time that is driven 
by the EOQ. If so, we may need to tie the 
cost of the change in safety stock levels 
into the formula.

Implementation of EOQ

There are primarily two ways to implement 
EOQ. Both methods obviously require that one 
has already determined the associated costs. 
The simplest method is to set up one's 
calculation in a spreadsheet program, 
manually calculate EOQ one item at a time, 
and then manually enter the order quantity into 
the inventory system. If one's inventory has 
fairly steady demand and costs and he has 
less than one or two thousand SKUs one can 
probably get by using this method once per 
year. If we have more than a couple thousand 
SKUs and/or higher variability in demand and 
costs we will need to program the EOQ formula 
into our existing inventory system. This allows 
us to quickly re-calculate EOQ automatically 
as often as needed. We can also use a hybrid 
of the two systems by downloading our data to 
a spreadsheet or database program, perform 
the calculations and then update our inventory 
system either manually or through a batch 
program. Whichever method we use we 
should make sure to follow the following steps 

• Test the formula. Prior to final implementation 
we must test the programming and setup. 
Run the EOQ program and then manually 
check the results using sample items that 
are representative of the variations of our 
inventory base.

• Project results. We'll need to run a 
simulation or use a representative 
sampling of items to determine the overall 
short term and long term effects the EOQ 
calculation will have on warehouse space, 
cash, flow and operations. Dramatic 
increases in inventory levels may not be 

immediately feasible, if this is the case 
one may temporarily adjust the formula 
until arrangements can be made to handle 
the additional storage requirements and 
compensate for the effects on cash flow. If 
the projection shows inventory levels 
dropping and order frequency increasing, 
we may need to evaluate staffing, 
equipment and process changes to 
handle the increased activity.

• Maintain EOQ. The values for Order cost 
and Carrying cost should be evaluated at 
least once per year taking into account 
any changes in interest rates, storage 
costs and operational costs. A related 
calculation is the Total Annual Cost 
calculation. This calculation can be used 
to prove the EOQ calculation. Total Annual 
Cost=[(annualusage in units)/(order 
quantity) (orde cost)] + {[ 5(order quantity) 
+ (safety stock)]* (annual carrying cost per 
unit)}. This formula is also very useful 
when comparing quotes where vendors 
offer different minimum order quantities, 
price breaks, lead times, transportation 
costs.

Conclusion

The EOQ calculation is "Hard Science", if 
we have accurate inputs the output is the most 
cost effective quantity to order based upon our 
current operational costs. To further increase 
inventory turns we will need to reduce the order 
costs. E procurement, vendor managed 
inventor ies,  barcoding,  and vendor 
certification programs can reduce the costs 
associated with processing an order. 
Equipment enhancements and process 
changes can reduce costs associated with 
manufacturing set up. Increasing forecast 
accuracy and reducing lead times which result 
in the ability to operate with reduced safety 
stock can also reduce inventory levels.

In these days of advanced information 
technology, many companies are still not 
taking advantage of fundamental inventory 
models? Part of the answer lies in poor results 
they may have received due to inaccurate data 
inputs. Accurate product costs, activity costs, 
forecasts, history and lead times are crucial to 
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agencies around 1970. In the Indian market we 
have more than 11,000 branded products 
extensively advertised in all languages. Press 
advertisement accounts for about 50 percent 
and TV/Radio account for about 20 percent of 
the total advertising costs.

The Advertising Industry in Indias growing 
at an average rate of 10-12% p.a. Over 80% of 
the business is from Mumbai and Delhi 
followed by Bangalore and Chennai. 
amounting to US$ 100 million for this year 
alone. The Indian advertising Industry is also 
forecast to expand 10 percent annually.

Impact of Advertising

Advertising is closely linked with 
economic development in the long term. 
Advertising could theoretically be a tool to 
alleviate the economic pain arising from 
extremes swings in the business cycle. A 
knowledgeable business person anticipating a 
booming economy and capacity production 
should reduce advertising expenditure. 

Conversely when the economy is weak and 
orders are needed many firms should increase 
their advertising. Since the extremes of a 
business cycle cause Inflation or unemployment 
any mechanism to stabilize condition would be 
an economic benefit.

Advertising can maximize the demand for 
goods and services. In active demand is often 
latent within the consumer waiting to be 
brought into each person’s consciousness 
through advertising. Advertising can stimulate 
the demand for any product in three basic 
ways. First present users may be persuaded to 
increase present rates of product consumption. 
A second way is to tell present users about new 
uses for the product. And drawing new users 
into the market for the product is the third 
alternative for the firm seeking to increase 
demand. Advertising does increase sales, the 
Increase may favourably affect product cost. 
Increased sales are worthless unless lead to 
increased profit. Advertising may affect the 
profit performance of a business firm.

Advertising Planning and Decision Making

Situation 
Analysis

Consumer / market Analysis

Competitive Analysis

Marketing Program
Role advertising, Sales force, price promotion
public relations.

Advertising Plan
Objectives / Segmentation message strategy and
tactics

Implementation Facilitating Agencies social and legal constraints

Figure 1 (a) :- Framework for advertising planning and decision making.

The Major internal and external factors 
involved in advertisement planning and 
decision making are shown in figure 1(a). The 
marketing programe advertising Plan are the 
key consideration as suggested in the 
diagram. The three legs of Advertising 
planning concern objective setting and target 
market identification message strategy and 
tactics and Media strategy and tactics.

The advertising managers needs to 

engage in situation analysis with respect to the 

market conditions that are operating at the 

time and to assess the consumer or market, 

competitive facilitating agency and social legal 

and global factors that will affect decision 

making and the development of the plan
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Introduction

The success of a business depends a lot 
on advertising skills used while promoting its 
products. In today’s competitive world 
advertising helps a business to reach its target 
audience through a well planned campaign. 
Nothing except the mint can make money 
without advertising. Mass production and 
mass distribution totally depend on all forms of 
advertising and publicity. It is the backbone of 
modern national and International marketing.

Advertising is the business of people, for 
the people and by the people. Today, the word 
‘advertisement’ is a very common term known 
to us. We see it on television, in the Radio, in 
the sky, in the newspaper, in the magazines. It 
is a part of our daily life and every one is 
conscious of it.

The term “advertising” is derived from the 
latin word ‘adventere’ which means to turn the 
attention. Every piece of advertising turns the 
attention of the listeners or the viewers or the 
onlookers towards a product. It is the power 
packed process pertaining to the dissemination 
of Information concerning an idea, service or a 
product to impel an action in line with the 
intension of an advertiser. Advertising is 
salesmanship in print. It is the magnate that 
motivates the world of business. It is a 
tantalizing technique of popularizing a product. 
It is that magic force which turns an instinct into 
acquisition, a desire into demand and a dream 
into reality by influencing the consumption, 
directing the production, diverting the 
distribution and affecting the very course of 

exchange the secondary data collected from 
different published sources such as Articles, 
Business Journals, newsletters etc.

Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

In the 21st Century, marketing promotion 
principles could certainly benefit the 
Organization, the consumer and change the 
socio-economic and environmental system. 
Marketing promotion is a communication tools 
used by a firm to carry out the promotion 
process and to communicate directly with a 
target market. These communication tools 
include advertising, direct marketing, E-
Commerce, sales promotion, event sponsorships, 
point  of  purchase display,  Support  
Communication, public relation and personal 
selling.

Advertising Structure in Indian Market

Since 1980, advertising in India has 
demonstrated phenomenal growth-growth in 
size, quality range of services in total 
expenditure in advertising per year. In 1950 
advertising expenditure was hardly Rs. 5 
Crores. Rs 1000 Crores and it may be around 
Rs 2010 Crores by 2012 A.P. There are now 
600 Advertising Agencies. By 1988 it rose to 
whereas there were just 100 advertising 

Anusandhanika / Vol. III / No. II / July 2011 / pp. 146-148 ISSN 0974 - 200X

Advertising in Modern Marketing Promotion

Abstract

Advertising is one of the many marketing tools that are used to attract attention of prospective customers to a 
business or its products and services. The more effective an advertising campaign, the more customer it 
draws and with greater frequency. Advertising is part of the overall marketing strategy of a business. 
Advertising is paid non personal communication using various methods to reach the audience. This article 
examines the Importance of Advertising and different aspects of Advertising.

Keywords: Advertising Structure Impact, advertising Planning decision making



Anusandhanika / Vol. III / No. II / July 2011-147-

agencies around 1970. In the Indian market we 
have more than 11,000 branded products 
extensively advertised in all languages. Press 
advertisement accounts for about 50 percent 
and TV/Radio account for about 20 percent of 
the total advertising costs.

The Advertising Industry in Indias growing 
at an average rate of 10-12% p.a. Over 80% of 
the business is from Mumbai and Delhi 
followed by Bangalore and Chennai. 
amounting to US$ 100 million for this year 
alone. The Indian advertising Industry is also 
forecast to expand 10 percent annually.

Impact of Advertising

Advertising is closely linked with 
economic development in the long term. 
Advertising could theoretically be a tool to 
alleviate the economic pain arising from 
extremes swings in the business cycle. A 
knowledgeable business person anticipating a 
booming economy and capacity production 
should reduce advertising expenditure. 

Conversely when the economy is weak and 
orders are needed many firms should increase 
their advertising. Since the extremes of a 
business cycle cause Inflation or unemployment 
any mechanism to stabilize condition would be 
an economic benefit.

Advertising can maximize the demand for 
goods and services. In active demand is often 
latent within the consumer waiting to be 
brought into each person’s consciousness 
through advertising. Advertising can stimulate 
the demand for any product in three basic 
ways. First present users may be persuaded to 
increase present rates of product consumption. 
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into the market for the product is the third 
alternative for the firm seeking to increase 
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Increased sales are worthless unless lead to 
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profit performance of a business firm.

Advertising Planning and Decision Making

Situation 
Analysis

Consumer / market Analysis

Competitive Analysis

Marketing Program
Role advertising, Sales force, price promotion
public relations.

Advertising Plan
Objectives / Segmentation message strategy and
tactics

Implementation Facilitating Agencies social and legal constraints

Figure 1 (a) :- Framework for advertising planning and decision making.

The Major internal and external factors 
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Impact of Retail Management in the
growth of Indian Economy

Abstract

The retail sector in India is witnessing a huge revamping exercise as traditional markets made way for new 

formats such as departmental stores, hyper-markets, supermarkets and specialty stores. Western- Style 

malls have being appearing in metros and second-rung cities alike introducing the Indian consumer to a 

shopping experience like never before. The sector is at an inflexion point where the growth of organized 

retailing and growth in the consumption by the Indian population is witnessing a significant change in its 

demographics. Organized retail is an all time high in India. The retail industry needs to get organized and 

drive its own destiny. The government needs to be lobbied with, to help create a conducive environment so 

that the latent entrepreneurial spirit can get unleashed and ultimately value can be delivered to consumers 

who will push their shopping carts and participate actively in great retail boom.
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Introduction

Retailing encompasses the business 

activities involved in selling goods and 

services to consumers for their personal, 

family or household use. Retailing can be 

defined as including every sale to the final 

consumer (ranging from cars to apparel to 

meals at restaurants). The retailing concept is 

fairly easy to adopt. It means communicating 

with shoppers and viewing their desires as 

critical to the firm’s success, having a 

consistent strategy (such as offering designer 

brands, plentiful sales personnel, attractive 

displays and above- average prices in an 

upscale store), offering prices perceived as 

“fair” (a good value for the money) by 

customers, and working to archive meaningful, 

specific and reachable goals. However, the 

retailing concept is only a strategic guide. It 

does not deal with a firm’s internal capabilities 

or competitive advantages but offers a broad 

planning framework.

Loblaws has sincere long-term desire to 

please customers. To do so, it uses a customer 

centered, Chain-wide approach to strategy 

development and implementation, It is value- 

driven and it has clear goals. It has given the 

retailing concept which should be understood 

and applied by all retailers:-

(i) Customer Orientation : The retailer 

determines the attributes and needs of its 

customers and endeavours to satisfy 

these needs to the fullest.

(ii) Co-Ordinated effort :The retailer 

integrates all plans and activities to 

maximize efficiency.

(iii) Value driven: The retailer offers good 

value to customers, whether it be upscale 

or discount. This means having prices 

appropriate for the level of products and 

customer service.

(iv) Goal Orientation: The retailer sets goals 

and then uses its strategy to attain them.
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Problems and Prospects Advertising

Language is one of the major problems to 
effective communication through advertising. 
The problem involves different languages or 
dialects within one country low literacy in India 
seriously impedes communication and calls for 
greater creativity and use of verbal media. 
Multiple languages within a country or 
advertising area pose another problem for the 
advertisers. Communication is more different 
because cultural factors largely determine the 
way various phenomena are perceived. If the 
perceptual framework is different perception of 
the message itself differs.

In India, Advertising is still growing and 
what’s more a majority of Indian entrepreneurs 
are yet to taste the power and benefit of 
Advertising. The future of Advertising in India is 
sound. Advertising today is only 0.3% of our 
G.D.P. In the US, despite the size of its 
economy it is 2.5% . And in many small, but 
advanced countries it is close to 3.0% . In US, 
the current ad spend estimate is USD 244 
billion, which makes it a per capita of USD 847. 
In India at Rs 8000 Crore and even if we take 
the consuming population at just 200 million 
the per capita expenditure works out to Rs. 400 
or just 8 USD. We need to change  and to be 
more pro-active in moulding the environment.

Conclusion

Advertisement is a persuasive communication 
which attempts to change or reinforce one’s 
prior atitude and it is basically done not only to 
inform customers about products, rather it is 

a process which further influences and 
persuades customers to purchase the product. 
The Role of advertising within an economy can 
not be over emphasized. Advertising is an 
integral part of our social and economic system 
evolving into a vital communication system 
that gives business and consumers the ability 
to deliver carefully prepared message to target 
audiences. It is to be taken into consideration 
that Advertising expenses is not only factor to 
determines sales Revenue of an Organization. 
Advertising expenses are one of the various 
crucial factors which determine sales of any 
company through increasing popularity of 
product/services among customers. So, the 
other organizations need to take care of this 
factor while formulating their strategies relating 
to spending on advertising.
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The Government can play a meaningful 

role:-

Some of the key changes that require the 
support of the central and State govt. are:-

• Grant industry status to retail.

• Expand rail network density and wagon 
capacity.

• Substantially reduce license requirements 
and offer a single windows facility.

• Over-come power shortage through 
privatization and infrastructure investment.

• Improve management of city planning 
exercises, with due attention to creating 
adequate commercial space.

• Amend labour laws to be more supportive 
of retail requirements (24x 7 x 305)

• Eliminate any remaining octroi taxes

factors contribute to India being the most 

attractive retail target market. A stable 

democracy provides an economic and social 

background that comforts big international 

organizations. On the economic front, the 

country has seen over 7% GDP growth for the 

last few years, driving increasing prosperity 

and consumerism.
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1998 201
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Category-wise share in organized retail

Year Total retail
Market size (USD Bn)

Source: Economist intelligence unit, Euromonitor, A.T. 
Kearney analysis.

Conclusion

Retailing in India is emerging as one of the 

largest industries, with a total market size of 

USD 320 billion in 2006 and growing at a 

healthy CAGR of 5%. Rising incomes and 

increased consumerism in urban areas along 

with an upswing in rural consumption will 

further fuel this growth to around 7-8%. Many 
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Materials and Methods

This study is mainly based on the use of 
available literature in the form of books, 
Journals, reports etc. The approach followed in 
this paper is purely textual. The materials used 
have at times been drawn from the website and 
extreme care has been taken to be objective in 
approach.

Results and Discussions

India is currently facing the world’s most 
dynamic combination of highly informed 
rapidly increasing consumption levels across 
various retail product categories and 
geographies on the other. Growing consumer 
demands and the consequent response of 
leading businesses have created a more 
complex and competitive market place- one 
that requires each firm to be more adaptive to 
consumer needs and more aggressive at 
exploiting their unique capabilities to meet 
those needs. In the context of Indian consumer 
products and retail companies, this spells 
multiple challenges and opportunities for them.

Having emerged as the world’s most 
attractive market for global retailers, India still 
faces alarming issues that pose a serious 
hurdle to the growth opportunities that the retail 
industry promises for the country’s economic 
progress. The overall positive outlook of the 
present business conditions is tempered by 
the fact that the country is grappling with 
severe infrastructure and policy issues. Cold 
chain, warehousing and logistics infrastructure 
will fast become unmanageable challenges for 
India, if pro-active action is not taken soon.

The Indian retail sector is at an inflection 
point, with organized retail poised for an 
appropriately 35 percent compounded annual 
growth rate (CAGR). However, value at around 
USD 320 billion, the Indian retail sector is still 
relatively small by global standards, with retail 
giants like wal-mart alone reporting over USD 
315 billion in Global sales.

But India is catching up and catching up 

fast. For two year in a row, A.T Kearney has 

ranked India at the top of the Global retail 

development index. Several of the major 

Indian conglomerates have announced and 

are in the process of implementing major retail 

projects (Reliance, AV Birla Group, Tata, etc), 

existing retailers continue to experiment with 

new formats and concepts (Pantaloon, 

Shopper’s stop etc), many of the multi-national 

retailers are pacing the sidelines and 

evaluating different ways to participate and 

mall development continues at a staggering 

pace.

The issues that need to be addressed:-

A retail consumer in India today still does 
not enjoy the value that organized retail has 
brought to the table in some international 
settings. Groceries sold in hypermarkets are 
still priced higher in comparison to those sold 
by local street vendors, parking and traffic at 
large format stores continues to be a 
challenge, and it is not easy finding experienced 
and polished sales floor associates. These 
symptoms are caused by some core issues 
that are preventing the next level of maturation 
in the Indian retail industry.

These issues are :-

• Under developed supply chain capabilities.

• Inadequate utilities.

• IT Infrastructure hurdles

• Supply base (Vendor) hurdles

• Inadequate human resources

• Limited consumer insights.

• Taxation challenges.

• Real estate hurdles.

• Insufficient government incentives.

• Policy related hurdles.

Category-wise share in organized retail

Items % of Share

Clothing, Textiles & 40%

Fashion Accessories

Food & Grocery 19%

Durables 13%

Footwear 9%

Jewellery & Watches 7%

Home Décor 7%

Books, Music & Gifts 3%

Beauty Products 2%
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further fuel this growth to around 7-8%. Many 
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Materials and Methods

This study is mainly based on the use of 
available literature in the form of books, 
Journals, reports etc. The approach followed in 
this paper is purely textual. The materials used 
have at times been drawn from the website and 
extreme care has been taken to be objective in 
approach.

Results and Discussions

India is currently facing the world’s most 
dynamic combination of highly informed 
rapidly increasing consumption levels across 
various retail product categories and 
geographies on the other. Growing consumer 
demands and the consequent response of 
leading businesses have created a more 
complex and competitive market place- one 
that requires each firm to be more adaptive to 
consumer needs and more aggressive at 
exploiting their unique capabilities to meet 
those needs. In the context of Indian consumer 
products and retail companies, this spells 
multiple challenges and opportunities for them.

Having emerged as the world’s most 
attractive market for global retailers, India still 
faces alarming issues that pose a serious 
hurdle to the growth opportunities that the retail 
industry promises for the country’s economic 
progress. The overall positive outlook of the 
present business conditions is tempered by 
the fact that the country is grappling with 
severe infrastructure and policy issues. Cold 
chain, warehousing and logistics infrastructure 
will fast become unmanageable challenges for 
India, if pro-active action is not taken soon.

The Indian retail sector is at an inflection 
point, with organized retail poised for an 
appropriately 35 percent compounded annual 
growth rate (CAGR). However, value at around 
USD 320 billion, the Indian retail sector is still 
relatively small by global standards, with retail 
giants like wal-mart alone reporting over USD 
315 billion in Global sales.

But India is catching up and catching up 

fast. For two year in a row, A.T Kearney has 

ranked India at the top of the Global retail 

development index. Several of the major 

Indian conglomerates have announced and 

are in the process of implementing major retail 

projects (Reliance, AV Birla Group, Tata, etc), 

existing retailers continue to experiment with 

new formats and concepts (Pantaloon, 

Shopper’s stop etc), many of the multi-national 

retailers are pacing the sidelines and 

evaluating different ways to participate and 

mall development continues at a staggering 

pace.

The issues that need to be addressed:-

A retail consumer in India today still does 
not enjoy the value that organized retail has 
brought to the table in some international 
settings. Groceries sold in hypermarkets are 
still priced higher in comparison to those sold 
by local street vendors, parking and traffic at 
large format stores continues to be a 
challenge, and it is not easy finding experienced 
and polished sales floor associates. These 
symptoms are caused by some core issues 
that are preventing the next level of maturation 
in the Indian retail industry.

These issues are :-

• Under developed supply chain capabilities.

• Inadequate utilities.

• IT Infrastructure hurdles

• Supply base (Vendor) hurdles

• Inadequate human resources

• Limited consumer insights.

• Taxation challenges.

• Real estate hurdles.

• Insufficient government incentives.

• Policy related hurdles.

Category-wise share in organized retail

Items % of Share

Clothing, Textiles & 40%

Fashion Accessories

Food & Grocery 19%

Durables 13%

Footwear 9%

Jewellery & Watches 7%

Home Décor 7%

Books, Music & Gifts 3%

Beauty Products 2%
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into business ideas which can be converted 

into reality with little capital investment and 

almost nil formalities to start a small business. 

Small industries also enjoy the advantage of 

low cost of production locally available 

resources are less expensive. Establishment 

and running costs of small industries are on the 

lower side because of low overhead expenses. 

Infact with the low cost of production which 

small industries enjoy their competitive 

strength.

Materials and Methods

The study is primarily based on secondary 
data. The  data regarding the small scale 
industries are collected from MSME 
development institute, Ranchi, Director of 
Industries, Govt. of Jharkhand, Ranchi. 
Growth of small scale industries are analyzed 
by computing percentage rate of  change & 
trend rate of growth.

Result and Discussions

SSI's are classified as (i) Traditional small 
industries (ii) Modern small industries. 
Traditional industries include, khadi & 
Hadloom, village industries, handicrafts, 
sericulture, coir etc. modern small industries 
produce wide-ranging goods from simple to 
sophisticated goods. In case of Jharkhand 
traditional small industries are more relevant. 
The state of Jharkhand is blessed with huge 

natural resources such as minerals forests 
water resources energy resources, fertile land 
etc. it is also gifted with relatively moderate 
climate good rainfall good rail & road 
communication, technical educational 
facilities, research laboratories, management 
institutes etc, with a view to inculcate  rapid 
growth in industrial sector such industries 
which aim to exploit natural resources 
available in Jharkhand and which can 
generate employment for local inhabitants are 
being classified as thrust area of industrial 
development of the state.

Analysis of the performance of small scale 
industries

The small scale industries (SSI) gathered 
momentum along with industrialization and 
economic growth. It started  growing due to the 
vision of our late Prime Minister  Jawahar Lal 
Nehru who sought to develop core industry 
and have a sustaining  sector  in the form of 
small scale enterprises. Being a labour 
intensive sector they offer a higher productivity 
of capital than capital intensive enterprises due 
to low investment per worker. The SSI today 
constitutes a very  important segment of Indian 
economy as they help in dispersal of 
industries, rural development and the 
decentralization of economic power. The 
dimension of growth of small scale  industries 
during the study period is discussed with the 
help  of following table on the basis of selected 
variables, number of units, investment and 
employment for Jharkhand.

Table - 1

Performance of SSI Sector in Jharkhand

Year Total SSI Units
Investment (in

lakhs)
Employment (Per

person)

2000-01 2804 3568.38 6908

2001-02 2852 3440.24 7048

2002-03 2600 2567.69 6756

2003-04 2945 3170.27 7083

2004-05 2806 3788.59 7285

2005-06 2828 4050.38 6696

2006-07 1864 4585.502 5467

2007-08 735 11374.03 6672

2008-09 931 12816.70 6583

2009-10 637 7147.575 5211

Average 2100.2 5650.94 6570.9

Sources :- Monthly progress statement of MSME units in Jharkhand
Director of Industries, Govt of Jharkhand, Ranchi
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Abstract

The Small scale industries sector occupies a strategic position of unique importance in the Indian economy 
considering the importance of the small scale industry on attempt has been made in this work do analyze the 
trends and growth of small scale industry in Jharkhand. This paper attempts to provide an insight about the 
Problems & Prospects of small scale industries in Jharkhand. These papers also examine the relative 
contribution of labour and capital and measure the efficiency in SSI. The growth of industry requires 
infrastructure support in form of good power supply, road, water, availability of raw  materials, facilities 
relating to marketing of products, existence of institutional mechanism for facilitating easy finance, investor 
friendly policies of the state government and also good law & order. Availability of Raw materials is not a 
constraint in the state due to huge mineral reserves. The strategy of development of any state formulates 
programmes for removal of poverty by providing large scale employment, education & training moblisation of 
resources, transport and equitable distribution of income with effective involvement and participation of all its 
citizens' whether scheduled castes, scheduled tribes, Handicapped, Weaker sections Women in 
development Process and in accomplishment of the goal, cannot neglect small scale industrial sector. Small 
scale industrial sector has been the most labour intensive sector after agriculture because of its less capital 
requirement and high labour absorption nature.

Keywords : Human resources, mineral reserve, economic power, organized marketing

Introduction

Small scale industry has been accorded 

an important place in the national economy by 

the national decision makers. Small units 

generate employment at relatively small 

capital cost, mobilize resources of capital and 

skill at micro levels and are expected to meet 

the rising demand for various. Goods and 

services required by the economy. Small 

industry forms an important sector constituting 

nearly 40% of the total output in the private 

sector. Small industries in India account for 

95% of the industrial  units in the country. They 

contribute almost  40%  of the gross industrial 

value added and 45% of the total exports 

(direct & indirect exports) from India. Small 

industries are the second largest employers of 

human resources, after agriculture. Small 

industries in our country supply an enormous 

variety of products which include mass 

consumption  goods, ready made garment, 

hosiery goods stationery items, soaps and 

detergents, domestic utensils, leather plastic 

and rubber goods, processed food  vegetables 

wood and steel furniture, paints varnishes, 

safety matches etc. among sophisticated 

items manufactured are electric and electronic 

goods like televisions, calculators electro- 

medical equipment, electronic tecachin gaids 

like overhead projectors, air conditioning 

equipment, drugs and pharmaceuticals 

agricultural tools and equipment  and several 

other engineering products. A special mention 

should be made of handlooms, handicrafts and 

other products from traditional village 

industries in view of their export value. The 

contribution of small industries to the balanced 

regional development of our country is note 

worthy. Small industries which produce simple 

products using simple technologies and 

depend on locally available resources both 

material and labour can be set up anywhere in 

the country. Since they can be widely spread 

without any locational constraint, the  benefits 

of industrialization can be reaped by every 

region small industries provide ample 

opportunity for entrepreneurship. The latent 

skills and talents of people can be channeled 
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during the study period is discussed with the 
help  of following table on the basis of selected 
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skill at micro levels and are expected to meet 
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industry forms an important sector constituting 

nearly 40% of the total output in the private 
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generally poor and there are no facilities of 
cheap credit either.

3) Absence of organized marketing -

Owing to absence of organized marketing 
arrangements, the helpless cottage 
artisans are completely at the mercy of 
middlemen. Moreover, the potential 
demand for their goods remains under 
developed. Similarly next  to credit the 
most serious problems of small industries 
is in respect of marketing facilities for their 
products.

4) Concentration of units in few areas-

There has been a concentration of units in 
a few areas. The dispersal  of small units 
far away from the metropolitan area and 
large cities has not taken place to an 
appreciable extent. There has been no 
appreciable penetration of small scale 
units in relatively less advanced states or 
in the backward regions of the industrially 
advanced states.

5) Poor electrification-

As per census 2001, household 
electrification is very poor with only 23.3% 
households having connectivity out of 
32,620 villages (2001 censes) nearly 85% 
villages are without electricity in 
Jharkhand.

6) Poor Law & order-

Poor law and order has been a matter of 
concern. Increasing naxal activities in the 
rural areas and crime  against the banks 
and the people may lead to flight of capital 
as well as entrepreneurs.

7) Industrial sickness -

Growing incidence of sickness has been 
one of the persisting problems faced by 
the industrial sector. Substantial amount 
of lonable  funds of the financial, 
institutions is locked up in sick units. 
Causing not only wastage of resources 
but also affecting healthy growth of 
industries. A concerted effort for revival of 
willing and viable sick industries for over 
all industrial growth of the state, specially 
in view of chronic problems of sickness in 
small, medium & large industries in the 
state is among the topmost priorities of the 
state government. It need not be 
emphasized that sickness in industries 

not only affects the revenue of the state 
but also results in unemployment and non 
productive investment.

