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SINGLE

EDITORIAL

The fourteenth volume of our Departmental journal, 'Vidyasagar University Journal
of Commerce', is now with you. This volume contains a total of eight articles all of
which are very interesting. The first article has been contributed by Prof. T. K. Bose who
presented a thoughtful deliberation on harmonizing the two classical dimensions of Public
Enterprises 1i.e., the social dimension and business dimension. Prof. Saroj Kumar Datta
and Prof. Arindam Gupta have jointly ventured into the area of Customer Satisfaction;
they have attempted to identify Business Process Re-engineering as a formidable driver
of Customer Satisfaction. Long lasting crisis of Agricultural Productivity in India and the
emergent need to find out the strategies to overcome it has been the context of Dr.
Aminul Islam's write up. The issues relating to Mergers and Acquisitions have been
chosen for a joint deliberation by Mr. Dibyendu Nandy and Mr. Panka; Baag. The topic
which Mrs. Agna Fernandez dwelt on was Strategic Human Resource Management in a
changing and turbulent environment. Efficiency analysis through a study of Liquidity and
Profitability was undertaken by Dr. A. Bhunia and Mr. Bidhan Bharma. If you desire to
explore the role the Professionals may have in Comptition in a Globalised scenario you
go through the article by Mr. Asit Gope and Dr. Arindam Ghosh. Dr. G. Ramesh in his
article placed at the end has presented an Overview on Management Problem Solving
Techniques.

Once again we recognise the academic cooperation received from the contributors,
the expert reviewers (in the blind review process), and all the functionaries including my
colleague-members of the editorial board. We also sincerely share the agony of those
contributors whom we could not accommodate in this volume for some unavoidable
reason or other. We hope to associate them in the next volume. Another reiteration is that
this time too the 'Students' Section' is going blank. Students' attention in particular is
drawn to this section.

I cannot leave without acknowledging the academic and other co-operations extended
by my colleagues in the Department, especially by Mr. T. L. Khan in his capacity as the
Executive Editor. I must also recognize the source of all inspirations our honourable
Vice-Chancellor. Finally, M/s. Creative Arts deserves credit for quality printing in
reasonable time.

Our efforts will be a success if this volume can satisfy the readers of all the
sections.

Dated: Midnapore
The 28th March 2009

Sd/- K.C.Paul
Editor-in-chief
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HARMONIZING THE SOCIAL AND THE BUSINESS
DIMENSIONS OF PUBLIC ENTERPRISES - THE DIFFERENTIAL
PRICING APPROACH TO SYNTHESIS

T.K. Bose

ABSTRACT

Public enterprises play a vital role in the planned development of a country like
India. They have stood the test of time braving the tide of privatization and
liberalization. Now they look as if they are the saviour of the global economy hit
by recession and financial meltdown. At the heart of their origin, public enterprises
have two big but opposing dimensions - social and business. Both the dimensions
directly impinge on their objectives, policies and strategies. In the interest of their
efficiency and effectiveness there is an urgent need for harmonizing these two
conflicting dimensions of public enterprises. In this background, the paper seeks to
examine the dimensions along with their policy implications and suggest a
satisfactory model for solution.

Introduction

Public enterprises (PEs) are important instruments of planned economic and social
development based on national priorities and objectives. They are subsystems of the
broader public sector which comprises all types of social and economic activities
undertaken, funded and controlled by the government to achieve desirable
development. For conceptual unity, a public enterprise is defined as an organization
which is engaged in the production and marketing of goods and / or services on
business principle and which is owned and controlled by the government to achieve
national and organizational objectives.

As a vehicle for development strategy, PEs have been playing an important role in
the socio-economic transformation of developing countries. They have a fairly good
presence also in some developed countries such as Italy and France." Even today, as
the global economy is passing through a difficult phase of slowdown due to financial
meltdown and recession, economists are looking to the public sector for a viable
solution. In India, following the government policy of expanding the public sector for
over four decades, PEs have emerged as a powerful device for industrialization of the
country and stabilization of the economy. Even though the new industrial policy has
scaled down the role of the public sector in India, it still occupies a leading position

* Professor, Department of Commerce, University of Burdwan, Burdwan -713104 (West Bengal).
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in the economy providing a much needed support to the government for steering the
course of development on desired lines.

From the conceptual point of view, a public enterprise, as the name suggests, has two
broad dimensions - social and business. The social dimension is reflected by the
'‘public' part of the name and the business dimension is implicit in the 'enterprise'
part. Both the dimensions directly impinge on the philosophy, goals, operations and
activities of PEs. But, the dimensions have very different connotations and policy
implications which are often contradictory in nature. Evidently, one of the persistent
problems facing the decision makers of PEs revolves around the age-old question of
how to harmonize their countridictory characteristics. In this context, this paper seeks
to examine, on the basis of available literature and analytical insight, the two
conflicting dimensions of public enterprises along with their policy implications and
suggest a suitable model for arriving at the synthesis which is theoretically sound and
practically feasible. It is important to note in this connection that harmoniziation of
social (or public) and business (or enterprise) dimensions of PEs is necessary for
increasing their efficiency of operation and effectiveness of result. For PEs, social
dimension explicitly implies social obligations which are, in effect, mandatory social
responsibilities. Needless to say, they impose a severe constraint on the profitability
of PEs. Since private enterprises have no such obligation they can go for wealth
maximization for their owners. Obviously, the effectiveness of PEs depends, to a
great extent, on the satisfactory performance of their mandatory social responsibilities.
Therefore, striking the right balance between the two conflicting dimensions is
extremely important for the future success and survival of PEs.