Prospects

The entire Jharkhand region is an agrarian 
economy where more than 70% of the people 
are dependent on agriculture for their 
livelihood. But the agriculture also lacks basic 
infrastructure such as water for irrigation, 
mechanization the of farming for want of 
adequate capital and above all, the lack of 
awareness among the farmers owing to their 
illiteracy. As a result the farmers of Jharkhand 
are dependent on rain water for irrigation of 
their lands. The farming is a job where they are 
engaged only for four months in a year. 
Therefore, there is much scope for the 
development of small scale industries which 
can supplement their income and employment 
with lesser capital requirements, Further the 
available local resources and talents will be 
used for the small scale industries. The state of 
Jharkhand is blessed with such natural 
resources which find a scope of being used for 
the all round betterment of the people -

1. As this region is full of resources, 
entrepreneurs should be induced to start 
entrepreneurship based on these 
resources. For this a detailed inventory of 
resources available in the district will have 
to be make with an industrial potential 
survey and demand of the local people 
should be considered.

2. Industrial estates and areas should be 
located in places where other infrastructural 
(social & economic ) are also available.

3. With regard to markets and godowns 
there are many hats  and bazars. The hats 
are unorganized and generally the 
middleman take the advantage of lack of 
communication facilities. These markets 
need to be properly organized. More over 
cold storage and warehousing facilities 
are to be increased.

4. It is observed that inspite of repeated 
emphases on the development of the SSI 
sector in backward & hilly areas, very little 
progress has been made in this direction. 
To develop SSI in backward areas 
government should provide infrastructural 
facilities like water, roads, transport, 
electricity housing postal & telegraph 
service etc.
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Number of units
The various aspects of small scale 

industries such as number of units, 
investment, employment from small scale 
industry as given in Table 1 for Jharkhand 
during the period from 2000-01 to 2009-10. 
The number of SSI units had been fluctuating 
during study period. The annual average 
percentage rate of change in SSI units as 
shown in table 2 is -10.82
Investment

Table 1 clearly exhibits the investment in 
SSI in Jharkhand. It is evident from the table 
that the investment of SSI is steadily 
decreasing from the first year of the study 
period (2000-01) Rs. 3568.38 to the fourth year 
(2003-04) Rs. 3170.27 Again from 2004-05 to 
2008-09 it shows an increasing trend. The 
annual average percentage rate of change in 
investment was 16.74
Employment

The growth of employment in this 
industries also shows fluctuating trend during 
the study period. Employment in SSI was 6908 
in 2000-01 & it was 5211 in 2009-10. the 
annual average percentage rate of change 
was -2.33

Problems of SSI in this state are

1) There is lack of enterprising entrepreneurs in 
this region-

Entrepreneurs require access to financed 
services and investment capital but most 
of them struggle. 90% of entrepreneurs 
are  obliged  to source much of their 
financing from personal saving or 
unorganized financial market at exorbitant 
interest rates. Financial institutions are 
reluctant to fund small business because 
of perceived risks and high transaction 
costs, private equity stays away because 
of the complexity and returns  that are not 
juicy enough, with high interest rates, 
shorter pay back dimes & high fixed but to 
subscribe to the shadow system.

2) Lack of management skills and improper 
utilization of fund-

To start with,, there is the inefficient human 
factor in SSI, owing to illiteracy, ignorance 
and the out of date method of the workers, 
similarly many of those who start small 
industries lack proper training in 
management. SSIs entrepreneurs are 

Table - 2

Annual percentage rate of growth of small- scale industries in Jharkhand
from 2000-01 to 2009-10

Year Total SSI Units Investment Employment

2000-01 - - -

2001-02 1.71 -3.59 2.03

2002-03 -8.84 -25.36 -4.14

2003-04 13.27 23.47 4.84

2004-05 -4.72 19.50 2.85

2005-06 0.78 6.91 -8.09

2006-07 -34.09 13.21 -18.35

2007-08 -60.57 148.04 22.04

2008-09 26.67 12.68 1.33

2009-10 -31.58 -44.23 -20.84

Total -97.37 150.63 -20.99

Annual Average% -1082 16.74 -2.33

rate of charge

Source - Computed
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generally poor and there are no facilities of 
cheap credit either.

3) Absence of organized marketing -

Owing to absence of organized marketing 
arrangements, the helpless cottage 
artisans are completely at the mercy of 
middlemen. Moreover, the potential 
demand for their goods remains under 
developed. Similarly next  to credit the 
most serious problems of small industries 
is in respect of marketing facilities for their 
products.

4) Concentration of units in few areas-

There has been a concentration of units in 
a few areas. The dispersal  of small units 
far away from the metropolitan area and 
large cities has not taken place to an 
appreciable extent. There has been no 
appreciable penetration of small scale 
units in relatively less advanced states or 
in the backward regions of the industrially 
advanced states.

5) Poor electrification-

As per census 2001, household 
electrification is very poor with only 23.3% 
households having connectivity out of 
32,620 villages (2001 censes) nearly 85% 
villages are without electricity in 
Jharkhand.

6) Poor Law & order-

Poor law and order has been a matter of 
concern. Increasing naxal activities in the 
rural areas and crime  against the banks 
and the people may lead to flight of capital 
as well as entrepreneurs.

7) Industrial sickness -

Growing incidence of sickness has been 
one of the persisting problems faced by 
the industrial sector. Substantial amount 
of lonable  funds of the financial, 
institutions is locked up in sick units. 
Causing not only wastage of resources 
but also affecting healthy growth of 
industries. A concerted effort for revival of 
willing and viable sick industries for over 
all industrial growth of the state, specially 
in view of chronic problems of sickness in 
small, medium & large industries in the 
state is among the topmost priorities of the 
state government. It need not be 
emphasized that sickness in industries 

not only affects the revenue of the state 
but also results in unemployment and non 
productive investment.

Prospects

The entire Jharkhand region is an agrarian 
economy where more than 70% of the people 
are dependent on agriculture for their 
livelihood. But the agriculture also lacks basic 
infrastructure such as water for irrigation, 
mechanization the of farming for want of 
adequate capital and above all, the lack of 
awareness among the farmers owing to their 
illiteracy. As a result the farmers of Jharkhand 
are dependent on rain water for irrigation of 
their lands. The farming is a job where they are 
engaged only for four months in a year. 
Therefore, there is much scope for the 
development of small scale industries which 
can supplement their income and employment 
with lesser capital requirements, Further the 
available local resources and talents will be 
used for the small scale industries. The state of 
Jharkhand is blessed with such natural 
resources which find a scope of being used for 
the all round betterment of the people -

1. As this region is full of resources, 
entrepreneurs should be induced to start 
entrepreneurship based on these 
resources. For this a detailed inventory of 
resources available in the district will have 
to be make with an industrial potential 
survey and demand of the local people 
should be considered.

2. Industrial estates and areas should be 
located in places where other infrastructural 
(social & economic ) are also available.

3. With regard to markets and godowns 
there are many hats  and bazars. The hats 
are unorganized and generally the 
middleman take the advantage of lack of 
communication facilities. These markets 
need to be properly organized. More over 
cold storage and warehousing facilities 
are to be increased.

4. It is observed that inspite of repeated 
emphases on the development of the SSI 
sector in backward & hilly areas, very little 
progress has been made in this direction. 
To develop SSI in backward areas 
government should provide infrastructural 
facilities like water, roads, transport, 
electricity housing postal & telegraph 
service etc.
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from 2000-01 to 2009-10

Year Total SSI Units Investment Employment
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2002-03 -8.84 -25.36 -4.14

2003-04 13.27 23.47 4.84

2004-05 -4.72 19.50 2.85

2005-06 0.78 6.91 -8.09

2006-07 -34.09 13.21 -18.35
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2009-10 -31.58 -44.23 -20.84
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Annual Average% -1082 16.74 -2.33

rate of charge

Source - Computed
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The retail sector in India is highly fragmented and organized retail in the country is at the very nascent stage. 

However, in the last few years, the process of change has started. In India, the retail sector is the second 

largest employer after agriculture. The Indian retail is one of the biggest industries with a turnover of around 

$180 bn. This has touched US $450-500 bn by 2010. Within the retail sector grocery has 50% of share. At the 

macro level retailing is the largest private sector industry accounting for 10-11% of the GDP. Globally India 

has the highest absolute number and the highest per capita number of retail outlets. With an estimated 11.2 

mn outlets, India has the largest retail outlet density in the world. An overwhelming proportion of the $450 bn 

retail market is unorganized. In fact only a $5 bn segment of the market is organised. As much as 96% of the 

11 mn plus outlets are smaller than 500 sq.ft. in the area. This means that India’s per capita retailing space is 

about 2 square feet (compared to 12 square feet in the United States.) India’s per capita retailing space is 

thus the lowest in the world. However, retail is amongst the fastest growing sectors in the country. India ranks 

first, ahead of Russia, in terms of emerging market potential in retail and is deemed as “Priority 1” market for 

international retail. In 2004, it was reckoned that about 3 percent of India’s retail was controlled by organized 

retailers. That has now risen to about 8 percent. According to ‘retail king’ Kishore Biyani, the organized 

retailers like his group, Reliance and the Tatas will have a share of about 25 percent in big cities by 2011. 

Organised retail in eastern parts of the country was projected to cross Rs.10,000 crores by 2010,( according 

to a CII and Image study in 2005 on “East India Retail: 2010 and Beyond”)
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Introduction

Retailing is the interface between the 
producer and the individual consumer buying 
for personal consumption. This excludes direct 
interface between the manufacturer and 
institutional buyers such as the government 
and other bulk customers. A retailer is one who 
stocks the producer’s goods and is involved in 
the act of selling it to the individual consumer, 
at a margin of profit. As such, retailing is the last 
link that connects the individual consumer with 
the manufacturing and distribution chain. The 
retail industry in India is of late often being 
hailed as one of the sunrise sectors in the 
economy.

Liberalization of the Indian economy and 

rationalization of business procedures have 

already ensured a high economic growth with a 

rapidly expanding base for the manufacturing 

and high end services sectors. Fresh avenues 

for gainful employment to a predominantly 

young and talented population have created 

high disposable incomes that translate into 

higher consumption and thus better 

opportunities for all verticals of retail to flourish. 

retailing in India is evolving rapidly, with 

consumer spending growing by unprecedented 

rates and with increasing number of global 

players investing in this sector. Organized 

retail in India is undergoing a metamorphosis 

and is expected to scale up to meet global 

standards over the next five years.

The retail industry is divided into 

organized and unorganized sectors. 

Organized retailing refers to trading activities 

undertaken by licensed retailers, that is, those 

who are registered for sales tax, income tax, 

etc.

These include the corporate-backed 

hypermarkets and retail chains, and also the 

privately owned large retail businesses. 

Unorganized retailing, on the other hand, 
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5. The state government should appreciate 
the need for  enter4preneurship 
development among the local youth. 
Entrepreneurship development progrmmes 
should be organized with special focus on 
weaker sections/ SCs/ STs/ Minorities/ 
women and technical ly quali f ied 
entrepreneurs engaged in traditional craft 
like pottery, black smithy, carpentry  shoe 
making, weaving etc. on priority basis.

6) Prevention is better than cure. Periodic 

coordinat ion meet ing 's wi th the 

industrialist/ entrepreneurs and financial 

institution at the IADA level with respect to 

the industries located in such industrial 

areas/ estates under the chairmanship  of 

managing Director of the concerned 

industrial area development, Authority 

and at the divisional  level under the 

chairmanship of divisional commissioner 

for the rest of the areas under their 

respective jurisdiction shall be held in 

which the status of various industrial units 

operating in the areas/ divisional shall be 

reviewed to ensure early detection of 

sickness/ problems and preventive 

measures for the same shall be taken.

Conclusion

The small sector has been assigned a 
special role in the post independence industrial 
economy of the nation. Establishment of small 
units would provide the youth their fruitful 
opportunities for self expression and for 
increasing their natural well being. Country's 
younger generation feel frustrated  because 

they do into have assurance that their 
education and scientific talent would be fully 
utilized. Therefore increasing the small and 
medium sectors of our economy would 
strength the backbone of society and also curb 
social    unrest in the economy. Problems of 
small industries are multi- dimensional and 
these can be solved by the coordinated efforts 
of entrepreneurs and functioning of 
promotional agencies and government 
assistance without red- tape or bureaucratic 
delays.
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5. Landmark group:

Lifestyle was launched in 1998 in India. 
Lifestyle is spread across six cities, covering 
4.6 lakh sq. ft. with a turnover of Rs 3.5 billion in 
2005. A new division named Lifestyle 
International has emerged for their 
international brands business comprising 
Bossino, Kappa and Springfield in their 
portfolio. Their retail mix includes Home 
solutions (Home centre), fashion (lifestyle, 
landmark International), value retailing (max 
retail), hypermarkets & supermarkets (Max), 
kids entertainment (Funcity). They plan to 
invest Rs. 300 crores in the next two years to 
expand on Max chain, and Rs 100 crores on 
Citymax 3 star hotel chain. They have already 
instituted a separate company christened 
Citymax Hotels (India).

6. Piramal Group:

In September 1999, Piramal Enterprises 
announced their arrival into retail with the 
launch of three retail concepts: India's first true 
shopping mall of international standards, 
called Crossroads; a lifestyle department store 
named Piramyd Megastore; and a family 
entertainment centre known as Jammin. 
Piramyd Megastore and Jammin were anchor 
tenants for Crossroads (recently sold to 
Pantaloon for Rs 4 billion). In 2001, the group 
entered the business of food & grocery retail 
with the launch of TruMart supermarkets in 
Pune. They have around 18 TruMart stores 
covering 1.90 lakh sq. ft. registering a turnover 
of Rs 37.6 mn in 2005. Piraymd Megatsore 
contributes more than 70 % to their retail mix 
with a turnover of Rs 112.8 mn. They plan to 
open 150 stores covering 75 mn sq ft of retail 
space in the next 5 years.

7. Bharti-Walmart:

Their plans include US$ 7 bn investment 
in creating retail network in the country 
including 100 hypermarkets and several 
hundred small stores. They have signed a 
50:50 percent joint venture agreement with 
Walmart. Wal-Mart will do the cash & carry 
while Bharti will do the front-end.

8. Reliance :

India’s most ambitious retail plans are by 
reliance, with investments to the tune of Rs. 

30,000 cr ($ 6.67 bn) to set up multiple formats 
with expected sales of Rs 90,000 crores ($20 
bn) by 2009-10.There are already more than 
300 Reliance Fresh stores and the first 
Reliance Mart Hypermart has opened in 
Ahmedabad. The next ones are slated to open 
at Jamnagar, followed by marts in Delhi / NCR, 
Hyderabad, Vijaywada, Pune and Ludhiana.

9. AV Birla Group:

They have a strong presence in apparel 
retailing through Madura garments which is 
subsidiary of Aditya Birla Nuvo Ltd. They own 
brands like Louis Phillipe, Van Heusen, Allen 
Solly, Peter England, Trouser town. In other 
segments of retail, AV Birla Group has 
announced investment plans of Rs 8000 - 
9000 crores in the first 3 years till 2010. The 
acquisition of Trinethra (food & grocery) chain 
in the south has moved their tally to 400 stores 
in the country. Their “More” range of 15 
supermarkets are slated to open at Nashik, 
Pune and other tier II cities in Western India in 
2007.

10. International retailing brands in India:

The international brand has also made 
their presence felt in the Indian market. Some 
of the brands which have established its 
presence in India are- Nine West, United 
Colors of Benetton, Adidas, Mango, Pizza, 
Marcoricci Italy, Red Earth, Nike, TGI Friday’s, 
Mc Donalds, Samsonite, Promod, Lasenza, 
KFC, Reebok, Marrybrown, Movenopick, 
Giordan, Levi’s, Arrow, Lacoste, Subway, 
Ruby Tuesday,• Pepe Jeans, Tissot, Wrangler, 
Marks & Spencer, Metro, Debenhams, Planet 
Sports, Royal Sporting House, Shoprite etc.

Materials and Methods

While preparing this research article, 
focus has been kept on competitive strategies 
for overall retail industry and the marketing mix 
of the retail players to lure the customers. Both 
primary and secondary sources of information 
have been taken into consideration. Extreme 
care has been taken to be objective and 
correct in the presentation of facts.

Results and Discussion

There are several reasons for thriving of 
the retail industry in India. Some of the forces 
act as a catalyst of growth of the retail sector. 
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refers to the traditional formats of low-cost 

retailing, for example, the local kirana shops, 

owner manned general stores, paan/beedi 

shops, convenience stores, hand cart and 

pavement vendors, etc.

Following are the major players in the 

Indian retail sector-

1. Pantaloon Retail:

It is headquartered in Mumbai with 450 

stores across the country employing more than 

18,000 people. It can boast of launching the 

first hypermarket Big Bazaar in India in 2001. 

An all-India retail space of 5 million sq. ft. which 

is expected to reach 30 mn by 2010. It is not 

only the largest retailer in India with a turnover 

of over Rs. 20 billion but is present across most 

retail segments - Food & grocery (Big bazaar, 

Food bazaar), Home solutions (Hometown, 

furniture bazaar, collection-i), consumer 

electronics (e-zone), shoes (shoe factory), 

Books: music & gifts (Depot), Health & Beauty 

care services (Star, Sitara and Health village in 

the pipeline), e-tailing (Futurebazaar.com), 

entertainment (Bowling co.) One of their recent 

innovations include e-commerce’ hybrid 

format of ’small’ shops , the area for these 

stores will be 150 sq. ft. fitted with 40 digital 

screens. Customers will be encouraged to 

browse through the entire range of products on 

digital screen. They will be able to place the 

order, the delivery of which will be arranged by 

the shop to their homes within a few hours

2. K Raheja Group

They forayed into retail with Shopper’s 

Stop, India’s first departmental store in 2001. It 

is the only retailer from India to become a 

member of the prestigious Intercontinental 

Group of Departmental Stores (IGDS). They 

have signed a 50:50 joint venture with the 

Nuance Group for Airport Retailing. Shoppers 

Stop has 7, 52, 00 sq ft of retail space with a 

turnover of Rs 6.75 billion. The first Hypercity 

opened in Mumbai in 2006 with an area of 1, 

20,000 sq. ft. clocking gross sales of Rs. 1 bn in 

its first year. Crossword brand of book stores, 

Homes stop a store for home solutions, 

Mothercare a concept stocking merchandise 

related to childcare are also owned by them. 

Recently, Raheja’s have signed an MoU with 

the Home Retail Group of UK to enter into a 

franchise arrangement for the Argos formats of 

catalogue & internet retailing. The group has 

announced plans to establish a network of 55 

hypermarkets across India with sales 

expected to cross the US$100 million mark by 

2010.

3. Tata group:

Established in 1998, Trent - one of the 
subsidiaries of Tata Group - operates 
Westside, a lifestyle retail chain and Star India 
Bazaar - a hypermarket with a large 
assortment of products at the lowest prices. In 
2005, it acquired Landmark, India's largest 
book and music retailer. Trent has more than 4 
lakh sq. ft. space across the country. Westside 
registered a turnover of Rs 3.58 mn in 2006. 
Tata’s has also formed a subsidiary named 
Infiniti retail which consists of Croma, a 
consumer electronics chain. It is a 15000-
17000 sq. ft. format with 8 stores as of 
September 2007. Another subsidiary, Titan 
Industries, owns brands like “Titan”, the watch 
of India has 200 exclusive outlets the country 
and Tanishq, the jewellery brand, has 87 
exclusive outlets. Their combined turnover is 
Rs 6.55 billion. Trent plans to open 27 more 
stores across its retail formats adding 1.5 mn 
sq ft of space in the next 12 DLF malls.

4. RPG group:

One of the first entrants into organized 
food & grocery retail with Foodworld stores in 
1996 and then formed an alliance with Dairy 
farm International and launched health & glow 
(pharmacy & beauty care) outlets. Now the 
alliance has dissolved and RPG has Spencer’s 
Hyper, Super, Daily and Express formats and 
Music World stores across the country. RPG 
has 6 lakh sq. ft. of retail space and has 
registered a turnover of Rs 4.5 billion in 2006. It 
is planning to venture into books retail, with the 
launch of its own bookstores “Books and 
Beyond” by the end of 2007. An IPO is also in 
the offering, with expansion to 450+ 
MusicWorld, 50+ Spencer's hyper outlets 
covering 4 million sq. ft. by 2010.
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book and music retailer. Trent has more than 4 
lakh sq. ft. space across the country. Westside 
registered a turnover of Rs 3.58 mn in 2006. 
Tata’s has also formed a subsidiary named 
Infiniti retail which consists of Croma, a 
consumer electronics chain. It is a 15000-
17000 sq. ft. format with 8 stores as of 
September 2007. Another subsidiary, Titan 
Industries, owns brands like “Titan”, the watch 
of India has 200 exclusive outlets the country 
and Tanishq, the jewellery brand, has 87 
exclusive outlets. Their combined turnover is 
Rs 6.55 billion. Trent plans to open 27 more 
stores across its retail formats adding 1.5 mn 
sq ft of space in the next 12 DLF malls.

4. RPG group:

One of the first entrants into organized 
food & grocery retail with Foodworld stores in 
1996 and then formed an alliance with Dairy 
farm International and launched health & glow 
(pharmacy & beauty care) outlets. Now the 
alliance has dissolved and RPG has Spencer’s 
Hyper, Super, Daily and Express formats and 
Music World stores across the country. RPG 
has 6 lakh sq. ft. of retail space and has 
registered a turnover of Rs 4.5 billion in 2006. It 
is planning to venture into books retail, with the 
launch of its own bookstores “Books and 
Beyond” by the end of 2007. An IPO is also in 
the offering, with expansion to 450+ 
MusicWorld, 50+ Spencer's hyper outlets 
covering 4 million sq. ft. by 2010.
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Organized retail penetration is lower than in 
any of the metros, with traditional retail ruling 
the market across these geographies. These 
cities are less saturated than the metros, but 
have greater spending power. Middle class 
and lower middle class form majority of the 
households, with more than half the population 
falling in this category. The combined retail 
potential of these cities is expected to increase 
to US$ 23,563 million. Underprivileged 
population is expected to decrease by more 
than 30 per cent in cities of Pune and 
Ahmedabad by 2010-11, with the other smaller 
cities also following a similar trend. Pune and 
Ahmedabad are the fastest growing cities with 
thriving industry activity. Investors from the 
IT/ITeS sector and the other emerging sectors 
are eyeing these cities for expansion. These 
two cities contributed to US$ 3,854 million 
worth retail revenues in 2005-06, projected to 
increase to US$ 5,976 million by 2010-11. 
Pune has witnessed an explosive increase in 
the mall space availability in the recent years, 
with the organized retail penetration 
substantially increasing.

2) The Mall Phenomenon

From the setting up of India’s first mall in 
1999, there has been a steady proliferation of 
malls, a trend specially pronounced in the 
urban cities. Total number of malls was 
estimated at 200 for 2005-06, projected to 
increase to 600 by 2010-11. With increasing 
number of malls, there is increasing retailing 
space availability for players, with malls further 
providing incentives like lower rentals for 
anchor tenants and greater consumer 
exposure. The activity in the retail sector is 
further being supported by the allowance of 
FDI in real estate by the Government. The total 
mall space across seven cities (NCR, Mumbai, 
Bangalore, Kolkata Hyderabad, Pune and 
Chennai), was spread over 40 million square 
feet in 2006-07. Mall space is projected to 
increase to over 60 million square feet in 2007-
08. With impressive ratio of transactions to 
customer footfalls ratio (conversion ratio) 
across malls, the market trend promises a 
positive outlook for the future. Mall development 
activity is being pursued aggressively across all 

the metros and the high-growth cities, with 
significant investments in the pipeline. The 
evolving cosmopolitan population with rising 
aspirations and growing incomes across the 
country is the driving force increasing domestic 
and international investments.

3) Changing Face of Indian Consumerism

Favorable demographics, combined with 
increasing disposable incomes, are 
progressively changing the face of Indian 
consumerism. With the economy opening new 
vistas of employment and with employers 
offering attractive compensation packages 
and perks, the pool of Indian skilled 
professionals are boasting of higher 
disposable incomes. From frugal spending to 
frenzied shopping, India’s swelling middle 
class is redefining lifestyle patterns with 
adoption of western values and growing brand 
consciousness. The average household's 
disposable income has doubled since 1985, 
with analysts predicting a similar trend for the 
next two decades. The thriving services sector 
growth has handed young India a bulging 
wallet and a penchant for luxury products. The 
new found freedom to shop at plush malls and 
stores for expensive gadgets like mobile 
phones and laptops has fuelled the growth of 
organized retail in India. The Indian consumer 
is gradually moving from the local “kirana” 
shopping to “Mall Hopping”. With a number of 
domestic and international brands available in 
stores in metros and smaller cities and with a 
wide range of product offerings from food and 
grocery to furniture and fixtures, the Indian 
consumer is fast embracing modern retail. 
With the country’s income pyramid changing 
dramatically, there has been a definite shift 
from the “saving” tendency to the “spending” 
attitude. Increased consumer exposure to the 
latest trends and brands driven by the mass 
media is contributing to the soaring retail 
revenues. There has been a marked increase 
in the number of new entrants in the retail 
sector with player revenues increasing across 
all the retail segments.

4) Higher Disposable Incomes

Disposable incomes are on the rise with 
the economy providing new avenues of 
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These forces are conducive for the overall 
growth of the industry. Let us now see the key 
trends and drivers of the retail sector in Indian 
economy.

Key Trends and Drivers

1) Maturing Metros

National Capital Region (NCR)

NCR comprises of National Capital 
Territory (NCT), Faridabad and Gurgaon of 
Haryana and Noida and Ghaziabad of Uttar 
Pradesh. NCR contributed to US$ 16,342 
million of retail revenues in 2005-06, and is 
projected to open doors to markets worth US$ 
19,522 million by 2010-11. Delhi, the fashion 
capital of India and home to the highest 
number of rich and super-rich households, 
contributes US$ 12,683 million to the retail 
revenues. The total number of households in 
Delhi stood at 2.8 million in 2005-06, with more 
than 7,000 households belonging to the rich 
and super-rich category, with incomes higher 
than US$ 243,902 per annum. This is the 
highest for any city across the country.

Mumbai

This city contributes to US$ 10,195 million 
of total retail revenue. The hub of Indian 
cinema and home to diverse income 
categories; the middle class and the rich 
account for 47 per cent and 30 per cent of retail 
revenues of the city. Each category of 
population has a significant share in the retail 
pie, with the city offering opportunities for a 
spectrum of retail formats, from value segment 
to the lifestyle segment. Mumbai is home to a 
large percentage of the rich and super-rich 
households, with businessmen, politicians and 
bollywood personalities, having their base in 
the city. This city is projected to offer a retail 
potential of US$ 14,927 million by 2010-11. 
The regions of NCR and Mumbai dominate the 
organized retail scenario in India. The 
combined contribution of these metros is 
estimated to reach 40 per cent by 2007-08. 
These cities which are also referred to as the 
“Maturing Metros”, have been projected to 
achieve world’s 2nd and 3rd largest city status 
by 2015 and have the highest number of malls 
and modern retail format stores in operation 

and many more in the pipeline. Most pan-India 
retailers have multiple retail outlets present in 
these cities. These cities also act as launch 
pads for the new entrants. Lastly, these 
maturing metros are the hub of the ‘luxury-
retailing’ in India.

Metros on the Growth Path

Metros of Bangalore, Hyderabad, 
Chennai and Kolkata are growing at an 
exceptional rate, with the retail buzz in these 
cities becoming more pronounced by the day. 
These cities contributed to US$ 15,511 million 
worth retail revenues in 2005-06, projected to 
touch US$ 25,610 million by 2010-11. With the 
growth in the IT/ITES sector and other sunrise 
sectors like biotechnology, hospitality etc. 
concentrated in these cities, the metros have 
experienced exponential growth over the past 
few years, and are expected to demonstrate 
robust economic performance in the coming 
years. Bangalore and Hyderabad have low 
penetration of underprivileged households, 
with the consuming middle class forming the 
largest share of population. Luxury retailing 
has found entry and tremendous response in 
these markets, with increasing number of rich 
and super rich households in these cities. The 
middle class households contribute to almost 
half the retail activity in these metros, with 
lifestyle formats beginning to mushroom. 
These cities are expected to witness a radical 
transition in the migration of households 
belonging to the lower income strata to the 
higher income category, owing to the success 
of the technology sector and other sunrise 
sectors such as biotechnology and hospitality 
industries. These cities have considerable 
latent demand for branded products and offer 
suitable opportunities for a variety of retail 
offerings. Most of the retail sector giants have a 
footprint in these cities, with aggressive future 
plans for expansion.

Metros-in-the-making

The emerging cities of Ahmedabad, Pune, 
Kanpur, Nagpur, Surat, Ludhiana, Coimbatore, 
Chandigarh, Lucknow, Kochi, Jaipur, Vadodara, 
Vizag, Indore, Vijayawada, Trivandrum, 
Bhopal, Nashik and Madurai contribute to US$ 
15,619 million worth total retail activity. 
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Organized retail penetration is lower than in 
any of the metros, with traditional retail ruling 
the market across these geographies. These 
cities are less saturated than the metros, but 
have greater spending power. Middle class 
and lower middle class form majority of the 
households, with more than half the population 
falling in this category. The combined retail 
potential of these cities is expected to increase 
to US$ 23,563 million. Underprivileged 
population is expected to decrease by more 
than 30 per cent in cities of Pune and 
Ahmedabad by 2010-11, with the other smaller 
cities also following a similar trend. Pune and 
Ahmedabad are the fastest growing cities with 
thriving industry activity. Investors from the 
IT/ITeS sector and the other emerging sectors 
are eyeing these cities for expansion. These 
two cities contributed to US$ 3,854 million 
worth retail revenues in 2005-06, projected to 
increase to US$ 5,976 million by 2010-11. 
Pune has witnessed an explosive increase in 
the mall space availability in the recent years, 
with the organized retail penetration 
substantially increasing.

2) The Mall Phenomenon

From the setting up of India’s first mall in 
1999, there has been a steady proliferation of 
malls, a trend specially pronounced in the 
urban cities. Total number of malls was 
estimated at 200 for 2005-06, projected to 
increase to 600 by 2010-11. With increasing 
number of malls, there is increasing retailing 
space availability for players, with malls further 
providing incentives like lower rentals for 
anchor tenants and greater consumer 
exposure. The activity in the retail sector is 
further being supported by the allowance of 
FDI in real estate by the Government. The total 
mall space across seven cities (NCR, Mumbai, 
Bangalore, Kolkata Hyderabad, Pune and 
Chennai), was spread over 40 million square 
feet in 2006-07. Mall space is projected to 
increase to over 60 million square feet in 2007-
08. With impressive ratio of transactions to 
customer footfalls ratio (conversion ratio) 
across malls, the market trend promises a 
positive outlook for the future. Mall development 
activity is being pursued aggressively across all 

the metros and the high-growth cities, with 
significant investments in the pipeline. The 
evolving cosmopolitan population with rising 
aspirations and growing incomes across the 
country is the driving force increasing domestic 
and international investments.

3) Changing Face of Indian Consumerism

Favorable demographics, combined with 
increasing disposable incomes, are 
progressively changing the face of Indian 
consumerism. With the economy opening new 
vistas of employment and with employers 
offering attractive compensation packages 
and perks, the pool of Indian skilled 
professionals are boasting of higher 
disposable incomes. From frugal spending to 
frenzied shopping, India’s swelling middle 
class is redefining lifestyle patterns with 
adoption of western values and growing brand 
consciousness. The average household's 
disposable income has doubled since 1985, 
with analysts predicting a similar trend for the 
next two decades. The thriving services sector 
growth has handed young India a bulging 
wallet and a penchant for luxury products. The 
new found freedom to shop at plush malls and 
stores for expensive gadgets like mobile 
phones and laptops has fuelled the growth of 
organized retail in India. The Indian consumer 
is gradually moving from the local “kirana” 
shopping to “Mall Hopping”. With a number of 
domestic and international brands available in 
stores in metros and smaller cities and with a 
wide range of product offerings from food and 
grocery to furniture and fixtures, the Indian 
consumer is fast embracing modern retail. 
With the country’s income pyramid changing 
dramatically, there has been a definite shift 
from the “saving” tendency to the “spending” 
attitude. Increased consumer exposure to the 
latest trends and brands driven by the mass 
media is contributing to the soaring retail 
revenues. There has been a marked increase 
in the number of new entrants in the retail 
sector with player revenues increasing across 
all the retail segments.

4) Higher Disposable Incomes

Disposable incomes are on the rise with 
the economy providing new avenues of 
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These forces are conducive for the overall 
growth of the industry. Let us now see the key 
trends and drivers of the retail sector in Indian 
economy.

Key Trends and Drivers

1) Maturing Metros

National Capital Region (NCR)

NCR comprises of National Capital 
Territory (NCT), Faridabad and Gurgaon of 
Haryana and Noida and Ghaziabad of Uttar 
Pradesh. NCR contributed to US$ 16,342 
million of retail revenues in 2005-06, and is 
projected to open doors to markets worth US$ 
19,522 million by 2010-11. Delhi, the fashion 
capital of India and home to the highest 
number of rich and super-rich households, 
contributes US$ 12,683 million to the retail 
revenues. The total number of households in 
Delhi stood at 2.8 million in 2005-06, with more 
than 7,000 households belonging to the rich 
and super-rich category, with incomes higher 
than US$ 243,902 per annum. This is the 
highest for any city across the country.

Mumbai

This city contributes to US$ 10,195 million 
of total retail revenue. The hub of Indian 
cinema and home to diverse income 
categories; the middle class and the rich 
account for 47 per cent and 30 per cent of retail 
revenues of the city. Each category of 
population has a significant share in the retail 
pie, with the city offering opportunities for a 
spectrum of retail formats, from value segment 
to the lifestyle segment. Mumbai is home to a 
large percentage of the rich and super-rich 
households, with businessmen, politicians and 
bollywood personalities, having their base in 
the city. This city is projected to offer a retail 
potential of US$ 14,927 million by 2010-11. 
The regions of NCR and Mumbai dominate the 
organized retail scenario in India. The 
combined contribution of these metros is 
estimated to reach 40 per cent by 2007-08. 
These cities which are also referred to as the 
“Maturing Metros”, have been projected to 
achieve world’s 2nd and 3rd largest city status 
by 2015 and have the highest number of malls 
and modern retail format stores in operation 

and many more in the pipeline. Most pan-India 
retailers have multiple retail outlets present in 
these cities. These cities also act as launch 
pads for the new entrants. Lastly, these 
maturing metros are the hub of the ‘luxury-
retailing’ in India.

Metros on the Growth Path

Metros of Bangalore, Hyderabad, 
Chennai and Kolkata are growing at an 
exceptional rate, with the retail buzz in these 
cities becoming more pronounced by the day. 
These cities contributed to US$ 15,511 million 
worth retail revenues in 2005-06, projected to 
touch US$ 25,610 million by 2010-11. With the 
growth in the IT/ITES sector and other sunrise 
sectors like biotechnology, hospitality etc. 
concentrated in these cities, the metros have 
experienced exponential growth over the past 
few years, and are expected to demonstrate 
robust economic performance in the coming 
years. Bangalore and Hyderabad have low 
penetration of underprivileged households, 
with the consuming middle class forming the 
largest share of population. Luxury retailing 
has found entry and tremendous response in 
these markets, with increasing number of rich 
and super rich households in these cities. The 
middle class households contribute to almost 
half the retail activity in these metros, with 
lifestyle formats beginning to mushroom. 
These cities are expected to witness a radical 
transition in the migration of households 
belonging to the lower income strata to the 
higher income category, owing to the success 
of the technology sector and other sunrise 
sectors such as biotechnology and hospitality 
industries. These cities have considerable 
latent demand for branded products and offer 
suitable opportunities for a variety of retail 
offerings. Most of the retail sector giants have a 
footprint in these cities, with aggressive future 
plans for expansion.

Metros-in-the-making

The emerging cities of Ahmedabad, Pune, 
Kanpur, Nagpur, Surat, Ludhiana, Coimbatore, 
Chandigarh, Lucknow, Kochi, Jaipur, Vadodara, 
Vizag, Indore, Vijayawada, Trivandrum, 
Bhopal, Nashik and Madurai contribute to US$ 
15,619 million worth total retail activity. 
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The ‘Click-to-buy’ phenomenon is fast 
catching up in India, with increase in number of 
broadband and dial-up internet connections, 
limited personal time for shopping, increased 
use of plastic money and large base of young 
population that spends a considerable time 
online. With more than 70 per cent of India’s 
population concentrated in the rural areas, 
Rural hypermarkets are growing at a blistering 
pace meeting the unique requirements of the 
rural consumer. Affluent households in India 
account for just about 4.5 per cent of the 
national population. However, the affluent 
households segment contributes to more than 
22 per cent of the total retail sales, translating 
to US$ 62,340 million of retail revenues.

And lastly with tourists’ inflow increasing 
impressively with each passing year, tourism 
holds the key to a large retailing opportunity. In 
2005-06, approximately 4.45 million foreign 
tourists arrived in India, registering a growth of 
13.5 per cent over 2004-05. Retailing of 
regional handicrafts and artifacts holds an 
opportunity to capture the interest of foreign 
tourists, given the rich and diverse cultural 
heritage of India. The Indian Tourism Board’s 
initiatives like Dilli Haat (a crafts bazaar located 
in Delhi) retails the regional crafts of various 
states, attracting a large number of tourist 
footfalls. The concept is fast gaining traction in 
other destinations in India such as Jaipur, 
Mumbai and Hyderabad.
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employment in IT/ITeS and other sunrise 
sectors like biotechnology. The increase of per 
capita income has been more pronounced in 
the metros and the emerging cities, with a 
progressive growth in the standard of living 
with employers offering attractive compensation 
packages and perquisites to the pool of skilled 
Indian professionals.

5) Increasing Urbanization

India’s urban population is estimated at 
286 million, constituting 27.8 per cent of the 
total population of 1,029 million as on 2001. 
The urban population is projected to increase 
to 468 million, constituting 33.4 per cent of the 
total projected population of 1,400 million by 
2010. With over 34 cities having a population of 
over 1 million, this number is projected to grow 
rapidly. Urban population has grown over five 
times over the past five decades, with India’s 
urban population being second largest in the 
world, in numerical terms, next only to China. 
Delhi is the most urbanized city in India, with 
about 93 per cent of the population 
concentrated in urban areas. Class I cities 
(cities with population greater than 1,00,000) 
have an average concentration of 73.7 per 
cent urban population, with the share 
increasing rapidly. An increase in the number 
of young employed executives and the 
increasing population of working women is 
stimulating growth of modern retailing in urban 
areas.

6) Easy Availability of Credit

Higher penetration and availability of 
credit facilities and increasing credit card and 
debit card subscriptions have further fuelled 
the growth of retail sector. Most of the banks 
and financial institutions have increased their 
range and amount of retail credit and loans 
service offerings. The average exposure of 
banks to retail loans was at 25.5 per cent of 
total loans in 2005-06. Increased subscription 
of credit cards in the last 3-4 years indicates a 
definitive change in the consumer habits of the 
Indian population. The number of credit cards 
issued was at 16.6 million in 2005-06, growing 
at a compound annual growth rate of 28 per 
cent in the last 6 years. The number of debit 
cards have increased manifold and touched 

53.7 million by 2005-06. The growing 
acceptance of plastic money across small and 
medium sized stores and retail outlets has 
stimulated the rapid growth in issuance of 
credit cards.

7) Increasing Technology Adoption

With modern retail store formats growing 

players are increasingly deploying advanced 

Information Technology tools for managing 

their supply chain, warehousing and logistics 

requirements. Retail sector constituted 8 per 

cent of the IT export revenues in 2005-06. 

Apart from the industry giants, the small scale 

retailers are also embracing IT solutions to 

optimize their operational efficiencies. Big 

league IT firms like IBM India, Oracle and SAP 

are developing solutions for smaller retailers’ 

requirements.

Conclusion

After going through the above discussion, 

we are now in a position to draw some valid 

conclusion about the retail industry, based 

upon the facts and figures. Let us now see the 

conclusion regarding the prospects offered by 

the retail sector in India. Delhi and Mumbai 

offer an attractive market for luxury and 

lifestyle retailing with these cities being home 

to the highest number of households belonging 

to the affluent category (with income greater 

than US$ 24,000 per annum). The growing 

disposable incomes, the consuming class and 

the increasing standard of living across these 

cities translate to opportunities across all the 

retailing formats and verticals. Many metro 

retailers are expected to open outlets in these 

cities to benefit from the “First-Mover” 

advantage, and gain a foothold in these cities. 

Formats like “Wedding Malls”, which are 

unheard of in the far west are found to be very 

successful in the Indian market. Riding on the 

back of a strong manufacturing industry, India 

is fast emerging as an important global 

sourcing hub for top international brands India 

has had a continued presence in the global 

scenario as one of the leading exporters of 

apparels and textiles.
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The ‘Click-to-buy’ phenomenon is fast 
catching up in India, with increase in number of 
broadband and dial-up internet connections, 
limited personal time for shopping, increased 
use of plastic money and large base of young 
population that spends a considerable time 
online. With more than 70 per cent of India’s 
population concentrated in the rural areas, 
Rural hypermarkets are growing at a blistering 
pace meeting the unique requirements of the 
rural consumer. Affluent households in India 
account for just about 4.5 per cent of the 
national population. However, the affluent 
households segment contributes to more than 
22 per cent of the total retail sales, translating 
to US$ 62,340 million of retail revenues.

And lastly with tourists’ inflow increasing 
impressively with each passing year, tourism 
holds the key to a large retailing opportunity. In 
2005-06, approximately 4.45 million foreign 
tourists arrived in India, registering a growth of 
13.5 per cent over 2004-05. Retailing of 
regional handicrafts and artifacts holds an 
opportunity to capture the interest of foreign 
tourists, given the rich and diverse cultural 
heritage of India. The Indian Tourism Board’s 
initiatives like Dilli Haat (a crafts bazaar located 
in Delhi) retails the regional crafts of various 
states, attracting a large number of tourist 
footfalls. The concept is fast gaining traction in 
other destinations in India such as Jaipur, 
Mumbai and Hyderabad.
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employment in IT/ITeS and other sunrise 
sectors like biotechnology. The increase of per 
capita income has been more pronounced in 
the metros and the emerging cities, with a 
progressive growth in the standard of living 
with employers offering attractive compensation 
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Formats like “Wedding Malls”, which are 

unheard of in the far west are found to be very 

successful in the Indian market. Riding on the 

back of a strong manufacturing industry, India 

is fast emerging as an important global 

sourcing hub for top international brands India 

has had a continued presence in the global 

scenario as one of the leading exporters of 

apparels and textiles.
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Materials and Methods

For the purpose of in depth study the 

contents have been taken from relevant books 

and articles from Journals and websites. The 

methods used is analytical and descriptive. 

Both primary as well as secondary sources of 

information have been taken.

Results and Discussions

In the post-independence era, the Government 

of India had to harmonize the basic 

considerations of rapid industrialization and 

the key parameters of a welfare state. The 

main objective of economic growth with social 

justice was kept in view in the overall strategy 

of industrial development. All segments of the 

industry - large, medium and small were 

assigned a mutually complementary role with a 

view to facilitating integrated and harmonious 

growth in the overall industrial sector for its 

future development. In the context of the major 

problems of poverty and unemployment being 

faced by the Indian economy, the development 

of small-scale sector was considered essential 

because of its being labour intensive, flexibility, 

capability to contribute, decentralization, 

optimum use of local resources and talent etc.

The special feature of the Indian economy 

is the rapid growth of small-scale industries 

during the plan period. In the Industrial Policy 

Resolutions of 1948 and 1956, the small-scale 

and cottage industry sectors were given 

special importance for creating additional 

employment with minimum capital investment. 

The capital investment, which was less than 

Rs. 5 lakhs in 1950 has been raised to Rs.2 

Crores but the limit for investment in tiny units 

has been fixed at Rs. 30 lakhs. During the last 

decade, the small-scale sector has progressed 

from the production of simple consumer goods 

to the manufacture of many sophisticated 

products.

The Indian small industry sector can be 

divided into two classes i.e. traditional small 

industries and modern small industries. 

Traditional small industries include village 

industries, handloom, handicrafts etc. Modern 

small industries include small consumer 

products to sophisticated machine tools and 

electronic goods. Making the best use of the 

natural resources and employing high skilled 

and highly talented manpower through 

traditional handicrafts, India had a permanent 

and important place in the world before the 

industrial revolution. However, the advent of 

modern large scale mechanized industry, the 

imposit ion of restr ict ions on Indian 

manufactured products by the Britishers and 

other developed countr ies and the 

deteriorating socio-economic conditions led to 

the decline of small-scale industry, but with the 

provision of a permanent place in the nation's 

policy of economic development after the 

attainment of independence, it has gained a 

vital recovery of its lost position and is now well 

placed on the path of progress towards its 

expansion of trade in the world scenario. A brief 

review of the small-scale sector before and 

after independence is discussed in brief as 

below:

Cottage and small-scale industries had 

flourished in India in ancient times. They were 

the principal sources of income and 

employment and their products were noted for 

their excellence and artistic skill, at a time 

when the West of Europe, the birth place of the 

modern industrial system was inhibited by 

uncivilized tribes, India was famous for the 

wealth of her high artistic skill of her craftsmen. 

Different scholars at that time assessed the 

skill of the Indians in the production of delicate 

woven fabrics, in the mixing of colours, the 

working of metals and precious stones, the 

preparation of essences and in all fields of 

technical arts, from the very early times 

enjoyed a world-wide celebrity. The Muslims of 

Dacca was famous ages ago throughout the 

civilized world about the textile fabrics of super 

quality in its fineness, majestic glittering with 

gold gems, rich embroideries and brocades, 

carpets wonderful for the most brilliant hue, 

furniture most elaborately carved, swords of 
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Introduction

The role of small-scale industries in the 

economic activities of advanced industrialized 

countries like Japan, Germany, Great Britain 

and even the United States of America is 

significant. Small-scale industries are vital for 

the growth of developed as well as developing 

countries. In developed countries, they are 

complementary to the large industry and in the 

developing countries they create new 

employment opportunities. Thus, small-scale 

industries have been widely recommended as 

one of the most appropriate means of 

developing industries in over-populated 

backward countries. The theory of small 

industry has received strong official support in 

India. There are a number of reasons for this. 

The most important is the legacy of Gandhian 

thought. In addition, the very wide distribution 

of existing small industry in India, the great 

pressure of population and shortage of capital 

have all tended to direct attention towards the 

small-scale sector as a possible means of 

increasing output and employment in Indian 

industries.

Small industries have the capacity to 

achieve economic growth faster in view of their 

small gestation period, high employment 

potential and relatively limited financial 

requirements. In a developing country like 

India where population is high and incomes are 

low, it is inevitable to develop the small 

industrial sector, which absorbs more men with 

low capital. Small-scale industries are, 

therefore, rightly accorded top priority in our 

country in the programme of economic 

development with social justice to which the 

nation is now seriously committed.

The small-scale sector is growing fast and 

is capable of securing itself to the basic 

problems of Indian economy i.e. unemployment 

and overall development of the region. There is 

ample evidence to suggest that it will continue 

to play an increasingly important role in the 

industrial development of the country. The 

sector is basically poised to attract technology 

and financial resources to secure rapid growth 

and sustained process of up-gradation of 

technology and improvement in the product 

quality which are being manufactured.
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WTO and Small Industries :

The process of liberalization and market 
reforms has created wide range of 
opportunities for the development of small-
scale industries and at the same time the 
changing world scenario has thrown up new 
challenges to the very existence of the sector. 
The economic reform initiated in 1991 and 
WTO agreements affected wide areas of 
Indian manufacturing industries. Liberalization 
has been increasingly exposing Indian 
industries to global competition. The survival 
and success of industries considerably 
depend mainly on their being competitive and 
cost effective besides maintaining desired 
quality. There is economic pressure on large-
scale industries to specialize and focus on core 
activities and leave the rest to be done by 
small-scale industries. The increased 
competitive pressure on enterprises is forcing 
them to specialize and focus mainly on core 
activities while outsourcing the rest to sub-
contractors/vendors for cutting costs and 

improving quality. Such a strategy of concentrating 
on core activities while leaving the rest to sub-
contractors through outsourcing has helped 
industrial undertakings to reduce capital, 
labour, managerial and procurement costs etc. 
while enhancing productivity and competitiveness.

The sector, however, faces formidable 
challenges today not only from multinationals 
but also from large domestic segments. The 
gradual and impending application of WTO 
Regulations and removal of Quantitative 
Restrictions have added to its worries. The 
solution lies in being more competitive. In a 
competitive market they are unable to utilize 
the capacities available in their units to the 
maximum possible. Keeping in view the above 
consideration, it is essential to establish 
business/linkage with large/medium undertakings 
for providing an avenue to small-scale sector in 
marketing the products. With liberalization of 
the economy and its assimilation into the 
globalize world economic order, latest and 
state-of-the-art technology needs to be 

Table 2
thProjection of SSI Output and Employment in 10  Plan

Year

2002-03 36.71 (04.5) 824363 (12.5) 527837 (08.5) 200.79 (04.0)

2003-04 38.36 (04.5) 932354 (13.1) 575871 (09.1) 209.03 (04.1)

2004-05 40.09 (04.5) 1060087 (13.7) 631730 (09.7) 217.80 (04.2)

2005-06 41.89 (04.5) 1213800 (14.5) 698062 (10.5) 227.17 (04.3)

2006-07 43.78 (04.5) 1401939 (15.5) 778339 (11.5) 237.17 (04.4)

Average
Growth 13.9 09.0 04.2
(10th Plan)

Total
Growth
in 5 91.3 60.0 22.8
years
(Base
Year
2001-02)

Average --- 18.3 12.0 04.6

No. of Units
(Lakh)

Production (Rs. Crores)

At Current
Prices

At Constant
Prices

(1993-94)

Employment
(Lakh)

Note : Figures in brackets indicate the percentage growth over the previous year.

Source : Laghu Udyog Samachar.
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different forms and excellent temper are 

among the objects that prove the perfection of 

art in India. These observations signify the 

prominence and the glory of the products of the 

cottage and small-scale industries.

The decay of these industries accelerated 
after the advent of the British, though the seed 
was sown in the Moghul period itself. Since 
independence, the Government of India, 
realizing the socio-economic significance of 
small-scale industries has initiated several 
positive measures for their development, the 
industrial policy pronouncements, the 
progressive allocations made in the Five Year 
Plans, the creation of different promoting and 
supporting organizations and the nationalization 
of commercial banks reflect the spirit and effort 
of the Government towards the creation of a 
favourable climate for the growth and working 
of small industry. In fact, the progress and the 
performance achieved by small-scale industry 
are the result of the various measures initiated 
by the Government for their growth and 
effective working.

Contribution of Small-Scale Industries in 
Indian Economy : The small-scale industries 
have acquired an important position in the 
economic development of the country. The 
contribution of the sector towards the 
economic advancement as wel l  as 
development and removal of economic 
disparities among the cross-sections of the 
society has been tremendous. The sector 
through its 35 lakh units spread through out the 

length and breadth of the country produces 
over 7500 different items for domestic as well 
as foreign market. There are 11 lakh units also 
existing in the organized sector. The 
unorganized sector comprises SSI units 
engaged in manufacturing apart from those in 
the handloom, handicraft sectors. Even in the 
face of strict and difficult economic and other 
constraints, the sector has been able to 
register impressive growth rates. This sector 
contributes about 40% of the value added in 
the manufacturing and its share in national 
export stands at over 34%. The sector 
accounts for about 95% of industrial units in the 
country, 7% of Gross Domestic Product (GDP) 
and provides gainful employment to about 175 
lakh persons through its various constituents, 
35 lakh entrepreneurs along with 155 lakh 
employees. The indirect employment created 
through forward and backward linkages is also 
important. It also covers product range, which 
varies from simple items produced with 
traditional technology to high-tech products 
produced with sophisticated state-of-the-art 
technology. The average rate of growth of 
production in small-scale industries sector 
during the Ninth Plan is estimated at 7.7% and 
the average growth in employment is about 
3.7% per annum. This gives an employment 
elasticity of about 0.5 for the SSI Sector. The 
targeted rate of growth for the SSI sector has 
been kept at 12% as the economy is expected 
to grow at 8% (GDP) in the Tenth Plan. Table-I 
and Table-II presented herein below depict the 
above averments clearly.

Table 1
Performance of SSI Sector in India

Year

No. of Units (in Lakhs) Production (in Crores) Employ
ment

(in Lakhs)

Export in Crores

Regd. unregd. Total At
Current

Price

At 2000-
05 Price

Growth
Rate

SSI All India
Export

Share of
SSI (%)

1990-91 04.48 04.26 08.74 28060 10906 08.79 71.00 1643 6711 24.48

2000-01 13.78 05.70 19.48 155340 155340 -- 125.30 9664 32553 29.69

2003-04 25.26 06.86 32.12 572887 416736 08.16 178.50 54200 159161 33.67

2004-05 26.72 06.98 33.70 639024 451033 08.23 185.64 69797 202510 34.47

2005-06 27.53 07.11 34.64 690522 477870 05.59 192.23 71244 207746 34.29

Source : SSI in India - An Engine of Growth, 2007
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prominence and the glory of the products of the 
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independence, the Government of India, 
realizing the socio-economic significance of 
small-scale industries has initiated several 
positive measures for their development, the 
industrial policy pronouncements, the 
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Plans, the creation of different promoting and 
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of commercial banks reflect the spirit and effort 
of the Government towards the creation of a 
favourable climate for the growth and working 
of small industry. In fact, the progress and the 
performance achieved by small-scale industry 
are the result of the various measures initiated 
by the Government for their growth and 
effective working.
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economic development of the country. The 
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No. of Units (in Lakhs) Production (in Crores) Employ
ment

(in Lakhs)

Export in Crores

Regd. unregd. Total At
Current

Price

At 2000-
05 Price

Growth
Rate

SSI All India
Export

Share of
SSI (%)

1990-91 04.48 04.26 08.74 28060 10906 08.79 71.00 1643 6711 24.48

2000-01 13.78 05.70 19.48 155340 155340 -- 125.30 9664 32553 29.69
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2004-05 26.72 06.98 33.70 639024 451033 08.23 185.64 69797 202510 34.47

2005-06 27.53 07.11 34.64 690522 477870 05.59 192.23 71244 207746 34.29

Source : SSI in India - An Engine of Growth, 2007
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Introduction

Acting as financial intermediaries, banks 
exist by virtue of their abilities to minimize 
transaction costs through enjoying economies 
of scope and scale and by aggregating 
uncorrelated demand. In comparison to 
commercial banks, development banks 
generally have a more special-purpose and 
remedial function in providing finance to assist 
in the economic development of some sector 
or sectors, and this role is particularly 
important in the case of developing nations. 
Compared to conventional banking establishments, 
further distinctive features of development 
banks are that they are initiated and sponsored 
by governments and generally derive most of 
their funds from central banking institutions 
(such as the Reserve Bank of India), as well as 
from other public and some private financial 
institutions. While conventional banks have 
access to the deposits of their customers, in 
development banks there is a less direct 
linkage between customer savings as a pool of 
available resources for lending and the funding 
available for distribution in the form of loan 

finance. Rather than operating to both muster 
and allocate funds, development banks focus 
on the funding dispersal function. In 
performing this distributive role, the ability of 
development banks to furnish finance is 
instead dependent on the funds provided by 
sponsoring institutions.

During the period studied in the current 

paper there were six development banks 

operating at the all-India level, together with a 

range of other national and state-based 

agencies. Each of the all-India development 

banks was accorded a particular role in 

economic development. For example, the 

Infrastructure Development Finance Company 

Ltd. (IDFC) was charged with providing the 

foundations for the development of industries 

by "removing impediments to the movement of 

capital to infrastructure sectors" in financing 

projects such as roads, power and 

agribusiness. The Industrial Investment Bank 

of India Ltd. (IIBI) was the primary funding and 

reconstruction agency for the rehabilitation of 

'sick' and closed industrial units The Small 
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adopted by new units coming up in the sector, 
while the existing ones require to carry out 
technological up-gradation from time to time to 
enhance their competitive strengths. The need 
of the hour is Technology Up-gradation.