Public Dimension

As indicated just before, the public dimension of PEs essentially reflects the social
orientation and social obligation of PEs. According to Narain’, the term 'public' as an
attribute has different connotations. It is often used to signify the accessibility and
benefit to the general public as the terms 'public services', 'public parks' and 'public
libraries' imply. It is also used to denote ownership by members of the public at large
as is evident from the usage of the term 'public limited companies'. There is still a
third sense, in which it is frequently used to mean the ownership and control by
public authorities in the interest of the society at large. It is precisely in this sense
that we use the term 'public enterprise'. Therefore, the third meaning of the term,
'public’ is of great practical value to us for understanding the fundamental nature of
PEs.

Vidyasagar University Journal of Commerce
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Expanding the ideas contained in the third meaning of the term 'public', we can
visualize four essential characteristics of PEs. They are (a) public purpose, (b) public
ownership, (c) public control, and (d) accountability to the public. Let us now
examine these basic criteria of 'publicness' of public enterprises one by one.

(a) Public Purpose : It is the fundamental reason for the existence of public
enterprises anywhere in the world. The basic reason for the creation of PEs in India,
for example, is to establish a strong industrial base for rapid economic growth well
as to provide 'social good' to the masses.” The public purpose of public enterprises is
evident from the fact that they have, by and large, a large dose of social obligations
which sometimes overshadow their business considerations. Nigam® argues that PEs
in India have been set up for social considerations, located under social compulsions
and are operated to achieve social goals along with economic objectives.

(b) Public Ownership: It refers to the ownership of the paid-up equity capital of the
enterprises by the central, state, or local governments or by government organisations.
Generally public ownership implies that more than 50 per cent of the equity capital
is held by the public authorities. But in the light of the thinking gaining ground in
some parts of the world it transpires that even if the extent of ownership declines
below 50 per cent of the equity capital, the enterprise could nevertheless retain its
public character, if such minority ownership is accompanied by an adequate measure
of public control and public management. The United Nations has already indicated
that 'mixed enterprises' in which government has minority shareholding but dominant
control belong to the domain of public enterprise.” The view gathers strength when
eminent authors like L.P. Jones and V. V. Ramanadham define public enterprises as
productive entities which are predominantly controlled by the public authorities with
either majority ownership or minority ownership. In the UK, the introduction of
concept of 'Golden Share' in the privatized industries has given the government
unprecedented power to outvote all other shareholders on important issues such as
takeover and sale of assets.’ In India, however, an enterprise cannot be considered to
be a public enterprise unless the government holds more than 50 per cent of the
paid-up equity capital.

(c) Public Control : It is another critical test of the public character of the public
enterprise. A public enterprise must satisfy the test of public control in addition to
the public purpose and public ownership. Even though an enterprise is predominantly
owned by the government and set up eminently for public ends, it would not be
treated as a public enterprise unless it fulfills the criterion of public control. As a

Vidyasagar University Journal of Commerce
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matter of fact the concepts of public ownership and public control are closely
interrelated.

Public control literally means control of the management of an organization by the
government. In the context of public enterprise, it refers to the exercise of broad
direction by the government over the plans, policies, and strategies followed by the
enterprise for achievement of goals and evaluation of its financial and social
performances.

The concept of public control has been the centre of heated controversy for long as it
leads to inefficiency, bureaucratic control, and inflexibility of operation. As a result,
the concept of public control has been considerably watered down in recent years to
make PEs more and more autonomous with regard to their day-to-day administration
as well as policy decisions. This is because the basic purpose of public control over
PEs is to subserve the interest of efficiency and effectiveness which require autonomy
of management.’

(d) Accountability to the Public : As a corollary of public ownership and public
control, accountability to the public is the fourth crucial test of 'publicness' of public
enterprise. It refers to the obligation of public enterprises to give an account of their
conduct, performances, and achievements from time to time to the government or its
designated agencies and to the parliament which in a democratic country represents
the authority of the public.

Since PEs are created and owned by the State, it is but natural that they should be
made accountable to the government and the parliament for proper utilization of
public fund and national resources placed at their disposal with a view to meeting the
national objectives and priorities. Under democracy, as in India, not only are PEs
answerable to the parliament which is the supreme guardian of the people, but the
government also has an overriding responsibility of reporting and explaining the
rationale of their activities, including the performances of public enterprises to the
people's representatives. The accountability to the public is also known as the social
accountability of PEs. The main object of accountability is to ensure that the
enterprises function as efficiently as possible and deliver to the nation maximum
economic and social gains possible under the given conditions.