The major problems being faced by the 
SSI sector relate to: (a) Credit, (b) 
Infrastructure, (c) Technology, (d) Skill 
Development; and (e) Marketing. The 
indicators of autonomous growth in recent 
times have been shifted due to the impact of 
WTO agreements affecting India, like removal 
of Quantitative Restrictions, dumping of certain 
goods/items, power related inadequacies and 
credit related insufficiencies etc. The 
employment generated through induced 
measures can serve as a useful supplement to 
the autonomous measures. Direct employment 
should not be viewed in isolation. It has both 
forward and backward linkages and generates 
large-scale employment in the service sector. 
In addition, the role of the fast emerging 
information and technology sectors should not 
be ignored. In many ways, they are catalysts to 
employment generation. India possesses 
distinct advantages in this sector. India's 
success can be attributed to a combination of 
factors, such as resource endowment, 
availability of cheap skilled labour, favourable 
government policies etc. Further, there are a 
few industries like food processing and leather 
where India enjoys comparable advantages in 
the form of vast resources endowment and 
where only about 25% of the existing 
respective potential has been exploited so far.

Conclusion

To protect the interest of SSI units and 
facilitate their development, the Government in 
pursuance of its policies, has initiated a 
number of support measures from time to time 
which include policy of reservation, revision of 
investment ceilings, modernization, technology 
up-gradation, marketing assistance etc. The 
emerging economic scenario in the changed 
liberalized and competitive economic 
environment has necessitated structural and 
fundamental changes in the policy framework 
put into place for the development of this vital 
sector of the economy. In the post-reform 
period, a number of steps including partial de-
reservation change investment limits, 
facilitating foreign participation, establishment 
of growth centers, export promotion, marketing 

assistance and incentives for quality improvement 
etc. have been taken by the Government for 
strengthening of this sector.

The SSI Sector has proved in its task 
assigned to them in the changed liberalized 
economic environment of the country. The 
steps required for opening up of the economy 
have affected the operations of this sector, 
throwing upon new opportunities and challenges 
at the same time. The need of the hour 
undoubtedly is to provide sustenance through 
suitable measures to strengthen it for 
converting the challenges into opportunities for 
scaling new heights. Economic growth 
becomes really meaningful when the people 
participate extensively in the production 
process. The real challenge of growth is to 
provide full employment. The small-scale 
sector is the symbol of that facet of our 
economy, which reflects production by masses 
rather than mass production. With the decline 
in agricultural employment and virtual 
stagnation in the organized manufacturing 
sector, employment in SSI sector has emerged 
as the only ray of hope.
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narrowing down the gap between the haves 
and have-nots".

Often the investments of conventional 
banks are in the form of shareholdings in 
corporations, with relatively limited amounts 
invested in existing or new SMEs and small-
scale industries. Conversely, in the guise of 
finance gap-filler, development banks are 
generally charged with funding new and 
emerging industries and businesses, 
particularly those in less developed areas or 
regions—reflecting their overt developmental 
nature. While the profitability of investments is 
crucial in the financing decisions of 
conventional banks, government policy 
generally circumscribes that development 

banks recognize broader economic and social 
imperatives in making funding choices. 
Development banks must also manage 
problems and obstacles to growth and 
development in the communities and nations 
that they serve. In comparison to the 
developed world, capital shortages are more 
acute in developing nations and there is often a 
range of resource constraints, as well as socio-
economic tensions and exigencies in 
developing nations that may hinder 
development and growth. The impact of these 
factors can be contextualized by comparing 
India's general economic situation to that of a 
similarly sized developing nation-China as 
presented in Table-1.

Table - 1
Comparative Economic Metrics of India and China

Metrics India China

Population 1.08 Billion 1.30 Billion

Population Growth Rate 1.5% 0.58%

Population below poverty line 25% 10%

Labour Force - By Sector: Agriculture 60% 49%

Industry 17% 22%

Services 23% 29%

Gross Domestic Product (GDP) Per Capita (PPP)* $ US 3,100 $ US 5,600

GDP by Sector : Agriculture 23.6% 13.8%

Industry 28.4% 52.9%

Services 48% 33.3%

GNI per capita World Ranking (of 208 economies) 159 134

Public Debt ($US) as a Percentage of GDP 59.7% 31.4%

The metrics presented in Table 1 
evidence that a substantial proportion of 
India's large population live below the poverty 
line, and work in the agricultural sector in 
regional and rural locales. India has significant 
levels of public debt and ranks as somewhat 
less developed than China according to a 
range of economic indicators.

In such developing nat ions the 
government plays a lead role in advancing 
industrialization and commercialization in 
order to move the economy forward, since the 

private sector is largely unable to do so due to 
resource scarcity. To foster growth in countries 
such as India, development banks such as the 
SIDBI are tasked with working to correct 
deficiencies in the capital market by investing 
in viable new and emergent businesses and 
industries. Development banks also work to 
improve the prospects of individuals, 
businesses and industries in less developed 
regions of a nation as a means for improving 
regional economic parity. In India, development 
banks established and sponsored by 
government are charged with providing a 

* Expressed in terms of purchasing power parity.

Source : Developed from the World Bank Development Indicators Database (World Bank, 2005) and The World 

Fact Book (CIA, 2005).

Anusandhanika / Vol. III / No. II / July 2011-170-

Industries Development Bank of India (SIDBI), 

incorporated in 1990, was set up to finance 

SMEs, including village and cottage industries 

through to high-technology SMEs, and its role 

was accorded particular relevance in fostering 

balanced regional development. The bank 

aimed "to provide quality services to its clients 

through tailor made programmes, devoid of 

any systemic and procedural difficulties".

This paper reports on an investigation 
concerning regional development and the 
macroeconomic financing function of the 
SIDBI, examining how well the SIDBI fulfilled 
its role in respect to fostering the start-up and 
growth of SMEs in less developed regions of 
India. The research is historically focused on 
the Indian development banking from 1996 to 
2003. The beginning of the period selected for 
study represents the immediate post-
liberalization and deregulation era of banking 
in India. At this time the landscape of the public 
(and private) banking system in the nation 
underwent significant change as a result of the 
implementation of reforms recommended by 
the Narasimham Committee in 1992 and 1997. 
Further, in the mid-range of the period, the 
SIDBI redeveloped its financial products and 
altered a number of its financing practices by 
establishing a micro-financing scheme and a 
venture capital business. Shortly after 2003, 
being the end date of our study, the disclosure 
formats used by the Industrial Development 
Bank of India (IDBI) to report on financing 
provided by the SIDBI (and various other 
Indian development banks) changed 
dramatically, reducing the capacity to make 
comparative longitudinal analyses of financing 
provision and performance.

The Sme Finance Gap And The Indian 
Economy : Development banks exist to 
supplement existing sources of finance, fund 
bankable economic development projects, 
and promote and finance enterprises and 
industry. Financial institutions and government- 
sponsored funding bodies of a developmental 
nature and that target SMEs have operated in 
many developed nations, such as the United 
Kingdom, United States, Canada, Japan and 
Germany, as well as in developing nations (for 
example, the Asian Development Bank and the 
SME Development Bank of Thailand). While 
conventional banks mobilize savings through 

financial intermediaries and channel these 
savings into profitable investment outlets, 
where there are deficiencies in the availability 
of finance to industry through such channels, 
development banks are generally created to fill 
some of the gap.

In terms of the SME sector, this financing 
shortfall is labeled the finance gap. The SME 
finance gap has been the subject of a body of 
research in developed countries over a 
considerable period of time. Aspiring 
entrepreneurs, as well as owners of existing 
SMEs, may face difficulties in obtaining loan 
finance from commercial banking organizations 
due to interest rate charges, lack of collateral 
or security for loans, and risk factors; 
components of a 'supply gap'. There is also a 
'knowledge gap' on the part of SME owners 
concerning their awareness of sources and 
availability of funding. Development banks act 
to address both of these aspects of the finance 
gap.

In developing nations the contribution of 
SMEs, particularly those which shape and 
diversify the industrial structure, is critical to 
national and regional economic development, 
however, in such countries and particularly in 
India and for Indian SME start-ups, the extent 
of the finance gap is often quite profound. The 
pool of savings available for lending in 
developing nations is more limited and, in the 
context of funding SMEs, the transaction costs 
associated with micro financing can present 
barriers for both lenders and borrowers. 
Lenders profit little from small loans, and both 
venture risk and the likelihood of loan default 
can be high. Borrowers have few if any 
financial resources of their own to commit to a 
business venture and lack collateral to secure 
financing. Collectively, these factors produce 
information asymmetries; moral hazard 
issues, high switching costs, and a range of 
other problems which are more pronounced in 
the SME financing context. There is also 
evidence from a range of nations that SMEs in 
'peripheral', rural or remote locations face 
relative disadvantages in accessing and 
securing finance, as well as difficulties arising 
from the remoteness of markets and various 
labour force supply and skills restrictions. In 
India, "a vibrant and developed micro-finance 
sector would impact economic development 
across the country and help in the distribution 
of wealth among the populous for ultimately 
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and have-nots".
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in 1999 and developed a wholly owned venture 
capital company which was incorporated in 
1999. Assistance provided by the SIDBI has 
generally been granted for funding new 
projects, expansion or diversification, 
technological and other modernization, 
environmental and quality management, 
marketing, and rehabilitation of 'sick' SMEs. 
The bank has also provided a range of 
s c h e m e s  f o r  S M E  p r o m o t i o n  a n d  
entrepreneurship development, and a Rural 
Industries Programme.

Performance Of Development Banks In 
India :

The first Report on Development Banking 
in India (IDBI, 1980) includes data tracing back 
to the 1978-1979 financial year. Prior studies 
have shown that these annual reports reveal 
that the financing decisions of Indian 
development bank54diverged from both 
national policy and specific bank mandates 
and missions in respect to a range of criteria. 
For example, during the decade from 1978 to 
1988, the financing provided by three all-India 
development banks (Industrial Finance 
Corporation of India Ltd., Industrial Credit and 
Investment Corporation of India Ltd., and 
Industrial Development Bank of India) to 
relatively more developed regions was greater 
than the amount given to 'backward' areas, 
and this financing assistance was heavily 
concentrated in five or six states. For the 1983 
to 1988 period, Goela (2003) observed that 
collectively for these three development 
banks, the Indian states of: Maharashtra, 
Gujarat, Uttar Pradesh, Tamil Nadu and 
Andhra Pradesh were claiming about 60 
percent of total assistance sanctioned by all 
development banks and so there was lack of 
diversification in state-wise assistance, which 
signifies slow progress in correcting the deep-
rooted regional imbalance and paradoxically, 
the per capita incomes of three states were 
higher than the all-India per capita income. 
Thus the assistance sanctioned by 
development banks was concentrated in the 
relatively developed states.

Retrospectively there is clearly a degree 
of incongruity in the distribution of financing, on 
a regional basis, provided by various Indian 
development banks in comparison to the 
objectives embedded within Indian five-year 
plans and industrial policy, as well as in 
connection to the mandates of the banks 
concerned. This observation raises the 
question of whether such funding anomalies 

continued to prevail in times that are more 
recent and whether such imbalances in the 
distribution of finance are statistically 
significant. With liberalization of the Indian 
banking sector in the 1990s, the effects of this 
deregulation on development bank financing in 
the post-liberalization period are of particular 
concern in reference to balanced regional 
economic development and growth, and for 
the reduction of rural and regional poverty.

Borbora and Dutta (2002) examined the 
changing role of the Industrial Development 
Bank of India in relation to the financing 
assistance it sanctioned in the pre- and post-
iiberalization eras. The researchers found a 
statistically significant trend for financing to be 
provided to more developed states during 
1994 to 1999 in comparison to the pre-
liberalization period of 1982 to 1987.

In the current study, an analysis of SIDBI 
data in the post-liberalization period of 1996-
1997 to 2002-2003 was undertaken to 
determine if financial assistance provided by 
this bank was concentrated in relatively more 
developed regions, consistent with historical 
observations concerning India's other national 
development banks, or whether financing was 
directed to less developed regions in accord 
with promulgated policy and mandates. The 
following hypothesis was framed for testing 
that: There is an appropriate regional 
imbalance in financing provided by the SIDBI.

In operational-zing this hypothesis, an 
'appropriate' regional imbalance was defined 
as one that served to favour less developed 
states over more developed states, thus 
enhancing the prospects for less developed 
states to attain levels of prosperity and 
development equivalent to the more developed 
states. Therefore, an 'inappropriate' imbalance 
is one benefit ing those states that 
already exhibited characteristics of superior 
development.

Materials and Methods

Per capita net domestic product (NDP) 
was sourced from Indian Ministry of Finance 
(2004) economic survey data for each state for 
the 1996-1997 to 2002-2003 periods and was 
used as the basis for classifying regions into 
two groups on an annualized basis. Group 1 
consisted of less developed states and Group 
2 of more developed states, categorized 
according to the median of state per capita 
NDP on an all-India basis. Thus, state-wise per 
capita NDP was used as a proxy for the level of 
regional development. The use of state-wise 
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financing function as one means for 
government to implement and support its 
industrialization and development strategies.

Government Policy In India And The Sidbi : 
When India achieved independence from 
British rule in 1947, the nation was significantly 
underdeveloped, there was intense personal 
and resource poverty, and the Indian economy 
lacked financial institutions and functional 
capital markets. In 1948, the government 
established the Industrial Finance Corporation 
of India (IFCI), the nation's first development 
bank, in an effort to incite economic growth. 
The development of industry has remained a 
national priority based on the notion that 
industrialization is necessary for the growth of 
other sectors of the economy. In 1951, the 
nation's first 'five-year' plan was promulgated, 
aimed at enhancing the financial and socio-
economic structure. Embodied within the 
objectives of the first and consecutive five-year 
plans were targeted strategies to develop 
particular sectors and 'backward regions', 
reduce imbalances in regional economic 
growth, and redistribute income and assets in 
favour of the less socio-economically 
advantaged. The tenth plan (2001) was 
especially targeted at correcting imbalances in 
regional development, including disparities in 
employment levels.

In addition to five-year plans, the Indian 
government's Industrial Policy, including 
Industrial Policy Resolutions and Industrial 
Policy Statements, was directed at fostering a 
planned economy aimed at providing equitable 
distribution of wealth and income. The 
Government of India continued to affirm that: 
Balanced regional development through 
locational dispersal of industries has been one 
of the principal objectives of ....Five Year Plans 
and Government's Industrial Policy. The 
Industrial Policy of 1991 aims, inter alia, to 
spread industrialization to backward areas of 
the country through institutions, appropriate 
initiatives and infrastructure investments that 
would facilitate private investment.

Despite government policies and 
strategies for economic intervention, 
disparities in regional development in India 
have been both signWGaTrESand increasing. 
The difference between the highest and lowest 
state-wise per capita incomes in the nation, for 
the states of Goa and Bihar, respectively, was 
560% in the 1996-1997 financial year, rising to 
a differential of 783% by 2000-2001 (as 
reported in Five Year Plan Yearbook of 2003).

Meeting the Indian government's 
economic and social objectives is directly 
linked to the provision of finance, and thus to 
the establ ishment and operation of 
development banks. Included in the mission 
statements of these banks were requirements 
to invest in organizations and activities to 
promote industrial growth in relatively more 
under developed regions as one means for 
reducing income disparities and alleviating 
regional unemployment problems. The main 
emphasis of the financing decisions made by 
development banks should "thus are on 
providing funds for development purposes, 
particularly in those areas most requiring 
development and which have less access to 
other forms of finance".

In the developing world, SMEs make large 
contributions to national employment and 
output. However, the SME sector often lags 
behind that of developed nations in terms of 
contributions to gross domestic product and in 
relation to other economic indicators. In India, 
the economy is dualistic, characterized by "a 
few massive private sector conglomerates ... 
and various nationalized firms ... while there is 
an enormous mass of small shopkeepers and 
local industrial firms". In March 2001, an 
estimated 3.37 million 'units' (individual SMEs) 
were operating in the small scale industries 
sector in India (SIDBI, 2001) and more recent 
metrics show that Indian SMEs employ in 
excess of 30 million people and account for 
more than 35% of the nation's exports and 
nearly 6% of gross domestic product.

The SIDBI operates as the apex institution 
for financing, refinancing and promotion of this 
small-scale industries sector (SIDBI, 2001), 
including financing and coordination of state-
level institutions, directly funding SMEs, and 
specifically fostering "employment generation 
and economic development of the rural poor 
through promotion of micro-enterprises". The 
bank's mission statement asserts that the 
SIDBI operates "to empower the Micro, Small 
and Medium Enterprises (MSME) sector with a 
view to contributing to the process of economic 
growth, employment generation and balanced 
regional development". The SIBDI funded a 
large number of microfinance and primary 
lending institutions intended "for on-lending to 
poor groups and individuals with an emphasis 
on women taking up micro-industrial 
activities". Four years after its founding, the 
SIDBI began a micro-credit lending scheme 
which became the Foundation for Micro Credit 
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in 1999 and developed a wholly owned venture 
capital company which was incorporated in 
1999. Assistance provided by the SIDBI has 
generally been granted for funding new 
projects, expansion or diversification, 
technological and other modernization, 
environmental and quality management, 
marketing, and rehabilitation of 'sick' SMEs. 
The bank has also provided a range of 
s c h e m e s  f o r  S M E  p r o m o t i o n  a n d  
entrepreneurship development, and a Rural 
Industries Programme.

Performance Of Development Banks In 
India :

The first Report on Development Banking 
in India (IDBI, 1980) includes data tracing back 
to the 1978-1979 financial year. Prior studies 
have shown that these annual reports reveal 
that the financing decisions of Indian 
development bank54diverged from both 
national policy and specific bank mandates 
and missions in respect to a range of criteria. 
For example, during the decade from 1978 to 
1988, the financing provided by three all-India 
development banks (Industrial Finance 
Corporation of India Ltd., Industrial Credit and 
Investment Corporation of India Ltd., and 
Industrial Development Bank of India) to 
relatively more developed regions was greater 
than the amount given to 'backward' areas, 
and this financing assistance was heavily 
concentrated in five or six states. For the 1983 
to 1988 period, Goela (2003) observed that 
collectively for these three development 
banks, the Indian states of: Maharashtra, 
Gujarat, Uttar Pradesh, Tamil Nadu and 
Andhra Pradesh were claiming about 60 
percent of total assistance sanctioned by all 
development banks and so there was lack of 
diversification in state-wise assistance, which 
signifies slow progress in correcting the deep-
rooted regional imbalance and paradoxically, 
the per capita incomes of three states were 
higher than the all-India per capita income. 
Thus the assistance sanctioned by 
development banks was concentrated in the 
relatively developed states.

Retrospectively there is clearly a degree 
of incongruity in the distribution of financing, on 
a regional basis, provided by various Indian 
development banks in comparison to the 
objectives embedded within Indian five-year 
plans and industrial policy, as well as in 
connection to the mandates of the banks 
concerned. This observation raises the 
question of whether such funding anomalies 

continued to prevail in times that are more 
recent and whether such imbalances in the 
distribution of finance are statistically 
significant. With liberalization of the Indian 
banking sector in the 1990s, the effects of this 
deregulation on development bank financing in 
the post-liberalization period are of particular 
concern in reference to balanced regional 
economic development and growth, and for 
the reduction of rural and regional poverty.

Borbora and Dutta (2002) examined the 
changing role of the Industrial Development 
Bank of India in relation to the financing 
assistance it sanctioned in the pre- and post-
iiberalization eras. The researchers found a 
statistically significant trend for financing to be 
provided to more developed states during 
1994 to 1999 in comparison to the pre-
liberalization period of 1982 to 1987.

In the current study, an analysis of SIDBI 
data in the post-liberalization period of 1996-
1997 to 2002-2003 was undertaken to 
determine if financial assistance provided by 
this bank was concentrated in relatively more 
developed regions, consistent with historical 
observations concerning India's other national 
development banks, or whether financing was 
directed to less developed regions in accord 
with promulgated policy and mandates. The 
following hypothesis was framed for testing 
that: There is an appropriate regional 
imbalance in financing provided by the SIDBI.

In operational-zing this hypothesis, an 
'appropriate' regional imbalance was defined 
as one that served to favour less developed 
states over more developed states, thus 
enhancing the prospects for less developed 
states to attain levels of prosperity and 
development equivalent to the more developed 
states. Therefore, an 'inappropriate' imbalance 
is one benefit ing those states that 
already exhibited characteristics of superior 
development.

Materials and Methods

Per capita net domestic product (NDP) 
was sourced from Indian Ministry of Finance 
(2004) economic survey data for each state for 
the 1996-1997 to 2002-2003 periods and was 
used as the basis for classifying regions into 
two groups on an annualized basis. Group 1 
consisted of less developed states and Group 
2 of more developed states, categorized 
according to the median of state per capita 
NDP on an all-India basis. Thus, state-wise per 
capita NDP was used as a proxy for the level of 
regional development. The use of state-wise 
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financing function as one means for 
government to implement and support its 
industrialization and development strategies.

Government Policy In India And The Sidbi : 
When India achieved independence from 
British rule in 1947, the nation was significantly 
underdeveloped, there was intense personal 
and resource poverty, and the Indian economy 
lacked financial institutions and functional 
capital markets. In 1948, the government 
established the Industrial Finance Corporation 
of India (IFCI), the nation's first development 
bank, in an effort to incite economic growth. 
The development of industry has remained a 
national priority based on the notion that 
industrialization is necessary for the growth of 
other sectors of the economy. In 1951, the 
nation's first 'five-year' plan was promulgated, 
aimed at enhancing the financial and socio-
economic structure. Embodied within the 
objectives of the first and consecutive five-year 
plans were targeted strategies to develop 
particular sectors and 'backward regions', 
reduce imbalances in regional economic 
growth, and redistribute income and assets in 
favour of the less socio-economically 
advantaged. The tenth plan (2001) was 
especially targeted at correcting imbalances in 
regional development, including disparities in 
employment levels.

In addition to five-year plans, the Indian 
government's Industrial Policy, including 
Industrial Policy Resolutions and Industrial 
Policy Statements, was directed at fostering a 
planned economy aimed at providing equitable 
distribution of wealth and income. The 
Government of India continued to affirm that: 
Balanced regional development through 
locational dispersal of industries has been one 
of the principal objectives of ....Five Year Plans 
and Government's Industrial Policy. The 
Industrial Policy of 1991 aims, inter alia, to 
spread industrialization to backward areas of 
the country through institutions, appropriate 
initiatives and infrastructure investments that 
would facilitate private investment.

Despite government policies and 
strategies for economic intervention, 
disparities in regional development in India 
have been both signWGaTrESand increasing. 
The difference between the highest and lowest 
state-wise per capita incomes in the nation, for 
the states of Goa and Bihar, respectively, was 
560% in the 1996-1997 financial year, rising to 
a differential of 783% by 2000-2001 (as 
reported in Five Year Plan Yearbook of 2003).

Meeting the Indian government's 
economic and social objectives is directly 
linked to the provision of finance, and thus to 
the establ ishment and operation of 
development banks. Included in the mission 
statements of these banks were requirements 
to invest in organizations and activities to 
promote industrial growth in relatively more 
under developed regions as one means for 
reducing income disparities and alleviating 
regional unemployment problems. The main 
emphasis of the financing decisions made by 
development banks should "thus are on 
providing funds for development purposes, 
particularly in those areas most requiring 
development and which have less access to 
other forms of finance".

In the developing world, SMEs make large 
contributions to national employment and 
output. However, the SME sector often lags 
behind that of developed nations in terms of 
contributions to gross domestic product and in 
relation to other economic indicators. In India, 
the economy is dualistic, characterized by "a 
few massive private sector conglomerates ... 
and various nationalized firms ... while there is 
an enormous mass of small shopkeepers and 
local industrial firms". In March 2001, an 
estimated 3.37 million 'units' (individual SMEs) 
were operating in the small scale industries 
sector in India (SIDBI, 2001) and more recent 
metrics show that Indian SMEs employ in 
excess of 30 million people and account for 
more than 35% of the nation's exports and 
nearly 6% of gross domestic product.

The SIDBI operates as the apex institution 
for financing, refinancing and promotion of this 
small-scale industries sector (SIDBI, 2001), 
including financing and coordination of state-
level institutions, directly funding SMEs, and 
specifically fostering "employment generation 
and economic development of the rural poor 
through promotion of micro-enterprises". The 
bank's mission statement asserts that the 
SIDBI operates "to empower the Micro, Small 
and Medium Enterprises (MSME) sector with a 
view to contributing to the process of economic 
growth, employment generation and balanced 
regional development". The SIBDI funded a 
large number of microfinance and primary 
lending institutions intended "for on-lending to 
poor groups and individuals with an emphasis 
on women taking up micro-industrial 
activities". Four years after its founding, the 
SIDBI began a micro-credit lending scheme 
which became the Foundation for Micro Credit 



Anusandhanika / Vol. III / No. II / July 2011-175-

Results and Discussions

Differentials in SIDBI finance sanctioned 
to the five least developed and the five most 
developed states are reported in Table 3. This 
analysis revealed that, collectively, the five 
most developed states received a mean of 
over 35% of total SIDBI assistance sanctioned 
across the seven-year period. By way of 
contrast, the five least developed states 

received less than 9% of total assistance 
sanctioned over the same period. The data 
reported in Table 3 also evidence a declining 
trend in SIDBI funding provided to SMEs and 
small industries in the least developed states, 
with a corresponding trend for funding to be 
diverted to the most developed states, and 
which was particularly noticeable in the period 
from 2001 to 2003.

Table - 3
State-wise SIDBI Assistance Sanctioned (Selected States)

Year Assistance to
Five Least
Developed

States (in Millions)

Percentage of
Assistance

Assistance to
Five Least
Developed

States (in Millions)

Percentage of
Assistance

1996-97 4,937 11.0 16,198 36.2

1997-98 6,702 12.1 16,844 30.5

1998-99 5,147 10.8 16,707 34.9

1999-00 4,445 09.1 15,723 32.2

2000-01 7,003 06.6 36,747 29.3

2001-02 6,974 08.0 31,209 35.8

2002-03 4,408 04.4 46,937 46.6

Mean   =     35.1%

Further analysis of the data underlying the 
statistics appearing in Table 3 revealed a 
systematic bias in funding at or above the 
annual median and mean levels, to a select 
few of the less developed states, together with 
a reduction in the number of less developed 
states receiving mean or better levels of 
financing from the SIDBI in the final two years 
under consideration. This result is consistent 
with the observation that the more developed 
states enjoyed an increased share of funding 
in those years.

This initial analysis of the data provided 
results consistent with those of prior studies. 
For example, Jain (1989) and Goela (2003) 
found a concentration of funding provided by 
three all-India development banks to a select 
few states during the 1980s. Similarly, from the 
1980s through to 1999, Borbora and Dutta 
(2002) found that cumulative funding provided 
by the IDBI was concentrated in western 
regions/states in contrast to that provided to 
northeastern states. Whether Indian development 

banks are examined individually (as in Borbora 
& Dutta, 2002, and the current study) or 
collectively (as in Goela, 2003, and Goela & 
Bisman, 2007), the organisations and 
industries receiving financing from the SIDBI 
and other all-India level development banks 
are heavily concentrated in a few of India's 29 
states and almost exclusively in states in mid-
western and south-western India. IDBI (2003, 
2004) reports reveal that for the six national 
development banks, plus other all-India 
financial institutions, 78.5% of funding was 
directed to seven states in 2002-2003, rising to 
81.5% of funding to seven states in 2003-2004, 
of which six were the same states as those 
reported for the previous year.

The apparent unequal distribution of funds 
between the most and least developed 
regions, favouring the more developed 
regions, provides some support for the 
hypothesis that there is an inappropriate 
imbalance in regional financing provided by 
the SIDBI. In order to further investigate this 
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NDP (or income) data is consistent with Indian 
government interpretations of 'regions' in the 
context of regional development, and with the 
differentiation of regions in terms of levels of 
development. A comparison of state-wise per 
capita NDP with state-wise per capita income 
for the relevant periods supported our 
grouping of the states. The use of per capita 
NDP figures served to remove population as a 
confounding variable, as well as providing for 
recognition of regional economic, developmental 
and productive distinctions. Per annum, states 
below the all-India median were classified as 
Group 1 and those at or above the median as 
Group 2 (see Table 2). While there were some 
changes in the rank ordering of states within 
groups, the states in each group nevertheless 
remained relatively stable across the seven 
years studied.

In order to determine the regional 
concentration of finance provided by the SIDBI 
we used data on state-wise assistance 
sanctioned by the bank (SANCTION). The 
data were obtained from the Report on 
Development Banking in India (IDBI, 2001, 

2003), which covers the 1996-97 to 2002-03 
period. The analysis covered the 29 states of 
India, including the National Capital Territory 
(Delhi). Union Territories, which received less 
than 0.2% of total SIDBI sanctions over the 
period, were excluded, as were multi-state and 
'other' sanctions, which accounted for zero 
percent of sanctions in the 1996-2000 period 
and about 10% of total sanctions thereafter.

After exploration and preliminary analysis 
of the data based on descriptive statistics, 
Levene's test was applied showing unequal 
variances for the two groups of states. Thus, 
we utilized independent samples t-tests 
(assuming unequal variances) to assess if 
there were statistically significant funding 
imbalances between the two groups. Given the 
significance of the results derived from 
applying these tests, we then used ordinary 
least squares (linear) regression analysis to 
explore the possibility of a direct association 
between state-wise financing (SANCTION) 
and level of development (NDP).

Table - 2
Regional Groupings According to State-wise Per Capita NDP (by year)

Group - 1
Less Developed

States

Year included in
Group - 1 (Period

1996-97 to
2002-03

Group - 2
More Developed

States

Years included in
Group - 2 (Period
1996-97 to 2002 

- 03)

Bihar Ail Andhra Pradesh All

Orissa All Karnataka All

Jharkhand All Himachal Pradesh All

Assam All Mizoram All

Uttar Pradesh All Kerala All

Manipur All Tamil Nadu All

Tripura All Gujarat All

Chattisgarh All Haryana All

Jammu & Kashmir All Punjab All

Madhya Pradesh All Maharashtra All

Uttaranchal All Delhi All

Meghalaya All Goa All

Rajasthan 1997-03 Nagaland 1996-98, 2000-03

Arunachal Pradesh 2000-03 West Bengal 1996-97

Nagaland 1998-00 Sikkim 1996-00

Sikkim 1996-98 Arunachal Pradesh 1997-03

West Bengal 1996-97 Rajasthan 1996-98, 2000-03

Median NDP for each year (in Rs.) was 10,102 (1996-97), 11,642 (1997-98), 12,955 (1998-99), 13,669 (1990-00),
16,146 (2000-01), 17,518 (2001-02) and 18,521 (2002-03).



Anusandhanika / Vol. III / No. II / July 2011-175-

Results and Discussions

Differentials in SIDBI finance sanctioned 
to the five least developed and the five most 
developed states are reported in Table 3. This 
analysis revealed that, collectively, the five 
most developed states received a mean of 
over 35% of total SIDBI assistance sanctioned 
across the seven-year period. By way of 
contrast, the five least developed states 

received less than 9% of total assistance 
sanctioned over the same period. The data 
reported in Table 3 also evidence a declining 
trend in SIDBI funding provided to SMEs and 
small industries in the least developed states, 
with a corresponding trend for funding to be 
diverted to the most developed states, and 
which was particularly noticeable in the period 
from 2001 to 2003.

Table - 3
State-wise SIDBI Assistance Sanctioned (Selected States)

Year Assistance to
Five Least
Developed

States (in Millions)

Percentage of
Assistance

Assistance to
Five Least
Developed

States (in Millions)

Percentage of
Assistance

1996-97 4,937 11.0 16,198 36.2

1997-98 6,702 12.1 16,844 30.5

1998-99 5,147 10.8 16,707 34.9

1999-00 4,445 09.1 15,723 32.2

2000-01 7,003 06.6 36,747 29.3

2001-02 6,974 08.0 31,209 35.8

2002-03 4,408 04.4 46,937 46.6

Mean   =     35.1%

Further analysis of the data underlying the 
statistics appearing in Table 3 revealed a 
systematic bias in funding at or above the 
annual median and mean levels, to a select 
few of the less developed states, together with 
a reduction in the number of less developed 
states receiving mean or better levels of 
financing from the SIDBI in the final two years 
under consideration. This result is consistent 
with the observation that the more developed 
states enjoyed an increased share of funding 
in those years.

This initial analysis of the data provided 
results consistent with those of prior studies. 
For example, Jain (1989) and Goela (2003) 
found a concentration of funding provided by 
three all-India development banks to a select 
few states during the 1980s. Similarly, from the 
1980s through to 1999, Borbora and Dutta 
(2002) found that cumulative funding provided 
by the IDBI was concentrated in western 
regions/states in contrast to that provided to 
northeastern states. Whether Indian development 

banks are examined individually (as in Borbora 
& Dutta, 2002, and the current study) or 
collectively (as in Goela, 2003, and Goela & 
Bisman, 2007), the organisations and 
industries receiving financing from the SIDBI 
and other all-India level development banks 
are heavily concentrated in a few of India's 29 
states and almost exclusively in states in mid-
western and south-western India. IDBI (2003, 
2004) reports reveal that for the six national 
development banks, plus other all-India 
financial institutions, 78.5% of funding was 
directed to seven states in 2002-2003, rising to 
81.5% of funding to seven states in 2003-2004, 
of which six were the same states as those 
reported for the previous year.

The apparent unequal distribution of funds 
between the most and least developed 
regions, favouring the more developed 
regions, provides some support for the 
hypothesis that there is an inappropriate 
imbalance in regional financing provided by 
the SIDBI. In order to further investigate this 
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NDP (or income) data is consistent with Indian 
government interpretations of 'regions' in the 
context of regional development, and with the 
differentiation of regions in terms of levels of 
development. A comparison of state-wise per 
capita NDP with state-wise per capita income 
for the relevant periods supported our 
grouping of the states. The use of per capita 
NDP figures served to remove population as a 
confounding variable, as well as providing for 
recognition of regional economic, developmental 
and productive distinctions. Per annum, states 
below the all-India median were classified as 
Group 1 and those at or above the median as 
Group 2 (see Table 2). While there were some 
changes in the rank ordering of states within 
groups, the states in each group nevertheless 
remained relatively stable across the seven 
years studied.

In order to determine the regional 
concentration of finance provided by the SIDBI 
we used data on state-wise assistance 
sanctioned by the bank (SANCTION). The 
data were obtained from the Report on 
Development Banking in India (IDBI, 2001, 

2003), which covers the 1996-97 to 2002-03 
period. The analysis covered the 29 states of 
India, including the National Capital Territory 
(Delhi). Union Territories, which received less 
than 0.2% of total SIDBI sanctions over the 
period, were excluded, as were multi-state and 
'other' sanctions, which accounted for zero 
percent of sanctions in the 1996-2000 period 
and about 10% of total sanctions thereafter.

After exploration and preliminary analysis 
of the data based on descriptive statistics, 
Levene's test was applied showing unequal 
variances for the two groups of states. Thus, 
we utilized independent samples t-tests 
(assuming unequal variances) to assess if 
there were statistically significant funding 
imbalances between the two groups. Given the 
significance of the results derived from 
applying these tests, we then used ordinary 
least squares (linear) regression analysis to 
explore the possibility of a direct association 
between state-wise financing (SANCTION) 
and level of development (NDP).

Table - 2
Regional Groupings According to State-wise Per Capita NDP (by year)

Group - 1
Less Developed

States

Year included in
Group - 1 (Period

1996-97 to
2002-03

Group - 2
More Developed

States

Years included in
Group - 2 (Period
1996-97 to 2002 

- 03)

Bihar Ail Andhra Pradesh All

Orissa All Karnataka All

Jharkhand All Himachal Pradesh All

Assam All Mizoram All

Uttar Pradesh All Kerala All

Manipur All Tamil Nadu All

Tripura All Gujarat All

Chattisgarh All Haryana All

Jammu & Kashmir All Punjab All

Madhya Pradesh All Maharashtra All

Uttaranchal All Delhi All

Meghalaya All Goa All

Rajasthan 1997-03 Nagaland 1996-98, 2000-03

Arunachal Pradesh 2000-03 West Bengal 1996-97

Nagaland 1998-00 Sikkim 1996-00

Sikkim 1996-98 Arunachal Pradesh 1997-03

West Bengal 1996-97 Rajasthan 1996-98, 2000-03

Median NDP for each year (in Rs.) was 10,102 (1996-97), 11,642 (1997-98), 12,955 (1998-99), 13,669 (1990-00),
16,146 (2000-01), 17,518 (2001-02) and 18,521 (2002-03).
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developed and more developed states in India 
continued to widen. Even when operated at 
local levels, rural poverty programs in India 
have been mis-targeted and the non-poor 
have represented the majority of participants in 
such programs. The same has been said of the 
SIDBI—that it does not suitably target small 
rural enterprises and excludes the poorest 
from its micro-credit financing programmme. 
An officially sanctioned review of the SIDBI's 
operations produced the conclusion that of the 
micro finance institutions (MFIs) funded by the 
SIDBI "the North and East of the country, 
where poverty is most concentrated, are 
underserved" and "the poorest are not being 
significantly covered".

However, several factors served to 
exculpate the SIDBI from fulfilling its role of 
providing finance to SMEs in line with national 
objectives to eradicate regional imbalances. 
One such factor was the modern era of 
liberalization of the banking sector in India, 
which heralded changes in the manner in 
which development banks could operate and 
thereby their success (or failure) in promoting 
balanced regional development and which has 
had particular impact on the SME sector. In the 
past, the operations of the SIDBI and other 
Indian development banks were not governed 
by market considerations. However, the 
deregulation and removal of certain constraints 
on the banking system in the 1990s, as well as 
increasing competition from private sector 
financial institutions and resource restrictions 
on the ability of government to continue to 
buttress development banks, have made risk 
and return factors of increasing importance in 
the financing decision-making processes of 
development banks such as the SIDBI. With 
conspicuous change to the banking sector, 
such as the listing of India's ICICI national 
development bank on the New York Stock 
Exchange in 1999, Indian public sector banks 
"have become more conscious of the need for 
greater profitability and efficiency". Such an 
emphasis on profitability necessarily affected 
the investments the SIDBI and other Indian 
development banks chose to undertake. Thus, 
there are two means for assessing the 
performance of development banks—one 
being the financial function that measures 

profitability, and the other being the 
development function focusing on economic 
development. Liberalization of the banking 
sector may well have increased the intensity of 
effort directed to achieving the former, perhaps 
at the expense of the latter.

There is, however, a range of further or 
alternative explanations for the concentrated 
pattern of SIDBI assistance in relatively more 
developed regions. More developed states 
were in superior positions to support new or 
emerging SMEs because of existing industrial 
infrastructure and facilities, and access to raw 
materials, skilled labour and entrepreneurial 
talent. Thus, SIDBI development bank finance 
has been directed to SMEs in those regions 
which were more viable. Relatively more 
developed states were also likely to have 
greater visibility because of the concentration 
of power, vested interests, and lobbying 
activity which could be brought to bear. Limited 
industrial infrastructure and capacity in less 
developed states increased risks and 
endangered returns on investments made by 
the SIDBI in such regions. When coupled with 
political instability and unrest at the time in a 
number of these less developed states, such 
as territorial disputes in the Jammu and 
Kashmir region and separatist movements in 
Assam and Nagaland, incentives for the SIDBI 
to make investments in SMEs in these areas 
declined.

A further point of note, particularly in light 
of the apparent increase in SIDBI financing 
being directed to more developed states from 
2002 was that the bank ceased to belong to 
IDBI in 2002 and its ownership was transferred 
to a range of public sector entities, including 
insurance companies, banks, and other 
institutions under the control of the central 
Indian government. The demands of these 
new owners may well have had an affect on the 
operations and financing decisions of the 
SIDBI. Across a range of nations, development 
banks providing microfinance have lost much 
of their "former glamour as sources of "official 
financing" dry out or lose their subsidized 
character". Even if liberalization of the banking 
sector had not occurred, the financial 
sustainability of SME projects and investments 
would have continued to be an important 
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hypothesis, we conducted a series of 
independent samples t-tests. The results of 
this analysis are presented in Table 4.

The results appearing in Table 4 shows 
that mean assistance sanctioned by the SIDBI 
to the less developed states (Group 1) was 
significantly lower than that provided to more 
developed regions (Group 2) in each of the 
seven financial years from 1996-97 to 2002-
03. These results provide strong support for 
rejecting the hypothesis that there is an 
appropriate regional imbalance in financial 
assistance sanctioned by the SIDBI.

Given the signif icance of these 

differences, we also interrogated the data by 

conducting linear regression analyses for each 

of the seven years, using SANCTION as the 

dependent variable and NDP as the 

independent variable. This additional analysis 

provided the opportunity to explore the 

existence of a positive, linear relationship 

between the two variables. In only the 1996-

1997 financial year was there a significant 

relationship between the variables. The 

analysis for this year yielded a coefficient of 

correlation (R) of 0.42, suggesting a positive 

association between SANCTION and NDP. 

The value of the coefficient of determination 

was 0.17, indicating limited goodness of fit and 

explanatory power. However, the t-statistic 

associated with the x coefficient (NDP) was 

2.376 (p = 0.024), which is significant at the 

95% level. This result provides an indicator 

that for future research it would be worthwhile 

to investigate the nature of the relationship 

between the level of regional development and 

the level of SIDBI finance sanctioned to 

regions utilizing alternative techniques such as 

cluster analysis, ANOVA, or multiple 

regressions.

Table - 4
Descriptive Statistics and Significance Testing

Year Range
(SIDBI Sanctions
in Rs. Millions)

Group - 1 Mean
(SIDBI Sanctions
in Rs. Millions)

Group - 2 Mean
(SIDBI Sanctions
in Rs. Millions)

t-Statistic p-value

1996-97 0-8,161 603.5 2,415.3 -2.825 0.011*

1997-98 0-7,003 910.6 2,829.1 -2.724 0.012*

1998-99 0-8,655 671.4 2,563.4 -2.850 0.010*

1999-00 0-7,380 702.9 2,601.5 -2.969 0.007**

2000-01 0-20,819 1,494.0 5,695.1 -2.536 0.021*

2001-02 0-17,044 1,066.6 4,811.2 -2.764 0.014*

2002-03 0-25,081 563.1 6,190.7 -3.130 0.007**

* Significant at the 0.05 level.           ** Significant at the 0.01 level.

A range of government and institutional 
interventions and subventions has failed in 
correcting regional economic imbalances in 
India. Consistent with this observation, the 
current study provides convincing evidence of 
statistically significant variation in the mean 
finance sanctioned by the SIDBI to less 
developed and more developed states in each 
year across the seven year period (1996-97 to 
2002-03) were examined. These differences 
provide support for concluding that there has 
been a substantial degree of regional bias in 

the historical financing decisions of the SIDBI, 
functioning to favor SMEs in the more 
developed states. This finding suggests that 
the SIDBI has not been the panacea for small 
businesses and small industries in particular 
regional areas, and nor was the apparent 
misdirection of funding in accordance with the 
Indian government's policy agenda for the 
redistribution of resources to achieve regional 
parity in relation to wealth and income. This 
lack of achievement of objectives is particularly 
troubling as the disjunction between less 
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developed and more developed states in India 
continued to widen. Even when operated at 
local levels, rural poverty programs in India 
have been mis-targeted and the non-poor 
have represented the majority of participants in 
such programs. The same has been said of the 
SIDBI—that it does not suitably target small 
rural enterprises and excludes the poorest 
from its micro-credit financing programmme. 
An officially sanctioned review of the SIDBI's 
operations produced the conclusion that of the 
micro finance institutions (MFIs) funded by the 
SIDBI "the North and East of the country, 
where poverty is most concentrated, are 
underserved" and "the poorest are not being 
significantly covered".

However, several factors served to 
exculpate the SIDBI from fulfilling its role of 
providing finance to SMEs in line with national 
objectives to eradicate regional imbalances. 
One such factor was the modern era of 
liberalization of the banking sector in India, 
which heralded changes in the manner in 
which development banks could operate and 
thereby their success (or failure) in promoting 
balanced regional development and which has 
had particular impact on the SME sector. In the 
past, the operations of the SIDBI and other 
Indian development banks were not governed 
by market considerations. However, the 
deregulation and removal of certain constraints 
on the banking system in the 1990s, as well as 
increasing competition from private sector 
financial institutions and resource restrictions 
on the ability of government to continue to 
buttress development banks, have made risk 
and return factors of increasing importance in 
the financing decision-making processes of 
development banks such as the SIDBI. With 
conspicuous change to the banking sector, 
such as the listing of India's ICICI national 
development bank on the New York Stock 
Exchange in 1999, Indian public sector banks 
"have become more conscious of the need for 
greater profitability and efficiency". Such an 
emphasis on profitability necessarily affected 
the investments the SIDBI and other Indian 
development banks chose to undertake. Thus, 
there are two means for assessing the 
performance of development banks—one 
being the financial function that measures 

profitability, and the other being the 
development function focusing on economic 
development. Liberalization of the banking 
sector may well have increased the intensity of 
effort directed to achieving the former, perhaps 
at the expense of the latter.

There is, however, a range of further or 
alternative explanations for the concentrated 
pattern of SIDBI assistance in relatively more 
developed regions. More developed states 
were in superior positions to support new or 
emerging SMEs because of existing industrial 
infrastructure and facilities, and access to raw 
materials, skilled labour and entrepreneurial 
talent. Thus, SIDBI development bank finance 
has been directed to SMEs in those regions 
which were more viable. Relatively more 
developed states were also likely to have 
greater visibility because of the concentration 
of power, vested interests, and lobbying 
activity which could be brought to bear. Limited 
industrial infrastructure and capacity in less 
developed states increased risks and 
endangered returns on investments made by 
the SIDBI in such regions. When coupled with 
political instability and unrest at the time in a 
number of these less developed states, such 
as territorial disputes in the Jammu and 
Kashmir region and separatist movements in 
Assam and Nagaland, incentives for the SIDBI 
to make investments in SMEs in these areas 
declined.

A further point of note, particularly in light 
of the apparent increase in SIDBI financing 
being directed to more developed states from 
2002 was that the bank ceased to belong to 
IDBI in 2002 and its ownership was transferred 
to a range of public sector entities, including 
insurance companies, banks, and other 
institutions under the control of the central 
Indian government. The demands of these 
new owners may well have had an affect on the 
operations and financing decisions of the 
SIDBI. Across a range of nations, development 
banks providing microfinance have lost much 
of their "former glamour as sources of "official 
financing" dry out or lose their subsidized 
character". Even if liberalization of the banking 
sector had not occurred, the financial 
sustainability of SME projects and investments 
would have continued to be an important 
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hypothesis, we conducted a series of 
independent samples t-tests. The results of 
this analysis are presented in Table 4.

The results appearing in Table 4 shows 
that mean assistance sanctioned by the SIDBI 
to the less developed states (Group 1) was 
significantly lower than that provided to more 
developed regions (Group 2) in each of the 
seven financial years from 1996-97 to 2002-
03. These results provide strong support for 
rejecting the hypothesis that there is an 
appropriate regional imbalance in financial 
assistance sanctioned by the SIDBI.

Given the signif icance of these 

differences, we also interrogated the data by 

conducting linear regression analyses for each 

of the seven years, using SANCTION as the 

dependent variable and NDP as the 

independent variable. This additional analysis 

provided the opportunity to explore the 

existence of a positive, linear relationship 

between the two variables. In only the 1996-

1997 financial year was there a significant 

relationship between the variables. The 

analysis for this year yielded a coefficient of 

correlation (R) of 0.42, suggesting a positive 

association between SANCTION and NDP. 

The value of the coefficient of determination 

was 0.17, indicating limited goodness of fit and 

explanatory power. However, the t-statistic 

associated with the x coefficient (NDP) was 

2.376 (p = 0.024), which is significant at the 

95% level. This result provides an indicator 

that for future research it would be worthwhile 

to investigate the nature of the relationship 

between the level of regional development and 

the level of SIDBI finance sanctioned to 

regions utilizing alternative techniques such as 

cluster analysis, ANOVA, or multiple 

regressions.

Table - 4
Descriptive Statistics and Significance Testing

Year Range
(SIDBI Sanctions
in Rs. Millions)

Group - 1 Mean
(SIDBI Sanctions
in Rs. Millions)

Group - 2 Mean
(SIDBI Sanctions
in Rs. Millions)

t-Statistic p-value

1996-97 0-8,161 603.5 2,415.3 -2.825 0.011*

1997-98 0-7,003 910.6 2,829.1 -2.724 0.012*

1998-99 0-8,655 671.4 2,563.4 -2.850 0.010*

1999-00 0-7,380 702.9 2,601.5 -2.969 0.007**

2000-01 0-20,819 1,494.0 5,695.1 -2.536 0.021*

2001-02 0-17,044 1,066.6 4,811.2 -2.764 0.014*

2002-03 0-25,081 563.1 6,190.7 -3.130 0.007**

* Significant at the 0.05 level.           ** Significant at the 0.01 level.

A range of government and institutional 
interventions and subventions has failed in 
correcting regional economic imbalances in 
India. Consistent with this observation, the 
current study provides convincing evidence of 
statistically significant variation in the mean 
finance sanctioned by the SIDBI to less 
developed and more developed states in each 
year across the seven year period (1996-97 to 
2002-03) were examined. These differences 
provide support for concluding that there has 
been a substantial degree of regional bias in 

the historical financing decisions of the SIDBI, 
functioning to favor SMEs in the more 
developed states. This finding suggests that 
the SIDBI has not been the panacea for small 
businesses and small industries in particular 
regional areas, and nor was the apparent 
misdirection of funding in accordance with the 
Indian government's policy agenda for the 
redistribution of resources to achieve regional 
parity in relation to wealth and income. This 
lack of achievement of objectives is particularly 
troubling as the disjunction between less 



Anusandhanika / Vol. III / No. II / July 2011-179-

Enterprises in India: Unfair fare. Gujarat, 
India: Gujarat Institute of Development 
Research Working Paper Series No. 181 
(January), 2008

10. Dasgupta S., How ICICI Wants to 
Reinvent Itself. Asia money, 11(6), 2000, 
pp. 39-41

11. Diamond W., Development Banks. 
Baltimore: The John Hopkins Press, 1957

12. Dossani R. and Desai A., Accessing Early-
stage Risk Capital in India. Stanford 
University, US, 2006

13. Shorenstein APARC Stanford &The Indus 
Entrepreneurs

14. Dossani R. and Kenney, M., Creating an 
Environment for Venture Capital in India. 
World Development, 30(2), 2002, pp. 227-
253

15. Dutta O. N., Small-scale Industries in 
India: Yesterday, Today and Tomorrow. 
Growth, 34(4), 2007, pp. 17-23

16. EDA Rural Systems, Impact Assessment 
of Microfinance: Interim Findings of a 
National Study of MFIs in India. Gurgaon, 
India: EDA Rural Systems Pvt Ltd and 
SIDBI, 2003

17. Fisher T., Mahajan V. and Singh A., The 
Forgotten Sector: Non-farm Employment 
and Enterprises in Rural India. London: 
Intermediate Technology Publications, 
1997

18. Gaiha R., Micro-credit, Micro-enterprises 
and Rural Poor~A Review of SIDBI 
Foundation for Micro-Credit. In N. Islam 
(Ed.), Development Opportunities in the 
Non-farm Sector: Review of Issues and 
Options in Asia. Washington, D. C: 
International Food Policy Research 
Institute, 2002

19. Gaiha R., Imai K. and Kaushik, P. D., On 
the Targeting and Cost-effectiveness of 
Anti-poverty Programs in Rural India. 
Development and Change, 32(2), 2001, 
pp. 309-342.

20. Goela N., A Historical Look at the Role of 
Development Banks in Financing 
Enterprise in India. Faculty of Commerce 

Working Paper 07/03. Bathurst, NSW: 
Charles Sturt University. Goela, N. & 
Bisman, J. E. (2007), Development Bank 
Finance in India and the Regional 
Development Agenda. Finance India, 
21(3), 2003, pp. 907-921

21. Government of India, Annual Report 
2002-03. New Delhi: Ministry of 
Commerce &. Industry, Department of 
Industrial Policy and Promotion, 2003

22. Gupta L. C., The Changing Structure of 
Industrial Finance in India~The Impact of 
Institutional Finance. Oxford: Clarendon 
Press, 1969

23. Hallberg K., Small and Medium Scale 
Enterprises: A Framework for Intervention. 
Washington, D.C.: Small Enterprise Unit, 
Private Sector Development Department, 
World Bank, 1999

24. Holmes S., Hutchinson P., Forsaith D., 
Gibson B. and McMahon R., Small 
Enterprise Finance. Milton, Queensland: 
John Wiley, 2003

25. IDBI (1980, 2900, 2001, 2003, 2004), 

Report on Development Banking in India. 

Bombay/Mumbai: IDBI. Industrial Policy 

(1990), Industrial Policy Resolution, 1948, 

1956, Industrial Policy Statement, 1977, 

1980, 1991, New Delhi: Ministry of 

Commerce and Industry

26. Jain N., Development Banks-Role and 

Performance (IDBI, IFCI and ICICI). 

M.Phil Dissertation. University of Delhi: 

Department of Commerce, 1989

27. Jain P. K., Assessing the Performance of a 

Development Bank. Long Range 

Planning, 22(6), 1989, pp. 100-106

28. Kane J. A., Development Banking: An 

Economic Appraisal. Lexington, Mass.: 

D.C. Heath and Company, 1975

29. Karunakar M., Vasuki K. & Saravanan S., 

Are Non-performing Assets Gloomy or 

Greedy from Indian Perspective. 

Research Journal of Social Sciences, 3, 

2008, pp. 4-12.

Anusandhanika / Vol. III / No. II / July 2011-178-

criterion in the SIDBI's financing decisions. 
While the reforms in the Indian banking sector 
in general were brought about by problems 
such as high levels of non-performing assets, 
national development banks continued to 
labour under such burdens. In addition to this 
problem, the SIDBI experienced difficulties in 
respect to default management, collections of 
overdue amounts, enforcing compliance with 
loan documentation, and the proper identification 
of genuine MFIs.

Conclusion

The majority of developing countries have 
found that the impact of their SME development 
programs on enterprise performance has been 
less than satisfactory. Traditionally, government 
intervention to promote SMEs has focused on 
the provision of credit through various means-
direct lending through first-tier development 
banks, second-tier credit facilities channeled 
through banks and other financial institutions. 
directed and subsidized credit programs have 
done little to achieve what should be their 
fundamental objective: increasing the access 
of small enterprises to financial services. They 
inhibit the development of sustainable financial 
institutions and often foster a "non-repayment 
culture" among enterprises.

Some SIDBI financing initiatives have 
been successful, such as the Marketing Fund 
which has supported rural handicraft SMEs 
and particular farmer-trader linkages, although 
other projects, such as the Rural Industries 
Programme, have failed to produce the 
desired results. Despite its mission, the 
SIDBI's role began to shift, in the last several 
years of our study, to supporting high-tech and 
biotechnology SMEs, particularly those which 
are part of technology parks or industrial 
clusters as well as SMEs or clusters with 
strong export potential. Such SMEs and SME 
clusters are less likely to form or grow in 
underdeveloped and impoverished regions, 
principally because of risk and return factors. 
Based on our historical study, these factors 
may serve to increase the finance gap 
experienced by SMEs and potential micro-
business entrepreneurs in the less developed 
states of India in the future. It is, therefore, 
difficult to envisage how the SIDBI can 
continue to be expected to play a role in the 

achievement of the aims of government policy 
and plans to correct regional imbalances given 
this range of constraining environmental and 
commercial externalities. Consequently, it is 
likely that there will be a continued solidification 
of the pattern of lending practices of the SIDBI, 
and current and potential SMEs in less 
developed regions wil l remain at a 
disadvantage without further support from 
external funding institutions, other all-India and 
relevant state government development 
initiatives and assistance programs, and 
backing from non-government organizations 
and private sector entities. However, some 
changes which have taken place in the period 
subsequent to our study may offer promise for 
SMEs in less developed regions of India. For 
example, the SIDBI instituted a Small and 
Medium Enterprises Fund in 2004, a World 
Bank sponsored program in conjunction with 
the SIDBI was developed during the 2004-
2005 financial year and a Credit Guarantee 
Fund Trust for Micro and Small Enterprises, 
monitored by the SIDBI has been more 
recently introduced.
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criterion in the SIDBI's financing decisions. 
While the reforms in the Indian banking sector 
in general were brought about by problems 
such as high levels of non-performing assets, 
national development banks continued to 
labour under such burdens. In addition to this 
problem, the SIDBI experienced difficulties in 
respect to default management, collections of 
overdue amounts, enforcing compliance with 
loan documentation, and the proper identification 
of genuine MFIs.

Conclusion

The majority of developing countries have 
found that the impact of their SME development 
programs on enterprise performance has been 
less than satisfactory. Traditionally, government 
intervention to promote SMEs has focused on 
the provision of credit through various means-
direct lending through first-tier development 
banks, second-tier credit facilities channeled 
through banks and other financial institutions. 
directed and subsidized credit programs have 
done little to achieve what should be their 
fundamental objective: increasing the access 
of small enterprises to financial services. They 
inhibit the development of sustainable financial 
institutions and often foster a "non-repayment 
culture" among enterprises.