The Enterprise Dimension

The enterprise dimension of PEs suggests that they are essentially business
enterprises and as such they should be run on business principles as far as

Vidyasagar University Journal of Commerce
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practicable. The business principles demand that the capital employed in PEs has an
element of risk and should be managed with utmost prudence and care so as to
ensure a satisfactory return to the investors. It is generally argued that profit is the
acid test of business success and PEs, being business units, are no exceptions. But
this sweeping generalization looses its force as soon as we begin to consider their
multifaceted social dimensions. It is generally accepted that public enterprises cannot
be run like private enterprises because of their mandatory social obligations and the
influence of government administration that tends to rob them much of their business
character. Therefore, Ramanadham® suggests that the enterprise dimension of a public
enterprise should be interpreted in terms of two parameters, viz., (a) financial
viability, and (b) the cost-price equation.

(a) Financial Viability : This implies conscious effort on the part of an enterprise to
raise net revenue with a view to yielding a surplus. In theory, this would in effect
mean net revenue maximization or net profit maximization. But in practice several
limitations exist on the way of reaching this goal, even for a private enterprise. For a
public enterprise, it is suggested that such an amount of net revenue can be sought as
(i) does not damage the long term financial interests; (ii) does not encourage
competitive threats; (iii) does not provoke labour unrest; (iv) does not cause
consumer protests; (v) does not amount to restrictive trade practices; (vi) does not
create environmental pollution beyond permissible limits; and (vii) does not arouse
public antipathy towards the enterprise in respect of its product or activities.” In view
of these limitations, a public enterprise generally aims at a 'minimum satisfactory
return', though a private enterprise will invariably have a tendency for net revenue
maximization. The 'minimum satisfactory return' is interpreted to mean the net
revenue that is considered as reasonable in the context of the constraints mentioned
here.

However, the goal of earning 'minimum satisfactory return' will not automatically
lead to financial viability of a public enterprise. The viability factor calls for a strong
determination on the part of the management to be able to survive in the long run
without budgetary support from the government. It does not matter if an enterprise
fails to achieve viability during gestation period or during periods of bad business.
But, the important point is that there must be an intention to earn profit and be
viable in the long run, or else it does not qualify to be an enterprise in the public
sector.

Vidyasagar University Journal of Commerce
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Another implicit element of the viability concept is risk taking which may begin right
from the point of investment decision. Ideally, if the goal of maximising net revenue
is to be achieved even in the long run, the most profitable decisions, even though
they involve some risks, are needed in respect of investments, prices, costs, and
outputs. But a public enterprise may not enjoy such a wide latitude .of freedom in
decision making because of government regulation and social obligation that set the
most significant external constraint to its operation. Even then public enterprises may
resolve to go beyond the prescribed limit of 'minimum satisfactory return' by stepping
up their revenues through prudent risk taking within permissible limits. A public
enterprise which does not aim at financial viability in the long-run and is averse to
normal risk taking within its limits of decision making loses its business character
and ceases to be a business unit. In all fairness, it should be classified as a non-

business activity of the government.

(b) The Cost-Price Equation : The enterprise concept, strictly speaking, goes
beyond financial viability and is concerned with the way in which viability can be
achieved This is generally achieved through sales activity, no doubt, but what is more
significant is the relationship that prices bear to costs. Under the normal business
principle an output can not be sold, if it does not meet the cost involved. Yet,
extreme caution is to be exercised before arriving at such a decision because under
certain circumstances products may have to be sold at a price which covers only
variable cost plus a part of the fixed cost. Moreover, excessive overpricing or
excessive underpricing of the product is open to challenge by the consumers or
competitors adversely affected by such pricing or the issue may be challenged before
the MRTP Commission on the ground of unfair trade practice. Thus pricing a product

is not as easy as it seems.

In the final analysis, there is a need for judicious balance between the 'public
dimension' and 'enterprise dimension' of a public enterprise. The balancing is a
delicate exercise and requires careful consideration of all the issues involved. The
figure 1 shows the various elements of the nature of public enterprise and the

paramount need to strike a balance or synthesis between the two prominent but

Vidyasagar University Journal of Commerce
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conflicting dimensions, viz., the "public' and the 'enterprise’ dimensions.

Figure 1 : Dimensions of public enterprise requiring synthesis

Nature of PE
1

Points of Synthesis

| Public Dimension !

| |
[ I I 1 [ I

Public || Public [ Public |-|Accountability || Financial || Cost-Price
Purpose [—] Ownership [ Control [~] topublic [—] Viability ] Equation

]
! Enterprise Dimension

Figure 1 shows that the nature of public enterprise is multidimensional and that there
is, indeed, a compelling need to harmonize or synthesize the two basic dimensions in
such a way as to ensure at least a 'minimum satisfactory return' in the interest of the
long-term viability which should really be the goal of a public enterprise. However,
the synthesis may take place either in favour of the 'enterprise' dimension or in
favour of the 'public' dimension, depending on the basic thrust of the government
policy and purpose of the enterprise. It may even lie on a point of equidistance from
the both. In any case, striking the right balance is a delicate task and calls for
sufficient caution on the part of the managers. In this context, we present the
differential pricing approach which, to our mind, appears to be the most important
approach to harmonizing the two contradictory dimensions of a public enterprise.

The Differential Pricing Approach to Synthesis

The differential pricing approach to synthesis applies essentially to social
decision making on the one hand and financial viability on the other. In view of their
contradictory nature, the former has the implication of adversely affecting the latter.
The expansion of socially beneficial services of a public enterprise at less than cost
price with or without subsidization under a benevolent policy of the government will
definitely eat into the revenue earning capacity of the enterprise and may also tell on
its overall efficiency. For example, there will be a revenue loss or a cost enhancement
when the Government of India decides that products like petrol, diesel, kerosen,e and
cooking gas will be supplied to the consumers by public-sector oil companies below
the cost price for social reasons. The loss may however, be offset by way of direct
subsidy from the government or by adopting a programme of cross-subsidization
within the enterprise, under which the deficit incurred in a particular product may be
offset against surplus generated from other product or products Alternatively, the
enterprise may charge differential prices for different segments of the market for the

Vidyasagar University Journal of Commerce
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same product or service to make good the revenue shortfall arising from unfavourable
cost-price equation in respect of a particular market segment comprising people of
low-income group.

For arriving at a synthesis under the differential pricing approach, the
enterprise should first aim at optimum financial viability and work out the maximum
possible expected rate of return, keeping in mind the internal and external limitations.
Then, an allowance may be made for every social obligation that is placed on it
leading to the reduction in the optimum rate of return. The process will finally lead
to the determination of the 'satisfactory rate of return' which will truly reflect the
synthesis of the social obligations and the 'enterprise' requirements of a public
enterprise.”’ It is admittedly difficult to estimate, in the case of a public enterprise, the
amount of net revenue or net profit that can be considered as the maximum possible
earnings under the circumstances. Nevertheless, experience coupled with improved
forecasting techniques can indicate a reasonable range of figures towards which
managerial effort can be deliberately directed. Under this approach, whenever a social
obligation is imposed on a public enterprise, an attempt should be made to ascertain
its effect on the net revenue. Then the satisfactory rate of financial return can be
arrived at by deducting the cost of social obligation from notional revenue
expectation. The figure 2 presents diagrammatically the usual pattern of a hypothetical
curve of the satisfactory rates of financial return based on the synthesis of financial
viability and social obligations of a public enterprise embodying a wide range of
possibilities.

Figure 2 : Satisfactory rate of return curve (under synthesis approach)

Y

Satisfactory Rate of Return

Social Obligation
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In Figure 2, the Y-axis represents the satisfactory rates of financial return that a
public enterprise can earn after considering the impact of social obligation under
synthesis approach. The X-axis represents the social obligations imposed on it by the
government policy as well as its own policy decisions. The slope of the curve shows
that the return is the highest when the social obligation is the lowest and the vice
versa.

The management of a public enterprise will have to strike a balance at the point
which best reconciles its enterprise expectation with the requirement of social
obligation. The point of coincidence is a dynamic one and will vary from time to
time depending on changes in the magnitude of social obligation and revenue
potential of the enterprise. The point of coincidence illustrates the satisfactory rate of
financial return that a public enterprise can expect to earn after fulfilling the social
obligation. Under conditions of stress emanating from external and internal
limitations, the satisfactory rate of return is modified so as to bring it to the level of
'minimum satisfactory return' which is essential for the long-term viability of a public
enterprise, and more importantly, for retaining its basic enterprise character. Without
having the potential of yielding a minimum financial return in the long run, an
enterprise of the government ceases to be a public enterprise, at least in theory.

Figure 2 is also applicable to the private enterprise which also owes an obligation to
the society. Since the social obligation of a private enterprise .is not binding, it can
go for the goal of maximizing the net revenue without caring much for social
obligations. In contrast, PEs are under public and political pressures to ensure
financial return on the one hand and social justice on the other. Therefore, the profit
cannot be the sole criterion of measuring their performances." Even when a public
enterprise is working under conditions of monopoly, it is not possible to maximize
the profit because of its commitment to social purpose.

The differential pricing approach has got wider acceptance because of its proven
merits. It makes necessary the computation of the financial consequence of every
social obligation externally imposed on the public enterprise. This makes the
government think at least twice, if not more, before superimposing a social decision
on the enterprise. Moreover, it keeps the management under pressure to earn a fairly
defined figure of net revenue, notwithstanding the presence of social obligation. The
approach can be a valuable tool in the hands of PEs to synchronize their seemingly

Vidyasagar University Journal of Commerce
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opposite characteristics.
Conclusion :

Public enterprises are a deliberate creation of the State to fulfill the goals of
economic development in a desired fashion. They occupy a prominent position in our
economy performing a wide range of economic and social activities touching on
many aspects of our lives. Their efficiency and effectiveness have a major impact on
the quality of our lives and pace of progress. To improve their overall performance it
i1s necessary to bring about a synthesis between their social obligations and financial
profitability which, because of contradictory nature, pose a big challenge to the
management of PEs.