Some SIDBI financing initiatives have 
been successful, such as the Marketing Fund 
which has supported rural handicraft SMEs 
and particular farmer-trader linkages, although 
other projects, such as the Rural Industries 
Programme, have failed to produce the 
desired results. Despite its mission, the 
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years of our study, to supporting high-tech and 
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commercial externalities. Consequently, it is 
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changes which have taken place in the period 
subsequent to our study may offer promise for 
SMEs in less developed regions of India. For 
example, the SIDBI instituted a Small and 
Medium Enterprises Fund in 2004, a World 
Bank sponsored program in conjunction with 
the SIDBI was developed during the 2004-
2005 financial year and a Credit Guarantee 
Fund Trust for Micro and Small Enterprises, 
monitored by the SIDBI has been more 
recently introduced.
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6. Establishment of technology development 

cell.

7. Opening of quality counselling and 

technology information centres.

8. New technology up gradation programmes.

For the purpose of the argument in this 

paper, as well as understanding some of the 

responses to globalization, it is important to 

define what is meant by globalization. This is 

all the more crucial because even if we leave 

out the unambiguous supporters of globalization 

in its present form- those who hold that it is 

purely beneficial, and the benefits will ‘trickle 

down’ automatically to the poor- there are still 

widely differing conceptions of this process. 

Those who either oppose globalization, or are 

anxious about its potentially detrimental 

effects on employment and poverty, 

encompass a wide political spectrum. The 

extreme right opposes it from the standpoint of 

economic and cultural nationalism, and 

liberals might deplore the loss of national 

sovereignty because it reduces the 

effectiveness of state intervention to regulate 

capital and labour, alleviate poverty and so 

forth.

Globalization is the process of integrating 

various economies of the world without 

creating any hindrances in the free flow of 

goods and services, technology, capital and 

even labour or human capital. The term 

globalization has, therefore, four parameters:

1. Reduction of trade barriers to permit free 

flow of goods and services among nation-

states;

2. Creation of environment in which free flow 

of capital can take place among nation- 

states;

3. Creation of environment, permitting free 

flow of technology; and

4. Last, but not the least, from the point of 

view of developing countries, creation of 

environment in which free movement of 

labour can take place in different countries 

of the world.

Economic development of a country is 

directly related to the level of industrial growth. 

The expansion of industrial sector leads to a 

greater utilization of natural resources, 

production of goods and services, creation of 

employment opportunities and improvement in 

the general standard of living. India has also 

been striving to develop the country’s industrial 

base ever since independence. It has framed 

various policies aimed at development of 

industries in the public and private sectors. 

Special emphasis has been laid on small-scale 

industries. Small scale industries play a key 

role in our planned development with its 

advantages of low investment, high potential 

for employment generation, diversification of 

the industrial base and dispersal of industries 

to rural and semi urban areas. The small-scale 

industries sector has been appropriately given 

a strategic position in our planned economy 

towards the fulfillment of the socio economic 

objectives particularly in achieving equitable 

growth. P.N.Dhar and H.F.Lydall in introduction 

to their book, “The Role of Small Enterprise in 

Indian Economic Development” have 

observed that ‘The promotion of small scale 

industries has been widely recommended as 

one of the most appropriate means of 

developing industry in over populated 

backward countries’.

The definition of small scale sector is 

broadened from small-scale industries to small 

scale enterprises that include all business 

enterprises in the services sector which 

provide service to industrial sector in addition 

to small scale industries taking into account all 

these factors, at present, Reserve Bank of 

India uses an expanded definition of small 

scale industries which include:(i) Small scale 

industrial undertaking which are engaged in 

the manufacturing, processing and preservation 

of goods in which the investment in plant and 

machinery do not exceed Rs. 5 crore. These 

would include units engaged in mining or 

quarrying servicing and repairing of 

machinery. (ii) Tiny enterprises whose 

investment in plant and machinery do not 
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Introduction

Globalization signifies a process of 

internationalization plus liberalization, in which 

the world has become a small village due to the 

concept of globalization. The competition has 

become intense in every field. Nations fight 

with game plan to sustain their economy, by 

introducing new policies and announcing 

incentives to support mainly their economic- 

indicators. After the world economy was open 

to attack, the Indian economy has initiated to 

concentrate on the development of small 

industrial base, which had contributed 

positively to the India’s GDP; India’s GDP 

growth is better than other developing 

countries with the developed small industrial 

sector.

In order to impart more vitality and growth 

to small scale sector, a separate policy 

statement has been announced for small, tiny 

and village enterprises on 6th August, 

1991.This policy statement was a leap-forward 

because it was the first time that Government 

had issued a separate policy statement for the 

small and decentralized sector. In the past, 

small scale sector merited only two or three 

paragraphs in the more general industrial 

policy statements. The fact that Government 

considered it necessary to make a separate 

policy statement for small enterprises was a 

welcome recognition to the dynamic and 

vibrant nature of the sector. This policy 

statement proposed some path- breaking 

measures to mitigate the handicaps that were 

faced up by small enterprises in respect. 

Government of India introduced a large 

number of innovative promotional measures to 

uplift the growth of small scale sector. Major 

features of the Small Industrial policy of 1991 

are as follows:

1. Emphasis to shift from cheap credit to 

adequate credit.

2. Equity participation by other undertakings 

(both domestic and foreign) upto 24 

percent.

3. Introducing of factoring services by banks.

4 Marketing of mass consumption goods 

under common brand name.

5. Setting up of sub- contracting exchanges.
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8. New technology up gradation programmes.
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objectives particularly in achieving equitable 
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industries has been widely recommended as 

one of the most appropriate means of 

developing industry in over populated 

backward countries’.

The definition of small scale sector is 

broadened from small-scale industries to small 

scale enterprises that include all business 

enterprises in the services sector which 

provide service to industrial sector in addition 

to small scale industries taking into account all 

these factors, at present, Reserve Bank of 

India uses an expanded definition of small 

scale industries which include:(i) Small scale 

industrial undertaking which are engaged in 

the manufacturing, processing and preservation 

of goods in which the investment in plant and 

machinery do not exceed Rs. 5 crore. These 

would include units engaged in mining or 
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of the time, the yearly growth rate was less 

than average growth rate. In 1999-00 the 

yearly growth rate and average growth rate 

was same. The number of units were 

increasing in the study period but the average 

and yearly growth rate was higher in pre- 

liberalised period than post liberalized period.

The Annual Average Growth Rate of 

production in the pre- liberalisation period, 

from 1973-74 to 1989-90 was 19.45 percent 

and in post- liberalisation it was 13.57 percent. 

In pre- liberalised period, the yearly growth rate 

was decreasing in the initial years and from 

1973-74 to 1978-79; the yearly growth rate 

was fluctuating from 1980-81 to 1983-84, after 

that it was shown increasing trend except in 

1986-87. In the post- liberalisation period, in 

1990-91 the yearly growth rate was very low, it 

was negative and after that it showed 

increasing trend from 1991-92 to 1994-95. The 

yearly growth rate was showing decreasing 

trend from 1995-96 to 2002-03 except in 1998-

99 and 2001-02. Most of the time, the yearly 

growth rate was less than average growth rate. 

The production was increasing in the study 

period but the average and yearly growth rate 

was higher in pre- liberalised period than post 

liberalised period.

In India, the major argument for promoting 

small scale sector is that the small enterprises 

provide avenues for gainful employment. The 

performance of small scale sector in creating 

employment opportunities is really a matter of 

great interest. the Annual Average Growth 

Rate of employment in the pre- liberalisation 

period, from 1973-74 to 1989-90 was 7.25 

percent and in post- liberalisation it was 4.26 

percent. In pre- liberalised period, the yearly 

growth rate was more than average growth 

rate in the initial years and from 1973-74 to 

1978-79; after that the yearly growth rate was 

too much decreased from 1978-79 to 1989-90, 

it was fluctuating between 5.02 percent and 

6.89 percent. In the post- liberalisation period, 

in 1990-91 the yearly growth rate was very high 

than average growth rate. After that the yearly 

growth rate was fluctuating from 1991-92 to 

2003-04. Most of the time, the yearly growth 

rate was less than average growth rate. In the 

last seven years, the annual growth rate was 

decreasing. The employment was increasing 

during the study period but the average and 

yearly growth rate was higher in pre- 

liberalised period than post liberalised period.

In the context of liberalization and 

globalization of Indian economy, the 

performance of small scale sector in the field of 

exports needs a closer look. The exports from 

small scale sector found to be higher from the 

total export The Annual Average Growth Rate 

of exports in the pre- liberalisation period, from 

1973-74 to 1989-90 was 18.66 percent and in 

post liberalisation it was 17.56 percent. In pre- 

liberalised period, the yearly growth rate was 

too much fluctuating; it was sometimes very 

high than average growth rate. In 1976-77, the 

yearly growth rate was 60 percent. It was 

highest during the pre- liberalisation. 1978-79 

to 1984-85 the AAGR was yearly increasing or 

decreasing, in 1982-83 it was on the lowest 

peak and showed negative trend. After this 

from 1985-86 to 1989-90, the yearly growth 

rate was increasing and reached at 38.18 

percent. In the post- liberalisation period, from 

1990-91 the yearly growth rate was changed 

its trend yearly, in one year its trend was 

increasing and than next subsequent year the 

trend was decreasing. It was least in 2001-02 

and highest in 1991- 92. The exports were 

increasing during the study period but the 

average and yearly growth rate was higher in 

pre- liberalised period than post liberalised 

period.

Conclusion

The comparative analysis of growth 

pattern of key parameters between Pre- and 

Post – Globalization periods reveals that the 

“globalization” had a negative impact on the 

growth of small scale sector measured in terms 

of number of units, production, employment 

and exports. A fall in the rate of growth of 

number of units and employment generation in 
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exceed Rs.25 lacs. (iii) Power looms. (iv) 

Traditional industries which require high 

workmanship and techniques and also village 

and household industries producing common 

goods of consumption predominantly by using 

simple tools. (v) The decentralized and 

informal sector like handlooms and handicrafts. 

(vi) The industry related to services/ business 

enterprises. (vii) Food and agro-based 

industries. (viii) Software industry.

The development of small scale industries is 

being given due importance by the 

Government in order to achieve the following 

objectives:-

1. To provide additional employment 
opportunities.

2. To mobilise resources of capital and skill 
from various parts of the country.

3. To provide a more equitable distribution of 
national income.

4. To provide a helping hand to large 
industries and facilitate them in their work.

Small Scale Industry in India has been 

confronted with an increasingly competitive 

environment due to: (i) liberalisation of the 

investment regime in the 1990s, favouring 

foreign direct investment at the international 

level, particularly in socialistic and developing 

countries; (ii) the formation of the World Trade 

Organisations (WTO) in 1995, forcing its 

member- countries (including India) to 

drastically scale down quantitative and no 

quantitative restrictions on imports, and (iii) 

domestic economic reforms. The cumulative 

impact of all these developments is a 

remarkable transformation of the economic 

environment in which small industry operates, 

implying that the sector has no option but to 

‘compete’. To compete in the international 

market, the Indian Government announced a 

separate Industrial Policy for Small, Tiny and 

Village Industries on 6th August, 1991 and 

started some development programmes for 

the development of Small scale Sector. The 

main objective of the present study is to 

analyze the impact of globalization on the 

growth of small scale industries.

Materials and Methods

For the purpose of in depth study the 

contents have been taken from relevant books 

and articles from Journals and websites. The 

methods used is analytical and descriptive. 

Both primary as well as secondary sources of 

information have been taken.

Results and Discussions

The small scale industries play a 

significant role in boosting the overall 

economic growth of an economy. The small 

scale industries set- up by the entrepreneurs in 

different states and Union Territories of India 

have contributed to the increased shares in 

overall production, fixed investment, exports, 

Employment and capacity Utilization of SSI 

Units, etc. The importance of SSI sector in 

providing large scale employment is of 

paramount importance. The policy framework 

right from the first plan has highlighted the 

need for the development of SSI sector 

keeping in view its strategic importance in the 

overall economic development of India. The 

impact of Industrial liberalisation and 

deregulatory policies on the growth of small 

scale industries has been captured by 

computing and subsequently comparing the 

growth rates between pre and post 

globalization period. In this section, the overall 

performance of SSI sector has been examined 

in depth on the basis of the different 

parameters such as number of units, 

production, employment and exports.

The Annual Average Growth Rate of 

number of units in the pre- liberalisation period, 

from 1973-74 to 1989-90 was 9.36 percent and 

in post- liberalisation it was 4.07 percent. In 

pre- liberalised period, the yearly growth rate 

was higher than average growth rate in the 

initial years and from 1984-85 to 1989-90; the 

yearly growth rate was less than average 

growth rate. In 1989-90, the yearly growth rate 

was least in the pre- liberalisation period. In the 

post- liberalisation period, in 1990-91 it was 

very high and after that it was fluctuate 

between 3.98 percent and 4.12 percent. Most 
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of the time, the yearly growth rate was less 

than average growth rate. In 1999-00 the 

yearly growth rate and average growth rate 
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increasing in the study period but the average 
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1973-74 to 1978-79; the yearly growth rate 
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that it was shown increasing trend except in 
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1990-91 the yearly growth rate was very low, it 

was negative and after that it showed 

increasing trend from 1991-92 to 1994-95. The 

yearly growth rate was showing decreasing 

trend from 1995-96 to 2002-03 except in 1998-

99 and 2001-02. Most of the time, the yearly 

growth rate was less than average growth rate. 

The production was increasing in the study 

period but the average and yearly growth rate 

was higher in pre- liberalised period than post 

liberalised period.
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small scale sector is that the small enterprises 

provide avenues for gainful employment. The 

performance of small scale sector in creating 

employment opportunities is really a matter of 
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period, from 1973-74 to 1989-90 was 7.25 
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growth rate was more than average growth 
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1978-79; after that the yearly growth rate was 
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in 1990-91 the yearly growth rate was very high 

than average growth rate. After that the yearly 

growth rate was fluctuating from 1991-92 to 

2003-04. Most of the time, the yearly growth 

rate was less than average growth rate. In the 

last seven years, the annual growth rate was 

decreasing. The employment was increasing 

during the study period but the average and 

yearly growth rate was higher in pre- 

liberalised period than post liberalised period.

In the context of liberalization and 

globalization of Indian economy, the 

performance of small scale sector in the field of 

exports needs a closer look. The exports from 

small scale sector found to be higher from the 

total export The Annual Average Growth Rate 
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post liberalisation it was 17.56 percent. In pre- 

liberalised period, the yearly growth rate was 

too much fluctuating; it was sometimes very 

high than average growth rate. In 1976-77, the 

yearly growth rate was 60 percent. It was 
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to 1984-85 the AAGR was yearly increasing or 
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peak and showed negative trend. After this 

from 1985-86 to 1989-90, the yearly growth 

rate was increasing and reached at 38.18 

percent. In the post- liberalisation period, from 

1990-91 the yearly growth rate was changed 

its trend yearly, in one year its trend was 

increasing and than next subsequent year the 

trend was decreasing. It was least in 2001-02 

and highest in 1991- 92. The exports were 

increasing during the study period but the 

average and yearly growth rate was higher in 

pre- liberalised period than post liberalised 

period.

Conclusion

The comparative analysis of growth 

pattern of key parameters between Pre- and 

Post – Globalization periods reveals that the 

“globalization” had a negative impact on the 

growth of small scale sector measured in terms 

of number of units, production, employment 

and exports. A fall in the rate of growth of 
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growth rates between pre and post 

globalization period. In this section, the overall 
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Introduction

For Facilities Maintenance Organizations, 
the quickest and most substantial “hard dollar” 
returns are achieved through the inventory and 
Purchasing modules. Even in Equipment-
centric Organizations, where the emphasis is 
on uptime and asset efficiency, the savings 
from improved materials management can be 
sufficiently large to cover the cost of 
purchasing and implementing a CMMS 
project.

In the early 1990s, the primary materials 
focus of CMMS was the issuance and cost 
tracking of Inventory transactions to Work 
Orders. Today, the objective of maximizing the 
“Return on Investment” is strongly enhanced 
by the development of sound Inventory 
Management principles. Thus, the Primary 
objectives have now become the following:

• To accurately expense the cost of 
purchased materials to the correct Work 
order/Expense account and

• Use of efficient Part Storeroom Management 
procedures to reduce the required level of 
on-hand Inventory while simultaneously 
reduce the number of costly “stock-outs” 
events and their associated procurement 
expenses.

Due to inefficiencies and the high cost of 
maintaining a “less than optimal” storeroom, a 
growing number of organizations have now 
outsourced their Inventory Departments to the 
third party contractors. Hence, this article will 
cover how to implement strategies such as 
Just-in-Time Inventory and normalization of 
Stock Keeping Units (SKUs) to keep the 
ownership of Inventory and purchasing 
activities where the belong to – “in-house”.

The functionality expansion within the 
various CMMS packages has provided the 
necessary tools for Organizations to improve 
the process of Materials management and to 
maximize their Return on Investment. Certain 
components are necessary to define the 
CMMS package as effective. We can check 
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post liberalisation period is a matter of serious 

concern for the policy- makers and planners. 

The result showed that globalization is almost 

a complete failure on growth front. To 

conclude, we can say that the recent trend of 

growth of SSI sector showed the trust of Indian 

economy on globalization and liberalisation, 

which has failed to render a positive impact on 

the growth of Indian Small Scale Sector. No 

indicator shows the positive impact, in each 

case the average growth rate is less in post- 

globalization period than pre- globalization 

period.
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will automatically place an order for parts 
required (by the newly generated Preventive 
Maintenance Work Orders) and have them 
rece ived and ava i lab le  before  the 
commencement of the work events.

Adding estimates for planned work is the 
only way that the reorder process can properly 
anticipate and stage part requirements for 
upcoming work. As mentioned, visual 
inventory checks and issue history are only 
partially effective for determining reorders and 
are highly dependent on the Stores Manager’s 
observations capabilities and sense of 
historical usage rates. Failure to identify parts 
that fall below the acceptable minimum 
balance can result in a substantial procurement 
cost – generated by spot buys. After totaling 
the Purchase Order related costs, expedited 
purchase pricing and lost time for the 
maintenance department, the procurement 
cost of a spot buy might even exceed the cost 
of the part being ordered. Additionally, a 
reorder process developed solely on the basis 
of historical usage statistics has limitations, as 
some parts are purchased for specific and non-
recurring task assignments and should not be 
reordered until another similar Work order 
becomes reality. Finally,  an another 
ineffective, but widely deployed reordering 
strategy is the  “ Replacement Buy” or “Use 
one – Buy One” methodology. Replacement 
buy creates numerous small (and high cost) 
purchase orders as well as replenishing stock 
levels well ahead of the required usage time.

Reorder Point and Economic order 
Quantity (EOQ)

In order to optimize the inventory stock 
balance and ordering function, let’s consider 
the employment of two proven Storeroom 
Management concepts: the Reorder Point and 
the Economic Order Quantity. The Reorder 
point is defined as the point at which the stock 
balance should trigger the system to 
automatically generate a reorder document 
(usually a Purchase Requisition) to replenish 
the stock balance. Whenever parts fall to or 
below this Reorder point, the CMMS should 
automatically generate new Purchase 
Requisitions for part replenishment – grouping 
them by primary vendor.

Initially, the Stores Manager would like to 
manually populate the Reorder point field and 
EOQ field values for each inventory record. 

However, some of the CMMS products have 
reports that will assist the Stores Manager in 
setting the proper values. Factors which drive 
this calculation, include the cost of a stock-out 
event (e.g., very high production critical spare) 
along with the usage rate and delivery time.

Most CMMS products also provide a 
standard Inventory Report to assist in the 
calculation of the EOQ. The objective of the 
EOQ calculation is to determine the optimal 
quantity (number of items) to reorder, 
whenever reorder is required. This calculation 
must balance the cost of procurement 
(Purchase Order Cost) against the holding or 
carrying cost of inventory. As mentioned 
earlier, the inventory carrying cost has been 
estimated to equal 20 – 30 % of the 
outstanding balance. The end-to-end cost of a 
purchase order in large organizations is 
currently estimated to exceed Rs. 100/- per 
purchase order. Thus, if on an average, four 
parts are ordered on a purchase order and out 
estimated cost to process a purchase order is 
Rs. 100/-, the purchasing cost per part would 
equal to Rs. 25/-. While Rs. 25/- order cost (per 
part) would represent an insignificant cost 
addition for part purchases exceeding Rs. 
1,000/-.Hence it would not be economical to 
execute small purchase orders with aggregate 
costs of less than Rs. 50. By balancing the cost 
of capital (Inventory carrying cost) against the 
part procurement cost, the EOQ calculation 
can determine the most cost-efficient quantity 
of parts to be ordered.

Work Order Reserves and the Available 
balance

To minimize the number of stock-out 
events the CMMS generally creates a reserve 
against part balances for all associated 
Planned Materials on Work orders at the time 
that the work order first reaches a status of 
APPR (Approved) or higher. Calculations of 
this reserve against stock balances a (Just-in-
Time Inventory concept) allows the system to 
evaluate in its reorder calculation all stated part 
requirements needed to fill upcoming Preventive 
maintenance or other planned work orders. 
The available balance process will help 
eliminate those situations where maintenance 
personnel go to the storeroom to gather the 
required parts for the work order tasks, only to 
find that the storeroom balance is not sufficient 
to fully meet the part requirements.
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our own system for the functions below:

• Track balances for all items, including 
issues, reserves and returns;

• The ability to reserve items for specific 
jobs;

• To automatically reorder parts when 
needed and to track the order through the 
receipt process;

• Produce KPIs   such as stock turnover, 
service levels and fill ratios;

• Cross references of spares to substitutes;

• Maintains a Bill of Materials for specific 
equipment.

The annual cost of maintaining an 
inventory storeroom is considerable. Through 
recent industry studies, it has been found that 
the percentage cost of maintaining an 
inventory storeroom will annually run 20-30% 
of the total inventory dollar value. Thus, a 
reduction of one million of parts held on hands 
delivers an annual savings of Rs. 2,00,000/- to 
Rs. 3,00,000/-. The primary components of 
this storage cost are the cost of money (capital) 
associated with holding inventory, insurance 
and taxes, facility space and maintenance 
cost, the costs of physical counts and 
reconciliation, cost of theft, obsolescence and 
spoilage. The high carrying cost certifies the 
need to reduce the volume of stocked 
inventory but reduction must be accomplished 
without increasing the number of out-of-stock 
occurrences. Without the benefit of other 
inventory business process improvements,  an 
“across the board” stock reduction might even 
prove counter-productive as the increased 
cost of labour, transit time, and related 
purchasing expenses resulting from increased 
stock-outs events could out-weight the savings 
from reduced carrying cost.

Materials and Methods

An endeavor has been made to prepare 
this article with the assistance of a variety of 
materials collected from books of various 
authors, articles published in research 
journals, various websites and more 
importantly from the materials and data 
derived from DVC (Damodar Valley 
Corporation) on which the research is focused.

Results and Discussions

In recent times inventory and Stores 
Management has received the pointed 

attention of our country’s policy makers both at 
the micro and macro level. It is pertinent to note 
that as per the reports, Inventories in India are 
larger than those in industrially developed 
nations. It has been estimated that presently 
more than Rs. 90,000/- crores worth of 
inventories are lying in Indian Industries. Last 
but not the least, the Inventories in India are 
four times than those in U.S.A. This is because 
of their emphasis and implementation of 
strategic, scientific and modern techniques of 
Inventory and Material Management.

Evaluate issues and Stores Management 
Business Processes:

CMMS systems are effective in meeting 
these twin objectives (balance reduction and 
reduction of stock-out events) through the 
implementation of a Just-in-Time Inventory 
methodology. This concept is not new and has 
been used with production inventory for many 
years. The success of this venture does 
require the cooperation of the maintenance 
personnel. Storerooms need to be able to 
purchase parts in anticipation of upcoming 
work requirements rather than basing the part 
reorder process on just visual inspections, 
historical usage trends or immediately after 
issue. Upcoming parts requirements should be 
attached to repetitive preventive maintenance 
activities and other panned work orders with 
sufficient lead times. Check the CMMS Job 
plan and Preventive maintenance records for 
the organizations to see whether part 
estimates have been included for preventive 
maintenance work. A reactive Maintenance 
Department cannot be effectively sourced by 
the Storeroom.

On a weekly or monthly interval, 
Preventive Maintenance Work Orders will be 
generated creating the work orders for the 
upcoming time intervals. Each time a Work 
Order is generated from a preventive 
maintenance record, the CMMS accesses the 
Job Plan and adds the appropriate parts 
estimate information to the generated Work 
order. As preventive Maintenance Work 
Orders are generated, the “available” bin 
balance for that part will be reduced by the 
amount of the estimate, which may result in a 
stock reorder to replenish the minimum level. 
For calculation of Inventory Reorders, a part 
reserve acts the same as an issue. Thus, 
whenever the reorder process is executed, it 
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will automatically place an order for parts 
required (by the newly generated Preventive 
Maintenance Work Orders) and have them 
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becomes reality. Finally,  an another 
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equal to Rs. 25/-. While Rs. 25/- order cost (per 
part) would represent an insignificant cost 
addition for part purchases exceeding Rs. 
1,000/-.Hence it would not be economical to 
execute small purchase orders with aggregate 
costs of less than Rs. 50. By balancing the cost 
of capital (Inventory carrying cost) against the 
part procurement cost, the EOQ calculation 
can determine the most cost-efficient quantity 
of parts to be ordered.
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To minimize the number of stock-out 
events the CMMS generally creates a reserve 
against part balances for all associated 
Planned Materials on Work orders at the time 
that the work order first reaches a status of 
APPR (Approved) or higher. Calculations of 
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evaluate in its reorder calculation all stated part 
requirements needed to fill upcoming Preventive 
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The available balance process will help 
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personnel go to the storeroom to gather the 
required parts for the work order tasks, only to 
find that the storeroom balance is not sufficient 
to fully meet the part requirements.
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For calculation of Inventory Reorders, a part 
reserve acts the same as an issue. Thus, 
whenever the reorder process is executed, it 



Anusandhanika / Vol. III / No. II / July 2011-189-

purchased and stored at a Central Storeroom 
and transferred to the requesting sites as and 
when needed, rather than to maintain a stock 
balance at each site and incur the associated 
carrying cost.

Centralized and Controlled Storerooms

There are several advantages to using a 
controlled rather than an open storeroom 
environment. The presence of a dedicated 
stores manager will reduce shrinkage and 
spoilage, will provide a consistent and 
experienced source for issue and return entry 
transactions, be available to monitor part 
balances, stage parts for work orders and 
refine reorder points and EOQ.

Conclusion

In view of the aforementioned discussion, 
it is advertent to mention that “Inventory is the 
life- blood of the manufacturing industries.” 
Inventories are major assets and represent a 
sizeable investment in business that sell or 
manufacture products. Inventory cost is the 
only area which can afford an easy scope for 
the cost reduction and cost control. Inventory 
Management has been the key to the success 
of many organizations and the cause of failure 
of numerous others. From the either 
perspective, poor inventory management can 
present a serious challenge to the viability of 
an organization and can sometimes have a 
disastrous effect  on  its solvency.

Our primary need, at least at this juncture, 
is to understand the importance of Inventory 
Management, to concentrate on basic and 
fundamental principles of E.O.Q., Just-In-Time 
system of inventory, ROP, Safety Stock etc. 

and the implementation of techniques like 
ABC, VED Analysis, Value Analysis, Classification, 
Codification and Standardization.
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Whenever a reserve is created, the 
CMMS reduces the (calculated) available 
balance to the level of the current balance on 
hand minus the reserved quantity. The 
Reorder Parts Process compares the Reorder 
point to the available balance, rather than the 
current balance and will reorder parts, even 
though the balance on hand appears to be 
adequate enough. For example, if the reorder 
point is 10 and we have 15 parts on hand in the 
storeroom, a reorder would not normally be 
necessary. But, if  preventive maintenance 
work orders are generated that require the 
usage of 20 such parts, we need to reorder 
these parts prior to the work order 
commencement date or the storeroom will 
have insufficient stock balance at the time of 
issue. The CMMS will place a “reserve” for 20 
units on the storeroom, making the available 
balance minus 5 (15 on hand less 20 required 
for approved work orders). Thus, when the 
reorder parts functions is activated, a reorder 
will occur to replenish the stock balance would 
give the appearance that stock levels are 
adequate.

ABC Analysis

Most CMMS systems also support the 
concept of Cycle count and ABC Analysis to 
assist with the inventory physical count 
process. The organization can group its parts 
into categories and determine the proper 
interval by which an item should be physically 
counted and reconciled to the system balance.