As the name itself suggests, the term 'public enterprise’ embraces two key
concepts : public concept and enterprise concept. Each concept represents an
important dimension of the organization. The public concept of a public enterprise
involves public purpose, public ownership, public control, and accountability to the
public. These elements of public concept essentially reflect the social ownership,
social orientation, and social obligations of PEs in general. The enterprise concept, on
the other hand, is based on the assumption that a public enterprise is essentially a
business organization and as such it must be run on business lines and commercial
principles as far as practicable. In the interest of their efficiency and effectiveness, the
management of PEs must try to bring about a synthesis of two contradictory
dimensions of social obligations on the one hand and business requirement of earning
a minimum satisfactory return on the other. To this end, differential cost pricing
approach can play a useful role. However, the task is not an easy one and the
management will have to address the problem with all the skill and intelligence that
the situation may demand. It is important to keep in mind that the application of this
approach to synthesis will be largely determined by the policy of the government
which now appears to emphasize the business character of PEs for financial viability
and increasing profitability on continuing basis in a competitive market economy.
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BUSINESS PROCESS RE-ENGINEERING AS A DRIVER OF
CUSTOMER SATISFACTION - A STUDY WITH REFERENCE TO
SELECTED INDIAN NATIONALISED BANKS

Saroj Kumar Datta’
Arindam Gupta”

ABSTRACT

Complexity and uncertainty of present business environment demands an
organization to outperform its competitors in satisfying the consumers. Any
exercise in reengineering, particularly in banking industry affects the customer
satisfaction level. The paper gives a brief about an exploratory study of how
implementation of BPR mainly through IT tools has affected the customer
satisfaction levels in public sector banks. The study has been undertaken on State
Bank of India and five other public sector banks. From the study it is found that
re-engineering of the business process for the nationalized banks has affected the
level of customer satisfaction in a strong and positive manner. In the present
environment of new type of banking operations, banking through ATM, e-banking,
etc. in contrary to the erstwhile branch banking are going to occupy the centre
stage.

In present business environment, organizational success depends on designing a
superior supply chain and thereby outperforming competitors in satisfying consumers.
The banking service of a country is an essential sector both for the country's
economic growth and social security to the public at large. Also customer satisfaction
is becoming an area of prime importance for organizations in this hyper competitive
environment.

After the Government of India started its liberalization policy, a number of newly
formed private banks realised the need for reengineering and redesigning their
business process in banking operation in order to increase the customer satisfaction
level whereas the nationalized banks kept working mostly in the old fashion of
branch banking which generated huge number of dissatisfied and frustrated customers
for them. But the nationalized banks have huge asset base at their disposal and the
widest geographical coverage serving a diverse group of customers. In this respect the
private players stand quite far away from them. The nationalized Indian banks have
also realised this situation and are putting their efforts to redesign the business
process for better customer satisfaction. So a comprehensive study of the situation

" Visiting Faculty, Vinod Gupta School of Management, Indian Institute of Technology,
Kharagpur, W.B., e-mail: saroj@vgsom.iitkgp.ernet.in

" Professor of Commerce, Vidyasagar University, Midnapore- 721 102, W.B.
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would be very helpful in diagnosing solutions which will lead to better use of
national property. The present work is an attempt only in that direction.

The study is carried out with the objectives of studying the factors or components of
the banking processes which affect customer satisfaction level including their relative
importance. Finally, to study how business process reengineering (BPR) affects
customer satisfaction level, the research objectives of the study are designed as
follows:

X To identify the factors in the business process of the banking industry which
affect customer satisfaction level, and develop understanding about their
implications and relative importance.

1 To find out how BPR has affected the customer satisfaction level in the public
sector banks and whether BPR can be considered as a driver of customer
satisfaction.

I1. Business Process Re-engineering and Customer Satisfaction

Reengineering of business process aims at transforming the way the business is
conducted in an organization. This is the search for a new model of organizing work
for the benefit of customers and all stakeholders.

However, in an endeavour to improve its competitive position and business
opportunity, a firm must first focus on reengineering its generic business processes,
which can be classified into three broad categories :

X Processes pertaining to development and delivery of products and / or services,
X Processes involving interfaces with customers, and
X Processes comprising management activities.

These necessarily foster a fast growing use of IT-initiatives by firms as coping
mechanism. Indian banking in the millennium is going to be driven by customer
satisfaction and information technology (IT). Thus, an IT-enabled reengineered
business process helps in gaining strategic advantage over the competitors by way of

X Compression of time,
X Overcoming restrictions of geography and / or distance, and

X Restructuring of relationships.

Vidyasagar University Journal of Commerce
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IT-initiatives provide business values in three distinct areas :
(i) Efficiency by way of increased productivity,

(i1) Effectiveness by way of better management, and

(ii1) Innovation by way of improved products and services.

All these can bring about a radical change in the quality of products and services
thereby improving the competitiveness and customer satisfaction. Though, precise
determination of customer satisfaction is difficult, because the response of customers
is often a perceptual, evaluative and psychological process with respect to customer's
'overt response' vis-a-vis his 'expectation'. Understanding this process of customer
response and their needs form the basis for formulation of strategy. Thus, 'customer
satisfaction' is not an easy task for an organization. Nonetheless, the goal of 'customer
satisfaction' must be achieved by every organization. Improving competitiveness,
without further loosing time, is seen to be the essential move for Indian Nationalised
Banks towards this end.