Those parts with the highest cost and 
turnover are valued in the report as “A” items, 
while the lower extended cost parts are listed 
as “B” and “C”. After determining the count 
interval (number of days between counts) for 
each part, a cycle count report can be used to 
provide a list of all items that need to be 
physically counted for the week, month or 
other desired interval basis. This report 
evaluates the last physical count date and after 
adding the default interval as set by the ABC 
setting, prints an output list of all items that 
need to be counted. If the number of days since 
the last physical count exceeds the interval 
from the ABC Analysis the part would appear 
on the report to be physically counted.

Conduct Item ID Normalization (Common 
Part Numbering) across all sites

If an organization has multiple sites, 

significant value can be achieved through the 
standardization of Part Identities across the 
various sites. First define what source will 
provide the Part Identification Number, Universal 
Standard Products and Services Classification 
(UNSPSC) etc. Although some organizations 
have centralized on the vendor’s catalog 
number but this is generally not a good choice 
as the venders may change and even the 
catalog for that part may be changed by the 
vendor to discourage “knock-off” replacements. 
Once the parts have been normalized, 
significant cost savings can be achieved as 
described below. The decision to “centralize is 
made when the comparative transportation 
costs can be offset by the aforementioned cost 
savings.

(a) Parts can be shared between sites:

Each site becomes a potential vendor for a 
site that runs out of stock on a given item. An 
objective might be to reduce the overall stock 
balances at the organization. Each site can 
identify and post excess stock items for the 
benefit of other sites on a common inventory 
website or distributed spreadsheet. Then the 
other sites will order fro the site with surplus 
balance rather than purchasing additional 
stock from external vendors. This will reduce 
the internal cost of carrying those items and will 
also reduce the spoilage factor since items will 
turn more quickly and effectively reducing 
average life.

(b) Bulk Buying discounts:

After the normalization project is 
complete, it is easy to calculate the total usage 
rate of that item across the organization, which 
will result in better bargaining power when 
negotiating price discounts from vendors. 
Even if shipments are shipped directly to the 
purchasing site, there may still be cost 
efficiencies to consider with the concept of 
centralized buying. New RFID technology also 
supports the case for organizations to 
eliminate multiple purchasing departments, 
driving down the cost of purchase orders (by 
including more line items per purchase order) 
and centralizing the accounting and 
reconciliation process.

(c) Costly emergency and expedited 
purchases can be reduced as the items that 
are used on an infrequent basis can be 
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purchased and stored at a Central Storeroom 
and transferred to the requesting sites as and 
when needed, rather than to maintain a stock 
balance at each site and incur the associated 
carrying cost.

Centralized and Controlled Storerooms

There are several advantages to using a 
controlled rather than an open storeroom 
environment. The presence of a dedicated 
stores manager will reduce shrinkage and 
spoilage, will provide a consistent and 
experienced source for issue and return entry 
transactions, be available to monitor part 
balances, stage parts for work orders and 
refine reorder points and EOQ.

Conclusion

In view of the aforementioned discussion, 
it is advertent to mention that “Inventory is the 
life- blood of the manufacturing industries.” 
Inventories are major assets and represent a 
sizeable investment in business that sell or 
manufacture products. Inventory cost is the 
only area which can afford an easy scope for 
the cost reduction and cost control. Inventory 
Management has been the key to the success 
of many organizations and the cause of failure 
of numerous others. From the either 
perspective, poor inventory management can 
present a serious challenge to the viability of 
an organization and can sometimes have a 
disastrous effect  on  its solvency.

Our primary need, at least at this juncture, 
is to understand the importance of Inventory 
Management, to concentrate on basic and 
fundamental principles of E.O.Q., Just-In-Time 
system of inventory, ROP, Safety Stock etc. 

and the implementation of techniques like 
ABC, VED Analysis, Value Analysis, Classification, 
Codification and Standardization.
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into categories and determine the proper 
interval by which an item should be physically 
counted and reconciled to the system balance.
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significant value can be achieved through the 
standardization of Part Identities across the 
various sites. First define what source will 
provide the Part Identification Number, Universal 
Standard Products and Services Classification 
(UNSPSC) etc. Although some organizations 
have centralized on the vendor’s catalog 
number but this is generally not a good choice 
as the venders may change and even the 
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balance rather than purchasing additional 
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the internal cost of carrying those items and will 
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turn more quickly and effectively reducing 
average life.

(b) Bulk Buying discounts:
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complete, it is easy to calculate the total usage 
rate of that item across the organization, which 
will result in better bargaining power when 
negotiating price discounts from vendors. 
Even if shipments are shipped directly to the 
purchasing site, there may still be cost 
efficiencies to consider with the concept of 
centralized buying. New RFID technology also 
supports the case for organizations to 
eliminate multiple purchasing departments, 
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Materials and Methods

For the purpose of in depth study the 
contents have been taken from relevant books 
and articles from Journals and websites. The 
methods used is analytical and descriptive. 
Both primary as well as secondary sources of 
information have been taken.

Results and Discussions

Few years ago, people were optimistic 
and totally committed to their jobs. They came 
to work each day with commitment, loyalty 
even passion, and because they sensed that 
the company felt the same commitment 
towards employees and employees also gave 
it their all. One way to characterize the 
exchange between employers and employees 
is a series of promises. Employers promise 
some level of safety and security, adequate 
resources to perform jobs, opportunities for 
development and advancement, and so on. In 
return, employees promise their experience 
and effort.

The recession effectively has forced 
employers to put off delivery of all sorts of 
promises to employees. Economic uncertainty 
is creating a situation where employees no 
longer see a direct link between how hard they 
work today and how their employer will 
respond. The employer also is to find ways to 
stay credible and trustworthy in an 
environment where promises may be seen as 
empty. The recession may well be teaching 
employees that they are nothing but contract 
workers, whose contracts can be cut back 
depending on business need. This may result 
in changes to the way employees think about 
work and will most likely decrease the amount 
of commitment workers have to their 
organizations. Retrenchment is another factor 
that is a by-product of recession; the 
consumer’s purchasing power has become 
weak, since their income is sufficiently reduced 
due to the Global Economic Meltdown.

As we all know, that every company’s 
motto is to up their profit, which results in 
downsizing, outsourcing, and a casual 
corporate attitude that treats employees as 
costs rather than assets, most of today’s 
workers have concluded that the company no 
longer values them.  So they, in turn, no longer 
feel engaged in their work or committed to the 
company. The reality of mutual co-dependence 

between employees and organizations and the 
advantages gained from long term mutual 
commitment and engagement have been lost.

Studies show that nearly two third of 
employees as a whole, either actively looking 
for the new jobs or merely going through the 
motions at their current jobs. While they still 
show up for work each day, in the ways that 
really count, many have quit. In some cases 
literally, they already have one foot out the 
door. So employees are afflicted with a 
condition, which can be called psychological 
recession. It is an emotional state in which 
people feel extremely helpless and afraid for 
their future. It is especially relevant in the 
business world because constantly fearful 
people are too exhausted to be creative and 
innovative. They expect the worst to happen, 
so they see no reason to give their all.

Impact of recession on Job market

The impact of global slowdown on India’s 
economy is impacting the employment 
scenario in the country. In fact the rising 
joblessness in India has assumed worrisome 
proportions. With overall economic growth 
sharply slowing down, the ranks of those 
without work are growing by the day. According 
to a first of its kind survey conducted by the 
Ministry of Labour and Employment, five 
hundred thousand people were rendered 
jobless between October and December 2008. 
Because of global meltdown the worst affected 
sector in India is the service industry especially 
IT, ITES, BPO, KPO etc. which  contributes 
about 52% to India’s GDP growth. IT 
industries, financial sectors, real estate 
owners, car industry, investment banking and 
other industries as well are confronting heavy 
losses due to the fall down of global economy. 
Inventory industries like garment, gems, 
textiles, chemicals and jewelry had cut 
production by 10 per cent to 50 per cent. Gems 
& jewelry sector witnessed the maximum 
decline in employment with 11.9% of their work  
force lost their jobs.

Workers in the globalized  sectors who 
earn more than 30 per cent of foreign 
exchange are thrown to the volatility of global 
market without any protection. The impact is 
not short term, the recovery will take time to go 
back to the original employment and wage 
levels. Small producers / own account workers 
are the worst sufferers among the producers in 
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Introduction

The world today is strongly affected by the 
“global recession”. The recession which 
seems to have taken the world by storm is 
believed to have started with a small 
speculation on the part of an American bank, 
which decided to ask for interest on a loan it 
had given to one of its customers. The failure of 
the individual to repay the required amount led 
to further troubles just like a pyramid of cards 
falling because of one card slipping out. The 
recession has struck the developed countries 
around the globe but chiefly the financial 
backbone of the world—America. The country 
was shaken economically. However the 
slowdown in the rest of the world including 
India is a mere result of false assumptions 
which led to the downfall of shares market in 
India as well. We see ourselves directly 
connected to the Global, thereby American 
economy, thus believing that their economic 
downfall leads to ours.

The change and uncertainty created by 
the global meltdown has led to a  growing gap 
between workers and their employers. The 
present article titled Impact of Psychological 
Recession on Human Resource is based on 
the employer employee relationship, as an 
aftermath of the  global recession. It can be 
argued that the current recession and 

business practices that have resulted from it 
have caused a permanent and dramatic 
change in employer employee relationship. 
The specific reasons for this change can be as 
-- First, the psychological contract between 
employer and employee has been broken. 
Layoffs, slowly rising salaries, and long work 
hours have left employees feeling demoralized, 
which has eroded trust. Second, competition 
has increased, both in terms of external and 
internal competition,  not only for goods and 
services, but also competition for top talent.

The world is experiencing an exceptional 
economic slow down. The uncertainty that 
comes with such an economic environment is 
compounded with accelerated and profound 
changes in today’s business world - 
technological, cultural, social, economic and 
personal. The net effect is increasing 
nervousness, insecurity and more pressure 
than ever before on today’s employees, 
managers, leaders and organizations. 
Recession has hit every sector and 
accidentally had a huge impact on jobs in India, 
first that came under its grip was Infrastructure 
and Banking sector, slowly and steadily the 
effect snowballed on other sectors like Media 
and Business Process Outsourcing, which 
were considered to be the most secure 
sectors.
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People affected by psychological 
recession

The question arises who is affected by 
psychological recession. The answer is 
everyone. The result is that even those who 
are still working are anxious and fearful. 
People watch their former colleagues, 
especially the ‘golden ones’, struggle through 
months or even years of unemployment. 
People see their companies continuing to 
downsize, use temps, and out source, and they 
are afraid they may be next. Stress is 
everywhere, and it is unrelenting.

At the same time work itself has become 
major source of tension, because when costs 
must be lowered , the arithmetic  of higher 
productivity means that more work has to be 
accomplished by fewer and fewer people. This 
translates to longer work hours for every one 
who has a job. But it is not simply a question of 
overwork, of too many hours. When people are 
restless at work, they are afraid that no amount 
of effort is good enough. To make themselves 
safe, they work very hard at every thing. They 
don’t feel secure enough, and therefore are not 
encourages enough, to differentiate among 
tasks and set priorities. When every task is 
treated as important, work never ends. There’s 
no closure, no sense of satisfaction of job well 
done.

Most people now feel that, even though 
their performance is excellent  and their skills 
are relevant, they have little chance of earning 
job security. While economies, organizations, 
and customers are benefiting because of the 
company’s competitiveness, many individuals 
are newly vulnerable and downwardly mobile 
in a world in which work migrates because 
much of it can be done anywhere. A generation 
whose members had the highest expectations 
and believed in the value of their education has 
become cynical and depressed. If the future is 
sour for them, the future is bleak for all.

The bottom line

We all know the mantra of business 
houses is to get profits up by cutting costs. The 
biggest cost for them is  salaries, benefits, 
pensions, vacations, training, sick days 
…….anything to do with people. What the 
companies do here is to end long term 
commitments to employees, and downsize, 
layoff, outsource, and use temps. A recent 

Gallup survey clarifies that, 17 % of those 
interviewed were actively disengaged and 
were trying to weaken the organization in 
which they worked. 54 % were passively 
disengaged, there bodies were still in the office 
but they are essentially left. 50 % were ready to 
change  jobs. No organization can flourish 
when half of its employees want to leave and 
all most three fourths feel neither committed to 
the organization nor engaged in the work it 
does. And a growing number of people, 
specially those in their 20s and 30s are leaving 
the fast track because work demands keep 
rising while satisfaction and payoffs continue 
to decline.

A psychological recession is not just an 
idea- it is real phenomenon with real 
consequences, all of them bad. When people 
are scared and depressed for long time, 
gloominess and fear replace confidence and 
optimism. The wide spread psychological 
recession is largely the result of organizations 
no longer responding to employees as key 
assets. There can be no question that this has 
led to too many scared, divided and uninvolved 
employees.

Counter strategies

Employers should devise methods to 
make their employees feel secure as their 
productivity makes the organization stand in 
good status; various workshops should be 
organized or conducted to help them 
overcome this situation of uncertainty and help 
them win their trust and faith within the 
organization. Also, employees are the human 
capital of the company and it is the 
responsibility of the employer to make them 
feel cared and wanted so it can help in 
cementing a good employer-employee 
relationship. The business leaders need to talk 
with employees about the business environment 
and the long-term vision of the organization. 
Involving employees in efforts to manage cost 
will help them feel like active contributors 
communicating consistently and honestly 
about short- and long-term objectives. 
Listening and gathering input from employees 
and promoting development opportunities, so 
people can see a future for themselves. The 
fundamental rule of business and the only way 
to succeed long-term is to see the people as 
key assets.
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the recession. There was no institutionalized 
arrangements to help workers to look for 
alternative jobs, leading to wastage of skills. 
The work force in the private sector in their – 
20s, 30s and 40s is largely unprotected in 
terms of security of jobs, investments, 
retirement and children’s education, consequently 
increased depressions, cases of suicides by 
workers, a few times with family.

Psychological Impact of Recession

A psychological recession -   a harsh view 
of the present and an even a bleaker view of 
the future – is a natural out come of a deep and 
sustained sense of helplessness. Once 
established, this negative mind set reinforces 
people’s view that the world is a risky place in 
which they have little or no control. In this way 
the psychological recession feeds on itself. It 
increase people’s fear and their dislike to risk 
bearing attitude. Obviously there are real 
issues to worry about:  rising energy prices, 
our continued dependence on foreign oil, 
terrorism, and, perhaps worst of all, the very 
visible and widespread is the loss of job 
security.

Economic hard times initially had an 
impact on hourly workers, but then the impact 
spread to well educated  knowledge workers. 
As tax receipt fell, even government workers 
faced cuts in their ranks. Every one knows 
someone who has been affected.

In all likelihood, members of organized 
labour, like everyone else, are paralyzed by 
their deep feeling of vulnerability to a loss of 
job. Another factor surely is the falling rate of 
workforce participation. Sustained fear makes 
people cautious, and our leaders are hardly 
exempt. Government –central, state and 
municipal- seem unable to protect people in 
general and from international competition for 
jobs specifically. Overall the public perceives 
the country’s leadership, both  political and 
social, as ineffective, frightened, and incapable.

Because of global meltdown our world 
feels increasingly uncertain and undependable 
and that makes us feel defenseless and 
uncovered. In the study for answers, some 
have turned to fundamentalist religions, some 
others were  comfort in defining the enemies 
like free trade, technology, legal and illegal 
immigrants, share market, unions, corporations 
and so on.

The psychological downturn especially 
when combined with the current economic 
recession, is far worse than the 2001 economic 
slowdown, and cause is not explained by 
outside factors like media bias or bickering 
between incapable “leaders”. This sense of 
pessimism is rooted in the deep and continued 
feelings of weakness that many people are 
experiencing. Anxiety, depression, and a 
sense of being powerless are a poisonous mix. 
Clearly, disbelief and pessimism have 
replaced the joyful optimism of the 1990’s 
boom. Many people especially those in their 
20s, 30s, and 40s, feel cheated and scared by 
the bad luck of hard times.

A vicious circle

Faced with the reality of a reasonably 
sudden but permanent loss of economic 
security, the nation has been gripped by a 
sense of dread. What started as a feeling of 
economic vulnerability has generalized in to a 
deep, pervasive fear that there is no way for 
any one to make themselves safe because 
there seems to be no way to regain control over 
what’s happening to them. The prolonged 
sustained fear that is characteristic of a 
psychological recession assures that good 
news will be discounted while bad news is 
accepted as the stuff of reality. The tragedy is 
that focusing on fears only reinforces them. In 
understandable but irrational ways, people 
who are frightened  more ever forward toward 
panic. In this way, a psychological recession is 
self fulfilling.

The media bombardment of bad news 
doesn’t help. The same ‘echo effect’ that 
contributed to the boom of the 1990s is now 
having the reverse impact by reinforcing 
today’s gloomy scenario. Somehow all 
television stations end up playing the same 
video of the same plant that was closed, the 
same workers who are laid off, the same 
contract to outsource work in India or China 
…and the loop of information plays endlessly. 
When the same message is trumpeted, 
debated, illustrated and referred to by 
‘experts’, the union of the cacophony of its 
echoes makes it “ a fact”. That something 
might be just a possibility or inference or idea 
or opinion is transformed through obsessive, 
pervasive repetition into a certainty.
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People affected by psychological 
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Introduction

Currently from more than past two years 
the most discussed topic has been recession 
no doubt. In the interview board, in the news 
papers, in the TV channels, in the professional 
colleges even in the roads, clubs every where 
there is one common and compulsory topic, 
that has been Recession. Actually, recession is 
a broad term present in the world wide. 
Recession is the effect of fall in the demand of 
commodities in the global market place. 
Recession is also related to less amount of 
demand of commodities backed by less 
purchasing power. At the same time, it is the 
effect of static or negative economic growth 
initiated from western countries. A recession 
can be defined as a decline in growth of a 
nation's gross domestic product continuously 

for a few quarters of a year or proceeding 
years. It is also preceded by some quarters of 
slowing down. The economy and the stock 
market are intensely associated with each 
other always. The stock markets reflect the 
activeness of the economy of a nation. In the 
United States, the recession has been initiated 
first. Our Indian stock markets also had been 
crashed due to this slowdown in the economy 
of United States as it is era of globalization.

The economy of United States has 
suffered many numbers of recessions since 
the end of the Second World War. The one of Hi 
economic slowdown took place from 1930 to 
1939. This cursed decade gave the birth of 
high unemployment, with almost no profits and 
it resulted with high poverty. Industries which 
were badly affected mostly included the 
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Global Recession: and Challenges Opportunity

Abstract

A recession is decline in growth of a nation's GDP for quarters of a year or years preceded by slowing down. It 
has affected all countries including India and attacked all products and service sectors. A pessimist comment 
a ‘crises’ as a Bad News, but an optimist answer that it can bring Opportunity and Success. Now it is almost 
over and this phase can be utilized. It provides scope to negotiate every required things for an organization by 
hard bargain. New Thoughts on Management can be imparted now. Companies can research into their 
competitors and know more about their business. They can remodel their customer care policies. They 
should keep their clients and take over clients left by other firms. Now they should concentrate on increasing 
the clients' demand from it’s products or services. They can review and restructure policies now. Man power 
reengineering, Narrow piping of wages, New Growth in Technology and facilities are to be welcomed now. 
Diversifying of new sources and Emergence of New Bosses and Thinkers are to be done now. This is time to 
give birth of future leaders, by nourishing of talent. Moving currency from low to high valued country is another 
idea. They should guess what effect the recession can have, and update game plans. They should continue 
Customer Relationship Management and Internal Marketing. They are to be serious to look at the workforce 
and locate the real performers. Many brilliant engineers and software specialists back to India from abroad 
countries could be hired by IT concerns. So it is the duty of us to find out the ways by which we can discover 
some tactics to run faster.
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Conclusion

Recession is an opportunity to bring about 
a root-and-branch change in the economic 
policy and the economic system with the aim of 
not only eliminating the systemic defects of the 
present economic system and but also the 
evils of insatiable greed and bubbles of 
prosperity which they gave rise to, by 
deliberately building public systems of 
education, health, transport, housing etc. free 
from corruption, entirely handled by professionals 
and free from interference by self-serving 
politicians and parties and devising policies to 
support agriculture and promote agro-
processing and village industries which 
provide employment to masses of people. 
There are hundreds of studies that find a clear 
and powerful relationship between energized, 
enthusiastic, involved employees and positive 
financial outcomes. After all its all about “ Give 
and Take” but in a right way.
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future situation, everything is subjected to 
confusion. The constant flow of news about 
killing recession makes people all to wait long 
to see where it recovers. Anything that is only 
top priority issues gets executed. Those 
decisions that cannot be put away any longer, 
can only get made within this time Anything 
that does not directly threaten the survival of 
the company must be left as pending. 
Everyone ought to try to get soon receivables 
in while payment of bills owed are delayed. It 
has been a worldwide phenomenon leading to 
an suprising full stop of cash flow and fund flow. 
Obviously among other things, traditional 
marketing becomes a less useful activity in the 
time of scarcity. And so it can be controlled, in 
proper form. Eventually it is a high mistake to 
think that marketing should be given no 
importance for the duration of recession.

When the recession starts, its first phase 
is a very surprisingly depressing time for most 
business concerns. Resigning from all targets 
about success and expansion, people have to 
take steps to ensure the existence of their 
company. It is not an easy task mentally for any 
entrepreneur. Obviously, the starting few 
months of recession would be this confusing 
waiting strategy when owners holds off all 
payments where it is possible and note what 
the future tells. Instead of expending more 
energy into selling, he shifts his energy into 
collecting monies which is due. During that 
short period, marketing can not foster 
immediate Hi Fi results. The priorities of the 
target audience changes drastically. Thus 
Marketing should be altered according to those 
new priorities. An increasing uncertainty 
causing hindering judgment now governs 
decisions. It should be remembered that this 
first phase of recession is relatively shorter 
anyway. After some time being, public 
understand the fact that recession is present 
and torturing their trade. Economy reaches on 
a lower level and life settles lower in 
comparison of its normal routines. Now, people 
undoubtedly understand the recession and 
clever marketing can get specific results. 
Actually the fact is that, recession is the period 
where only the proper approach can give much 
more results. Very less amount of people 

recognizes this. If anything happens, there will 
be better results if companies have an 
approach of active marketing system. That is 
not only being active while marketing. It 
indicates that a trader does something to 
actively get outputs. Instead of waiting for 
growing demand by a booming economy; the 
marketing department should create the 
demand for products or services offered by 
their company. If it does that without wasting 
time, recession can ruin it less. Once a 
company has proper way to retain the demand 
active, it gets results regardless of which 
direction the economy is fluctuating at that 
time. Actually, during recession, it can get 
much outputs than normal time, because 
maximum competitors do not do marketing at 
all now.

During recession, an entrepreneur needs 
very accurate systems that take his business 
farm above his competitors or other business 
owners. He needs a unique way to convince 
the customers completely that what he will 
deliver is better than what they currently 
receive. Innovativeness, inner concepts and 
work designs are required to move forward. 
Industry knowledge and analysis can assist 
organizations and the industry to go in forward 
direction. The speed of learning that an 
entrepreneur adapts for well being of his 
organization, determines capacity to handle 
the challenging economic climate.  It can be 
found that motive to be up to date will make 
difference in business performance, and 
brings success. Now he needs exact and 
correct information on what factors govern the 
thinking of his and competitors’ clients. If a 
pessimist is asked to describe a Crises, then 
he will comment a ‘crises’ as only a Bad News 
for him, but if the same is asked to an optimist, 
he will answer that it can positively bring 
Opportunity and Success. To analyze the 
situation very accurately he needs to look at for 
the solution that allows him to utilize this 
extraordinary opportunity.

Materials and Methods

The present study is based on entirely 
secondary data. The data has been taken from 
available literature in the form of books, 
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agriculture, mining, tourism etc. Production 
declined sharply, which did not at all invite 
profits and employment. The United Sates has 
evidenced a recession again during year 1982-
83. The early 1990s also experienced a 
financial crisis. The United States again has 
been subjected to one of its noticeable 
recessions in 2001, while attacking ten 
previous years of growth. It was one of the 
longest expansions. From starting to ending of 
2001, employment dropped by almost 2 
million. The next recession after 2001, we 
faced just recently from 2008, though the effect 
of this recession has significantly been 
managed world wide in latest years. The whole 
of Asia has been hit by a recession as it 
depends highly on the economy of United 
States. In India, some different incidents like 
Satyam computer case have added some 
additional fuel into the fire of recession. Asia is 
yet to totally be independent from the rest of 
the world. Indian corporate houses have huge 
outsourcing deals from the nation of United 
States. Our country’s exports to the United 
States have developed eventually over the last 
decades.  A slowdown in the US economy is 
obviously a terrific news for our country also, 
which we were facing right. Some mishaps like 
Tsunami in Japan, which caused harm more 
than 20,000 dollar, also have affected 
investment market throughout the world and till 
providing barr ier towards economic 
reformation. The lack of rain caused lack of 
crops which put the tension continued. The 
growing price of oil, lack of political steadiness, 
uncontrollable inflammation,  etc also played 
as catalysts to the continuation of economic 
slowdown. Global economic meltdown has 
affected almost all countries. American, 
European and Japanese companies were 
facing severe crisis due to this event. India was 
not insulated from this condition. Economies of 
all countries are interrelated with each other 
normally and any significant fluctuation in trade 
and economy  definitely result numerous 
problems for all other economies.

Many of Indian corporate houses in fact 
continue the dealings of most outsourcing 
orders from the clients of United States. Also 
there has been a huge amount of exports 

business to United States during the years of 
this and previous decades. We have easily 
noticed the down fall in the job market caused 
by the recession in the Western countries after 
2008. There has been a noticeable fall in the 
fresh recruitment which brings headache for 
us. Many concerns have laid off their staffs and 
made all the promotions pending in this period 
including present compensation and perks of 
the recruitees. Maximum organisations 
whether  private sectors as well as public 
sectors have been afraid to introduce new 
projects during this stagnant time. Crores of 
persons have lost their jobs throughout the 
years 2008 and 2009. Federation of Indian 
Export Organisations provides data related to 
this by performing their observation and 
survey. The maximum effects have been 
noticed ever is the fall in textile, garment and 
handicraft industry sectors. Information 
Technology sectors, financial sectors, real 
estate owners, automobile sectors, banking 
sectors mainly, but further, more or less, all 
industries have been suffering by big loss and 
stumbling caused by the slow down of 
economy world wide. The Federation of Indian 
chambers of Commerce and Industry opines 
that, inventories industries like garment, 
textiles, chemicals and jewellery have dropped 
their production that time by up to 50 percent of 
their production in normal time while faced with 
the global recession. Also a dramatically 
downfall in the tourist inflow we can measure 
during these times. Eventually, like other 
sectors, the real estate sector has 
encountered a massive problem of tight 
situations of fund; the builders and promoters 
have been feeling it really tuff to raise the 
finance from their pockets as well as from the 
general public.

With decrease in income, any wrong 
decision and corresponding action can be 
proved dangerous. This extra risk opposes 
speed of decision-making. Whatever the 
decision, it takes more duration to make. This 
follows a situation where only the vital 
decisions are made With the initial headache 
of sad news, everything is postponed, 
including paying bills, until the situation 
becomes reevaluated. With the uncertainty of 
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future situation, everything is subjected to 
confusion. The constant flow of news about 
killing recession makes people all to wait long 
to see where it recovers. Anything that is only 
top priority issues gets executed. Those 
decisions that cannot be put away any longer, 
can only get made within this time Anything 
that does not directly threaten the survival of 
the company must be left as pending. 
Everyone ought to try to get soon receivables 
in while payment of bills owed are delayed. It 
has been a worldwide phenomenon leading to 
an suprising full stop of cash flow and fund flow. 
Obviously among other things, traditional 
marketing becomes a less useful activity in the 
time of scarcity. And so it can be controlled, in 
proper form. Eventually it is a high mistake to 
think that marketing should be given no 
importance for the duration of recession.