Core objectives of BPR:
X Fast cycle capability and competitiveness of the system, and

X Developing boundary-less companies which include customers, suppliers, etc. as
part of an integrated fast cycle system.

Improvement on quality and cost follows improvement on thrust area of BPR.
II1. Scenario of Indian Banking

The whole scenario of Indian Banking can be divided into four main eras as given
below:

X The Indian Banking System before Independence,
X The era of Post-Independence and Pre-Nationalisation of banks,
X The era of nationalised banking, and

X The present era which started with the Liberalisation of the economy and return
of Private Banking.

The process of nationalisation of Indian Banking started in 1955, with the
nationalisation of State Bank of India and that of its subsidiaries in 1959. The major
nationalisation process was carried out in 1969, by the then Prime Minister of India,
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Mrs. Indira Gandhi, with the nationalisation of 14 major commercial banks. Finally,
in 1980, seven more banks were nationalised and this brought 80% of the banking
segment in India under Government ownership. However, nationalised banks in their
enthusiasm for developmental banking, looked exclusively to branch opening, deposit
accretion and social banking, thus neglecting prudential norms, profitability criteria
and risk-management, and building adequate capital as a buffer to counter-balance the
ever expanding risk-inherent assets held by them. In the early nineties after two
decades of lop-sided policies, these banks paid heavily for their misdirected
performance in place of pragmatic and balanced policies. Reforms in the financial
and banking sectors and liberal recapitalisation of the ailing and weakened public
sector banks followed. The economic and structural reforms in our country were
undertaken from the early 1990s and heralded a new era in the economic history of
our country. However, Government of India and RBI undertook measures by way of
Financial and Banking Sector reforms as early in 1985 based on the report of an
expert committee constituted by RBI. This is the Report of Sukhamoy Chakravarthi
Committee (1985), which, in fact, initiated the process of financial sector reforms in
our country. This was followed by the report of the working group headed by N.
Vaghul (1987). This is in the form of a follow-up report of the earlier Sukhamoy
Chakravarthi Committee Report. In 1991, with the advent of the Economic Reforms,
the recommendations of the Committee on Financial System (popularly called the
Narasimham Committee) provided the impetus for further initiatives. A second report
was submitted by Mr. Narasimham in the year 1997 signaled the need for the second
phase of financial and banking sector reforms. All these committees recommended
strongly for the technological upgradation of the banking system along with all other
changes and improvements with special thrust on NPA management. The Basel
Committee, established by the Central Bank Governors of the group of ten countries
brought out their consultative paper on new capital adequacy framework in June 1999
and second revision in January 2001 after an informed public debate. The Committee
announced the establishment of an Accord Implementation Group whose primary
objectives are : a) promotion of safety and soundness of the financial system, b)
enhancement of competitive equality, and c) constitution of a more comprehensive
approach to address risk.

IV. Research Methodology

This research work is an empirical study to find out the correlation between BPR and
Customer Satisfaction. Before taking up the actual work, a survey of similar research
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works was undertaken.
Literature survey

Cardozo (1965) was one of the first marketing academics to investigate into
customer satisfaction. Cardozo's treatise borrowed heavily from social psychology.
Cardozo speculated that dissonance would prevail in purchases of high involvement
and substantial expanded effort.

The work of John Howard and Jagadish Sheth (1969) in their model of consumer
behaviour laid important foundations for the process model of satisfaction, which was
developing in parallel with their work on consumers' pre-purchase and post-purchase
reconciliation of information and feedback. Satisfaction was a variable included in
their earliest model.

Early satisfaction pieces are the works of Richard Oliver (1977, 1980, 1981), which
initiated focus on the antecedents of satisfaction, particularly the expectancy-
disconfirmation sequence.

Vavra (1997) has done considerable work in the measurement of Customer
Satisfaction. Starting from the development of a model of Customer Satisfaction, a
comprehensive work has been done on finding out the key issues on measurement of
satisfaction, designing of questionnaire, the logistics of satisfaction, data collection
and basic tools of CSM Analysis.

Ashish K. Sen (2001) points out that new Private Sector Banks (NPSBs) have done
significant technological up-gradation, thus getting ahead in competition primarily in
customer service, a concept that was almost forgotten by the giant Public Sector
Banking System, which enjoyed monopoly in the banking industry of the country.

Gerstner (2003) carried out extensive reengineering for the technology giant IBM.

G.V. Chalam (2002) has studied the growth and trend of IT application in banking
sector and made an assessment of its impact on banks' performance. He took into
consideration the perception of customers on the quality and expectation from such
IT-enabled services and the views of employees on such environment. Chalam
inferred from his study that as a qualitative improvement in the customer service,
internal housekeeping due to computerisation of the bank was truly reflected in
quantitative terms of increase in deposits, advances and financial performance of the
bank branch. His analysis of these items of pre- and post-computerisation periods also
shows that the growth percentage was more attractive during the post-computerisation
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period. He also concluded that a majority of the customers was satisfied with the
improved service being offered by the computerised bank branch as well as the staff
who are working in the branch. Further, the staff members are also quite happy to
attend their work in the new work environment.