When the recession starts, its first phase 
is a very surprisingly depressing time for most 
business concerns. Resigning from all targets 
about success and expansion, people have to 
take steps to ensure the existence of their 
company. It is not an easy task mentally for any 
entrepreneur. Obviously, the starting few 
months of recession would be this confusing 
waiting strategy when owners holds off all 
payments where it is possible and note what 
the future tells. Instead of expending more 
energy into selling, he shifts his energy into 
collecting monies which is due. During that 
short period, marketing can not foster 
immediate Hi Fi results. The priorities of the 
target audience changes drastically. Thus 
Marketing should be altered according to those 
new priorities. An increasing uncertainty 
causing hindering judgment now governs 
decisions. It should be remembered that this 
first phase of recession is relatively shorter 
anyway. After some time being, public 
understand the fact that recession is present 
and torturing their trade. Economy reaches on 
a lower level and life settles lower in 
comparison of its normal routines. Now, people 
undoubtedly understand the recession and 
clever marketing can get specific results. 
Actually the fact is that, recession is the period 
where only the proper approach can give much 
more results. Very less amount of people 

recognizes this. If anything happens, there will 
be better results if companies have an 
approach of active marketing system. That is 
not only being active while marketing. It 
indicates that a trader does something to 
actively get outputs. Instead of waiting for 
growing demand by a booming economy; the 
marketing department should create the 
demand for products or services offered by 
their company. If it does that without wasting 
time, recession can ruin it less. Once a 
company has proper way to retain the demand 
active, it gets results regardless of which 
direction the economy is fluctuating at that 
time. Actually, during recession, it can get 
much outputs than normal time, because 
maximum competitors do not do marketing at 
all now.

During recession, an entrepreneur needs 
very accurate systems that take his business 
farm above his competitors or other business 
owners. He needs a unique way to convince 
the customers completely that what he will 
deliver is better than what they currently 
receive. Innovativeness, inner concepts and 
work designs are required to move forward. 
Industry knowledge and analysis can assist 
organizations and the industry to go in forward 
direction. The speed of learning that an 
entrepreneur adapts for well being of his 
organization, determines capacity to handle 
the challenging economic climate.  It can be 
found that motive to be up to date will make 
difference in business performance, and 
brings success. Now he needs exact and 
correct information on what factors govern the 
thinking of his and competitors’ clients. If a 
pessimist is asked to describe a Crises, then 
he will comment a ‘crises’ as only a Bad News 
for him, but if the same is asked to an optimist, 
he will answer that it can positively bring 
Opportunity and Success. To analyze the 
situation very accurately he needs to look at for 
the solution that allows him to utilize this 
extraordinary opportunity.

Materials and Methods

The present study is based on entirely 
secondary data. The data has been taken from 
available literature in the form of books, 
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agriculture, mining, tourism etc. Production 
declined sharply, which did not at all invite 
profits and employment. The United Sates has 
evidenced a recession again during year 1982-
83. The early 1990s also experienced a 
financial crisis. The United States again has 
been subjected to one of its noticeable 
recessions in 2001, while attacking ten 
previous years of growth. It was one of the 
longest expansions. From starting to ending of 
2001, employment dropped by almost 2 
million. The next recession after 2001, we 
faced just recently from 2008, though the effect 
of this recession has significantly been 
managed world wide in latest years. The whole 
of Asia has been hit by a recession as it 
depends highly on the economy of United 
States. In India, some different incidents like 
Satyam computer case have added some 
additional fuel into the fire of recession. Asia is 
yet to totally be independent from the rest of 
the world. Indian corporate houses have huge 
outsourcing deals from the nation of United 
States. Our country’s exports to the United 
States have developed eventually over the last 
decades.  A slowdown in the US economy is 
obviously a terrific news for our country also, 
which we were facing right. Some mishaps like 
Tsunami in Japan, which caused harm more 
than 20,000 dollar, also have affected 
investment market throughout the world and till 
providing barr ier towards economic 
reformation. The lack of rain caused lack of 
crops which put the tension continued. The 
growing price of oil, lack of political steadiness, 
uncontrollable inflammation,  etc also played 
as catalysts to the continuation of economic 
slowdown. Global economic meltdown has 
affected almost all countries. American, 
European and Japanese companies were 
facing severe crisis due to this event. India was 
not insulated from this condition. Economies of 
all countries are interrelated with each other 
normally and any significant fluctuation in trade 
and economy  definitely result numerous 
problems for all other economies.

Many of Indian corporate houses in fact 
continue the dealings of most outsourcing 
orders from the clients of United States. Also 
there has been a huge amount of exports 

business to United States during the years of 
this and previous decades. We have easily 
noticed the down fall in the job market caused 
by the recession in the Western countries after 
2008. There has been a noticeable fall in the 
fresh recruitment which brings headache for 
us. Many concerns have laid off their staffs and 
made all the promotions pending in this period 
including present compensation and perks of 
the recruitees. Maximum organisations 
whether  private sectors as well as public 
sectors have been afraid to introduce new 
projects during this stagnant time. Crores of 
persons have lost their jobs throughout the 
years 2008 and 2009. Federation of Indian 
Export Organisations provides data related to 
this by performing their observation and 
survey. The maximum effects have been 
noticed ever is the fall in textile, garment and 
handicraft industry sectors. Information 
Technology sectors, financial sectors, real 
estate owners, automobile sectors, banking 
sectors mainly, but further, more or less, all 
industries have been suffering by big loss and 
stumbling caused by the slow down of 
economy world wide. The Federation of Indian 
chambers of Commerce and Industry opines 
that, inventories industries like garment, 
textiles, chemicals and jewellery have dropped 
their production that time by up to 50 percent of 
their production in normal time while faced with 
the global recession. Also a dramatically 
downfall in the tourist inflow we can measure 
during these times. Eventually, like other 
sectors, the real estate sector has 
encountered a massive problem of tight 
situations of fund; the builders and promoters 
have been feeling it really tuff to raise the 
finance from their pockets as well as from the 
general public.

With decrease in income, any wrong 
decision and corresponding action can be 
proved dangerous. This extra risk opposes 
speed of decision-making. Whatever the 
decision, it takes more duration to make. This 
follows a situation where only the vital 
decisions are made With the initial headache 
of sad news, everything is postponed, 
including paying bills, until the situation 
becomes reevaluated. With the uncertainty of 
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competitor companies which will supply it 
much more money flow resulting extra  profit. 
During recession, a business concern 
obviously cannot spend lavishly for marketing 
or take any sort of financial risk. What ever it 
does in marketing must be inexpensive. The 
vital thing is that any resource that it has should 
now be utilized to the fullest amount. Now is the 
time to concentrate on increasing the clients' 
awareness of what they really get from it’s 
products or services. Now is the time to put 
small lines of strategic brush here and there to 
ensure the offering is exactly according to the 
clients' wishes. Also now is the proper time to 
make use of all that hard work that the 
company has already put in with it’s existing 
clients.

If a business house wants to review and 
restructure policies, they should utilize this 
recovery time. The common practice of 
recruiting, training and appraising employees 
which reached to a selective phase, the speed 
is not bigger. This also gives Human Resource 
Department the extra time to liberalize its 
policies, rules, code etc and compare them 
with the best bench mark practices of it’s 
category and reengineer them for making most 
effective for the present and the future. An 
entrepreneur can build his brand right now. 
Though many companies have put a closure 
on recruiting, both recruiting class people and 
retaining them will continue to be a challenge 
for Human Resource Department. So, keeping 
the employer brand strong and reengineering 
the same could have an impact in future. Man 
power restructuring is a big scope that any 
organization has nowadays. This is not only in 
terms of having a thinner workforce, but also in 
redeployment of that force to improve 
exploitation and merit of the same. Narrow 
piping of wages is another way. From some 
previous years many industries have offered 
big salary hikes due to the purpose of pull and 
retention of skilled work force. But the 
recession has changed this scenario 
dramatically. Salary cut have become the 
known fact of the time. The salary increase 
projections may fall even further in coming time 
also. So, this time frame can be viewed as an 
opportunity for narrowing  salary, benefits and 

in this way to cut costs. New Growth in 
Technology and facilities are to be welcomed 
right now. The major difference between 
different eras of men has been the very 
technology. Historic man had no technology 
and they wondered by seeing the cloud. But 
now invention of Aero plane made the world 
just a few hours to cover. With each advance 
step of technology, human society met 
successfully the specific encountered 
challenges. Maximum inventions have taken 
place during an emergency or to meet the 
running crisis. Technology is developing to 
improve performance of people and the profits. 
In this extra ordinary time also there are huge 
opportunities to broaden the thinking of 
researchers of different disciplines. New 
performance improvement tools can make a 
big difference in meeting new challenges, as 
we know need is the mother of invention. In 
addition, Diversifying of new sources can be 
best done during this time. Fewer amounts of 
competition and cheaper employee mean this 
could be a great time to land into new markets 
or technologies and to penetrate them. If it is 
considered the business, capital and physical 
advertising have been lowered and lot of 
companies went to ground for searching 
customers. Emergence of New Bosses and 
Thinkers is to be done now, during post slow 
down. The sudden failure has also given an 
opportunity with innovative ideas, as nobody 
considered these concepts during the 
flourishing economy to come out of their 
brains. Controlled and consistently growing 
people are emerging as the new thinkers.

This is the right time to give birth of future 
leaders for a company, by wisely investing and 
nourishing of talent in terms of skill and 
expertise development. The aim should be on 
how much, the companies can invest in their 
employees and what skill they need to grow 
their for businesses for coming days. We had 
never given such a world wide and massive 
effort to fight economic crisis came in the last 
few years. This determination is sure to find 
ways out of the recession and to make solid 
preparation for another booming decade of 
twenty first century. Recession is the birth 
place of next human society into a new era. 
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journals, reports, etc. The materials used also 
have been at the time being taken from the 
different websites. High care has been taken to 
maintain objective in approach. The basic 
intention is to elucidate recession as source of 
opportunity. Some concepts have been given 
to exploit the benefit of post recession period. 
Approach followed in this paper is purely 
textual.

Results and Discussions

Some tips by virtue of which post 
recession period can be best explored and 
exploited are hereby attempted to summarize 
below.

Recession and its shadow can provide the 
scope to negotiate every required thing as 
Office rent, insurance, equipment, salaries, 
benefits, vehicles and a lot more. A bargain can 
be initiated on anything needed to purchase or 
hire in this post recession era. Deals are to be 
made in concession during this very time. Even 
if anybody can’t get a cheaper price, he might 
be able to get scopes for more healthy terms 
and facilities in long-term agreements. Also 
Communicating and building trust and morale 
throughout the concern is one of the crucial 
strategies for companies in this period. 
Communicating with recruitees is desirables 
for Human Resource Department, but is also a 
scope to develop the mutual trust and 
employee morale among staffs during adverse 
periods. It is important for Human Resource 
Department to look at that the morale of 
employees does not lag behind while the 
organization is proceeding through storm of 
recession and in post recession period and 
that morale should be used. Brand New 
Thoughts on Management can be imparted in 
this time of post harassment period. The recent 
failures have forced new thought processes in 
respect of running business practices to bring 
better management practices, more financial 
transparency, more control, and sharp 
strategies and an improvement in business 
culture should project in every business mind 
and are supposed to impart exactly in this 
rising  economy.

During this post recession, if a 
businessman is looking for ways to increase 

sales by gaining more market share, now is the 
time to start a tour to investigate how the area 
competitors are playing. There are many 
advantages to have grip on the market 
competition. The market became tighter and it 
quickly became a “Man kills another Man” 
situation at the sales and marketing point of 
view. With so big competition and so many 
part ic ipant companies spending for 
customers, the clever business owners should 
have easy grasp on motion of competitors and 
ought to be willing and ready to keep him self 
front to capture opportunity to acquire 
business. To start the process, it will be 
important to first identify how the competition 
is. Marketers must take a look around to watch 
what other businesses cater to particular 
segment.  Some of their loyal customers 
worthy of spending some time talking to them.  
Once they know who those are, they are one 
step closer to actuate the opportunity to 
achieve some of their revenue. To do this, they 
need to know as much as they can do about 
their competition for purpose of utilizing their 
weaknesses by research into their competitors 
and aim to know more. They can do 
remodeling their customer care policies and 
are prepared to make up the gap of 
performance where they have fallen short in 
just gone recession period.

All get recession as bad news. Keeping 
the existing clients becomes a challenge and 
getting new clients is a big possibility for 
others. Clients get more and more critically 
consious of what they pocket in exchange for 
their money and thus all the forces of recession 
work against the particular company. Now 
there are firms being active during recession. 
They will change their operating basis, adjust 
their service concept to meet the new needs of 
the target audience. They are the ones who 
keep their clients and take over clients left by 
other firms by some weakness. Those that can 
keep their clients and get new ones during post 
recession will have the financial resources to 
ride the growth in many ways, while the 
passive ones would not. So, if the particular 
company becomes clever enough and active 
at this post recession time, it can definitely 
attract the existing customers from its 
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competitor companies which will supply it 
much more money flow resulting extra  profit. 
During recession, a business concern 
obviously cannot spend lavishly for marketing 
or take any sort of financial risk. What ever it 
does in marketing must be inexpensive. The 
vital thing is that any resource that it has should 
now be utilized to the fullest amount. Now is the 
time to concentrate on increasing the clients' 
awareness of what they really get from it’s 
products or services. Now is the time to put 
small lines of strategic brush here and there to 
ensure the offering is exactly according to the 
clients' wishes. Also now is the proper time to 
make use of all that hard work that the 
company has already put in with it’s existing 
clients.

If a business house wants to review and 
restructure policies, they should utilize this 
recovery time. The common practice of 
recruiting, training and appraising employees 
which reached to a selective phase, the speed 
is not bigger. This also gives Human Resource 
Department the extra time to liberalize its 
policies, rules, code etc and compare them 
with the best bench mark practices of it’s 
category and reengineer them for making most 
effective for the present and the future. An 
entrepreneur can build his brand right now. 
Though many companies have put a closure 
on recruiting, both recruiting class people and 
retaining them will continue to be a challenge 
for Human Resource Department. So, keeping 
the employer brand strong and reengineering 
the same could have an impact in future. Man 
power restructuring is a big scope that any 
organization has nowadays. This is not only in 
terms of having a thinner workforce, but also in 
redeployment of that force to improve 
exploitation and merit of the same. Narrow 
piping of wages is another way. From some 
previous years many industries have offered 
big salary hikes due to the purpose of pull and 
retention of skilled work force. But the 
recession has changed this scenario 
dramatically. Salary cut have become the 
known fact of the time. The salary increase 
projections may fall even further in coming time 
also. So, this time frame can be viewed as an 
opportunity for narrowing  salary, benefits and 

in this way to cut costs. New Growth in 
Technology and facilities are to be welcomed 
right now. The major difference between 
different eras of men has been the very 
technology. Historic man had no technology 
and they wondered by seeing the cloud. But 
now invention of Aero plane made the world 
just a few hours to cover. With each advance 
step of technology, human society met 
successfully the specific encountered 
challenges. Maximum inventions have taken 
place during an emergency or to meet the 
running crisis. Technology is developing to 
improve performance of people and the profits. 
In this extra ordinary time also there are huge 
opportunities to broaden the thinking of 
researchers of different disciplines. New 
performance improvement tools can make a 
big difference in meeting new challenges, as 
we know need is the mother of invention. In 
addition, Diversifying of new sources can be 
best done during this time. Fewer amounts of 
competition and cheaper employee mean this 
could be a great time to land into new markets 
or technologies and to penetrate them. If it is 
considered the business, capital and physical 
advertising have been lowered and lot of 
companies went to ground for searching 
customers. Emergence of New Bosses and 
Thinkers is to be done now, during post slow 
down. The sudden failure has also given an 
opportunity with innovative ideas, as nobody 
considered these concepts during the 
flourishing economy to come out of their 
brains. Controlled and consistently growing 
people are emerging as the new thinkers.

This is the right time to give birth of future 
leaders for a company, by wisely investing and 
nourishing of talent in terms of skill and 
expertise development. The aim should be on 
how much, the companies can invest in their 
employees and what skill they need to grow 
their for businesses for coming days. We had 
never given such a world wide and massive 
effort to fight economic crisis came in the last 
few years. This determination is sure to find 
ways out of the recession and to make solid 
preparation for another booming decade of 
twenty first century. Recession is the birth 
place of next human society into a new era. 

Anusandhanika / Vol. III / No. II / July 2011-198-

journals, reports, etc. The materials used also 
have been at the time being taken from the 
different websites. High care has been taken to 
maintain objective in approach. The basic 
intention is to elucidate recession as source of 
opportunity. Some concepts have been given 
to exploit the benefit of post recession period. 
Approach followed in this paper is purely 
textual.

Results and Discussions

Some tips by virtue of which post 
recession period can be best explored and 
exploited are hereby attempted to summarize 
below.

Recession and its shadow can provide the 
scope to negotiate every required thing as 
Office rent, insurance, equipment, salaries, 
benefits, vehicles and a lot more. A bargain can 
be initiated on anything needed to purchase or 
hire in this post recession era. Deals are to be 
made in concession during this very time. Even 
if anybody can’t get a cheaper price, he might 
be able to get scopes for more healthy terms 
and facilities in long-term agreements. Also 
Communicating and building trust and morale 
throughout the concern is one of the crucial 
strategies for companies in this period. 
Communicating with recruitees is desirables 
for Human Resource Department, but is also a 
scope to develop the mutual trust and 
employee morale among staffs during adverse 
periods. It is important for Human Resource 
Department to look at that the morale of 
employees does not lag behind while the 
organization is proceeding through storm of 
recession and in post recession period and 
that morale should be used. Brand New 
Thoughts on Management can be imparted in 
this time of post harassment period. The recent 
failures have forced new thought processes in 
respect of running business practices to bring 
better management practices, more financial 
transparency, more control, and sharp 
strategies and an improvement in business 
culture should project in every business mind 
and are supposed to impart exactly in this 
rising  economy.

During this post recession, if a 
businessman is looking for ways to increase 

sales by gaining more market share, now is the 
time to start a tour to investigate how the area 
competitors are playing. There are many 
advantages to have grip on the market 
competition. The market became tighter and it 
quickly became a “Man kills another Man” 
situation at the sales and marketing point of 
view. With so big competition and so many 
part ic ipant companies spending for 
customers, the clever business owners should 
have easy grasp on motion of competitors and 
ought to be willing and ready to keep him self 
front to capture opportunity to acquire 
business. To start the process, it will be 
important to first identify how the competition 
is. Marketers must take a look around to watch 
what other businesses cater to particular 
segment.  Some of their loyal customers 
worthy of spending some time talking to them.  
Once they know who those are, they are one 
step closer to actuate the opportunity to 
achieve some of their revenue. To do this, they 
need to know as much as they can do about 
their competition for purpose of utilizing their 
weaknesses by research into their competitors 
and aim to know more. They can do 
remodeling their customer care policies and 
are prepared to make up the gap of 
performance where they have fallen short in 
just gone recession period.

All get recession as bad news. Keeping 
the existing clients becomes a challenge and 
getting new clients is a big possibility for 
others. Clients get more and more critically 
consious of what they pocket in exchange for 
their money and thus all the forces of recession 
work against the particular company. Now 
there are firms being active during recession. 
They will change their operating basis, adjust 
their service concept to meet the new needs of 
the target audience. They are the ones who 
keep their clients and take over clients left by 
other firms by some weakness. Those that can 
keep their clients and get new ones during post 
recession will have the financial resources to 
ride the growth in many ways, while the 
passive ones would not. So, if the particular 
company becomes clever enough and active 
at this post recession time, it can definitely 
attract the existing customers from its 
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excellent systems and should discover the 
problems faced by customers. During 
recession period, a huge numbers of brilliant 
programmers, engineers and software 
specialists come back to India from abroad 
countries who have been well settled in 
especially in western countries. Those brains 
can be hired by Information Technology 
concerns. They can produce good quality of 
software and produce world class quality of 
Information Technology support. In this way 
the companies can offer Information 
Technology products as well as services in 
cheapest rate and market them in few amount 
of profit. Thus they can utilize the post 
recession time in their own way. They can offer 
free editions and paid commercial editions with 
more features to attract clients initially, making 
the software available via the Internet and 
offering clients paid subscriptions for online 
accounts and services etc. Internal marketing 
would be another major tool which is a process 
that occurs within a company or organization 
whereby the functional process which not only 
aligns, but also motivates and empowers 
employees at all management levels to foster a 
satisfying customer experience. Recently 
internal marketing has increasingly been 
integrated with managing employer branding, 
which assists to build strong links between the  
brand experience of employees and 
customers. It is done by Creating enabling 
culture, Ensuring equitable recognition and 
reward, Demonstrating fairness during hard 
times, and maintaining Good organization 
structure. Benefits of Internal Marketing are 
huge. This creates common understanding 
between organization and its employees; This 
energizes employees to provide service to 
customers by appreciating their valuable 
contribution to the success of the business 
because normally staffs may be reluctant to 
sell a product or service that they don’t think 
acceptable; It upgrades customers retention 
and employee development of the concern; 
This unifies organization culture, structure, 
vision and strategy with the employees' 
professional and social needs; It encourages 
the internal market comprising employees to 
manage better by creating an internal 

environment which supports consumer 
consciousness and sales mindedness among 
the personnel; It helps non-marketing staff to 
adopt and be able to perform their 
assignments in a marketing-like convincing 
manner; It creates a good rhythm throughout 
the organization by good coordination and 
cooperation within departments of the 
business. It empowers staffs and provides 
them accountability and responsibility, thus 
fosters them self respect.

Conclusion

Some people explain a ‘glass half full’ as a 
container half already filled with water and 
others describe it as a container till now half 
empty. Actually, this is not the time to be panic. 
As all know, every coin has two sides; every 
incident offers us some threat, at the same 
time, some opportunities also. The time has 
recovered a lot but till not fully. When the 
sensex was around 8000 once upon a time in 
2008, it has reached upto the house of 19,000 
during economical year ending of 2011. The 
rate of economic growth of India became 6.8 in 
the 2008 due to global recession which has 
increased 8-9% in 2010-11 economical year, 
having increase in manufacturing industry as 
8.8%, 9.2% in financial service, and 15.5% in 
transportation industry (according to Ananda 
bazaar patrika) which is a symptom of 
economic recovery. Public oriented economic 
budget, record profit of some manufacturing 
companies, control of interest rate etc have 
fostered courage in the investors’ minds. 
During this period, there is an opportunity that 
is greater than any boom point economic trend 
could ever offer. so that we can run faster at 
present and in future and our competitors will 
lag behind. Maximum animals and leaving 
beings avoid mud and garbage but ducks are 
the beings that collect their well flavored food 
items from the mud itself. If our brains are 
hammered and eyes are broadening, ideas 
can be generated to discover ideas.
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Exploiting currency conversions or moving of 
currency from different nations is another idea 
to utilize the relatively down market. Some 
currencies are still low against the other 
currencies according to their currency value 
due to several macro-economic reasons. For 
United Kingdom, the entrepreneurs were more 
competitive than they have been in past many 
years. European entrepreneurs had the 
opposite reality as a strong valued currency. 
This recession was a good time to consider this 
conversion to a currency transferring activities 
of the world.

During an economic slowdown, much time 
can be spent trying to regularly update game 
plans and projections of business, discovering 
the strategic options for organizations playing 
in such an unpredictable, rapidly changing and 
enemy like circumstances. There might be 
nothing that can be arranged to mute a 
recession, but some choices are definitely their 
when it comes to arise. The process begins 
with a motto whether- Is the best it can be done 
to aim for survival in tough time, Are their 
capabilities and appropriate resources to 
make utilization of opportunities, Or is it a 
period of change the right environment to 
acquire marketing strategies. The drivers of 
change during an economic slow down help 
organizations to choose whether they are 
supposed to adopt a Survivor only, Exploiter 
really, or Pause anyway strategy. If companies 
can move themselves from paralysis and 
analysis to a clear focus and decisive action 
they can lessen the bad impact of this 
recession and emerge as stronger, more 
focused, flexible and successful organizations 
by exploiting this recession.

The companies should continue in this 
time the CRM which stands for Customer 
Relationship Management. This is a process 
or say methodology used to learn more about 
customers' needs and behaviors in order to 
develop stronger relationships with each of 
them. There are many technological 
components to CRM, but thinking about CRM 
in primarily only a technological terms is a 
mistake. The more useful way to think about 
CRM is as a process that will help bring 
together lots of information about customers, 

sales, marketing effectiveness, responsiveness 
and market trends and guide how to exactly 
manage them best. CRM assists organizations 
to  use technology and human resources to 
achieve  insight into the behavior of customers 
and the value of those customers. It  is a 
pervasive strategy for managing a company’s 
interactions with its clients, and sales 
prospects. It involves using technology to 
organize, automate, and synchronize 
business processes. The use of a CRM system 
will confer several advantages to a company 
as: Customer attention & increasing the 
longevity of customer relationship, Enterprise 
activeness & Decision management, Making 
low profit customers as more profitable or 
terminating them, Proper decision management 
& reducing the rate of customer defection, 
Quality along with efficiency & enhancing 
growth potential of each customer, Focusing 
special effort on high value customers & 
compress in overall costs. Driving companies 
to make more performance-centred is one of 
the intelligent job.  The recession has made 
the organizations bound to be serious to locate 
the real performers and poor performer. The 
less performers have to either find the exit door 
of the organization or have to get warning to 
deliver result. The economic slowdown has 
been considered the proper time to find the 
efficiency. The drive on locating performer in 
concerns has put less and non-performers into 
the front. It has also brought front the real 
qualities in the organization. Companies and 
experts consider that a recession is the time to 
reject the dead fish of a pond named company. 
The key objective is to make sure that right 
people should continue. They should not also 
neglect  recrui tment.  With so many 
experienced staffs knocking about the 
company doors, many companies are not 
taking care. But this could be the opportunity to 
search great brains.

Most Information Technology companies 
have faced the crisis of recession. The good 
news is that the industry can recover. As an 
industry employing a large number of people, 
Information Technology is important. To 
convert a problem into an opportunity, 
Information Technology companies need 
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excellent systems and should discover the 
problems faced by customers. During 
recession period, a huge numbers of brilliant 
programmers, engineers and software 
specialists come back to India from abroad 
countries who have been well settled in 
especially in western countries. Those brains 
can be hired by Information Technology 
concerns. They can produce good quality of 
software and produce world class quality of 
Information Technology support. In this way 
the companies can offer Information 
Technology products as well as services in 
cheapest rate and market them in few amount 
of profit. Thus they can utilize the post 
recession time in their own way. They can offer 
free editions and paid commercial editions with 
more features to attract clients initially, making 
the software available via the Internet and 
offering clients paid subscriptions for online 
accounts and services etc. Internal marketing 
would be another major tool which is a process 
that occurs within a company or organization 
whereby the functional process which not only 
aligns, but also motivates and empowers 
employees at all management levels to foster a 
satisfying customer experience. Recently 
internal marketing has increasingly been 
integrated with managing employer branding, 
which assists to build strong links between the  
brand experience of employees and 
customers. It is done by Creating enabling 
culture, Ensuring equitable recognition and 
reward, Demonstrating fairness during hard 
times, and maintaining Good organization 
structure. Benefits of Internal Marketing are 
huge. This creates common understanding 
between organization and its employees; This 
energizes employees to provide service to 
customers by appreciating their valuable 
contribution to the success of the business 
because normally staffs may be reluctant to 
sell a product or service that they don’t think 
acceptable; It upgrades customers retention 
and employee development of the concern; 
This unifies organization culture, structure, 
vision and strategy with the employees' 
professional and social needs; It encourages 
the internal market comprising employees to 
manage better by creating an internal 

environment which supports consumer 
consciousness and sales mindedness among 
the personnel; It helps non-marketing staff to 
adopt and be able to perform their 
assignments in a marketing-like convincing 
manner; It creates a good rhythm throughout 
the organization by good coordination and 
cooperation within departments of the 
business. It empowers staffs and provides 
them accountability and responsibility, thus 
fosters them self respect.

Conclusion

Some people explain a ‘glass half full’ as a 
container half already filled with water and 
others describe it as a container till now half 
empty. Actually, this is not the time to be panic. 
As all know, every coin has two sides; every 
incident offers us some threat, at the same 
time, some opportunities also. The time has 
recovered a lot but till not fully. When the 
sensex was around 8000 once upon a time in 
2008, it has reached upto the house of 19,000 
during economical year ending of 2011. The 
rate of economic growth of India became 6.8 in 
the 2008 due to global recession which has 
increased 8-9% in 2010-11 economical year, 
having increase in manufacturing industry as 
8.8%, 9.2% in financial service, and 15.5% in 
transportation industry (according to Ananda 
bazaar patrika) which is a symptom of 
economic recovery. Public oriented economic 
budget, record profit of some manufacturing 
companies, control of interest rate etc have 
fostered courage in the investors’ minds. 
During this period, there is an opportunity that 
is greater than any boom point economic trend 
could ever offer. so that we can run faster at 
present and in future and our competitors will 
lag behind. Maximum animals and leaving 
beings avoid mud and garbage but ducks are 
the beings that collect their well flavored food 
items from the mud itself. If our brains are 
hammered and eyes are broadening, ideas 
can be generated to discover ideas.
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