A very interesting study has been carried out by V. Mehta (2003) on the impact of
IT on banks with productivity reference to J&K Bank Ltd.. Both qualitative and
quantitative evaluation of Computer Based Information System (CBIS) was done to
adjudge the efficacy of the new system. The study showed that the overall response
towards the change was rather encouraging.

Peeru H. Mohamed (2005) carried out a study with six banks (HDFC Bank, ICICI
Bank, Indian Overseas Bank, State Bank of India, Standard Chartered / ANZ
Grindlays Bank and Citi Bank) from Chennai city to examine CRM in banking
industry and to analyse the perception of the customers on such practices. Primary
data for the study were collected by interacting with selected customers of the above
banks. Mohamed finally made suggestions towards improving marketing productivity
in the banks. According to him,

1. Banks should give more attention in communication with the customers and for
this the bank officials should be trained suitably so that any personal enquiry
should result into opening an account thereby having long standing relationship.

2. Banks should improve customer relationship and their satisfaction level so as to
attract and retain customers.

In his research paper, Mohamed mentioned that in India systematic research was
very limitedly available in the area of CRM as applicable to banking services.

Questionnaire

Questionnaires are designed to analyze the customers' psyche i.e., their needs and
expectation. The questions are mainly close-ended ones, and designed in such a way
that the respondents can give a clear indication about their experience on satisfaction.
Initially, ten sets of questionnaires for the customers were used as a test running case
with a branch of State Bank of India located at Jeevandeep Building, Kolkata.

Scaling technique

Likert-type scales have been used which consist of a number of statements that
express either a favourable or unfavourable attitude towards the given objective to
which the respondent is asked to react. The respondent indicated his agreement or
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disagreement with each statement in the instrument. Each response is given a
numerical score, indicating its favourableness or unfavourableness, and the scores are
totaled to measure the respondent's attitude. In other words, the overall score
represents the respondent's position on the continuum of favourableness-
unfavourableness towards an issue.

Sampling

The study was planned to be carried out in nationalized banks located in Kolkata and
its suburbs. This was done following the concept of convenience sampling method.
First, the nineteen public sector commercial banks were alphabetically arranged but
the final selection of the banks was done following the random sampling method. It
was finally decided to study six public sector commercial banks (including State
Bank of India) for the study.

State Bank of India has a total number of 210 branches in Kolkata and its suburb
areas, and all other five banks together have a total of 560 branches in Kolkata and
its suburbs areas. But only twenty branches, selected by random sampling method,
were considered as a target for carrying out direct interview with the questionnaire.
20 customers per target branch were considered to give a total sample size of 400 but
effectively 300 responses was found to be ultimately genuine and considered for
analysis. The customers were identified at random following the judgmental method.

V. Research Findings

The research findings while dealing with analysis of the customer's psyche (i.e., their
needs and expectation) are given point wise as below:

Breaking the customer's psyche: analysis of the consumer's mind, their
perception about banking operation and their experiences

While analyzing customers' mind we found that:

X The customer gives the highest degree of importance to transaction time (both for
withdrawal / deposit and opening an account).

X Flexibility in bank staffs' dealings with them, banking hours, innovative service
delivery system, minimum balance criteria and availability of wide range of
banking products / services are areas which have lesser degree of importance in
customer's mind as compared to the above.

X The customer gives least importance to the bank's working environment.
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The results of the answer to the questions on customers' perception on different
attributes of products / services of public sector banks are shown in Table I with
descending order of mean value and the test of mean is given in Table IA.

In another set of questions put before the customers asking them whether their
satisfaction level has improved to a considerable degree after introduction of
computerised teller facility, computerised updating of pass book facility and ATM
facility, it was found that:

X Introduction of the ATM facility has enhanced the customer satisfaction to a very
high level.

X Also customer satisfaction level has been enhanced by a very high degree with
the introduction of computerised passbook updating facility and computerised
teller facility.

Again from the above facts we can clearly draw conclusion that business process
reengineering is a key driver for enhancement of customer satisfaction.

The results of the answer to the questions on customers' experiences of banking
services 1.e., their satisfaction level on certain attributes of products / services of
public sector banks as reflected over their responses to questions are given in Table
II in descending order of mean value and the test of mean is given in Table IIA.

The result reflects that:

X The present satisfaction level of the customers for their banking operations with
public sector banks is just average.

X They are more satisfied with the bank staffs' dealings in the present banking
environment and are less satisfied for transaction time (both for opening an
account and withdrawal / deposit).

X Innovative service delivery system is an area where the customers are least
satisfied.

In answer to questions regarding customers' perception about business process
reengineering for their higher satisfaction level, it was found that:

X The customers strongly recommended the banks to have more ATM facility, in
case they have already started it, otherwise ATM facility was urged to be
introduced in order to improve their satisfaction level.
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X Customers also strongly emphasized and recommended to introduce reengineered
operational system so that the transaction time for opening a bank account and for
withdrawal / deposit is reduced.

X Customers are looking for fast cycle capability and competitiveness of the banking
system, which is the core objective of BPR.

X Customers are suggesting for a holistic approach to BPR through overall
restructuring of the banking organisation.

X The customers also strongly recommended improvements on the HR aspect of
business process reengineering in terms of bank employees' skill up-gradation.

X The customers are also expecting, though in a lesser degree of importance that
banks should deliver the services in flexi-working hours through all the 7 days in
a week.

The result of the customers' perception about business process re-engineering for their
higher satisfaction level as found in response to their question is given in Table III in
descending order of mean value and the test of mean is given in Table IIIA.

It was also observed that there is a gap between the expected service and the
perceived service, which is known as 'customer gap' [as conceptualised by Yi, Youjae
(1989) in the famous 'Gaps model of service quality']. The observations are shown in
Table IV.

Customers' Profile

68.10% of the customers considered under the study area were associated with a
particular bank for more than 10 years and 49.74% were service holders.

Measures of association - Correlation Analysis
Observation 1:

The correlation analysis between the satisfaction scores of question no. 8 and
question no. 16 (for questionnaire, vide Annexure I) is shown in Table V and test of
correlation is given in Table VA.

Observation 2:

Similarly, the correlation analysis between the satisfaction scores of question no. 11
and question no. 16 (for questionnaire, vide Annexure I) is shown in Table VI and
test of correlation is given in Table VIA.
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Observation 3 :

The correlation analysis between the satisfaction scores of question no. 14 and
question no. 16 (for questionnaire, vide Annexure I) is shown in Table VII and test of
correlation is given in Table VIIA.

Observation 4 :

The correlation between the satisfaction scores of question no. 18 and question no. 19
is given in Table VIII. Finally, Table VIIIA gives a summary of tests of correlation
coefficient between the Satisfaction Scores on Certain Attributes of Products /
Services and General Satisfaction Level of the Customers.

From these statistical analyses, we could conclude that Business Process Re-
Engineering is a major driver of customer satisfaction particularly for the banking
industry.

V1. Conclusion

From the study, we find that reengineering of the business process for the
nationalised banks has affected the level of customer satisfaction in a strong and
positive manner. Hence, the following suggestions and recommendations may be
considered by the nationalised banks in order to take a leadership position under the
present competitive banking environment:

X In order to generate a competitive advantage, banks should make more application
of Information Technology & Telecommunication (ICT) systems,

X They should also make their branches fully computerised and IT-enabled.
X They should also develop a wide network of ATM facilities.

It will be necessary to re-skill the staff members of the banks, not only in the
technical aspects of banking operation but also for developing the soft skills.

The study was exploratory in nature but suffered from the following constraints and
limitations:

X The study has a geographic limitation i.e., only Kolkata city and its suburb.

X The business process reengineering was taken in a limited sense, neglecting the
HR aspect of the reengineering process.

X The e-banking or tele-banking aspect of BPR was also not considered.

Nevertheless, the above study leaves an immense scope for carrying out further
research in the following areas:
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2 To establish a more definite correlation between business process reengineering
and customer satisfaction on different sectors of financial services

X To carry out studies in other geographic areas i.e., in other metros and in the rural
areas to find out whether there is any significant difference in the behaviour of
the banking customers who are geographically separated.

X To carry out more detailed study considering the overall reengineering process,
i.e., HR aspect and also the e-banking and tele-banking aspect.

Table I: Customers' perception on different attributes of products / services

Attributes of products or service Mean
Time taken for withdrawal/deposit 4.89
Time taken for opening an Account 4.84
Bank staffs' dealing 4.14
Flexibility in banking hours 4.13
Minimum balance criteria 4.06
Innovative service delivery system 4.02
Availability of wide range of banking products/services 4.02
Banks' working environment 3.90

From the results, we can clearly infer that customers are looking for a fast cycle
capability and competitiveness of the banking system, which is the core objective of
BPR.

Table TA: Test of mean: Customer's expectation on banking services

The null hypothesis is, (H,) : mean score of the degree of importance attached by the
customer on certain attributes on banking products / services = 2.5; H, : =0, = 2.5
and H, 0> 2.5

X (| m Value z for 5% level H, H, Mean Score Value
of test of significance
statistic (z)
4.2510.387 | 8 12.77 1.645 rejected | accepted | significant at 5% level

Table II: Customer's satisfaction level on certain attributes of banking products
/ services
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Attributes of products or service Mean
Bank staffs' dealing 3.57
Bank's working environment 3.55
Minimum balance criteria 3.51
Time taken for opening an Account 3.44
Time taken for withdrawal/deposit 3.42
Flexibility in banking hours 3.36
Availability of wide range of banking products/services 3.23
Innovative service delivery system 3.19

Table IIA: Test of mean: Customer's satisfaction level on certain attributes of
banking products / services

The null hypothesis is, (H,): mean score of the customer's idea that re-engineering
enhances their satisfaction = 2.5; H, : 0=0,, = 2.5 and H,J > 2.5

X 0, n Value z for 5% level H, H, Mean score
of test of significance Value
statistic (z)
3.40 | 0.141] 8 18.00 1.645 rejected | accepted | significant at 5% level
Table III: Customer's idea that re-engineering enhances their satisfaction

Question Mean

Bank should have more number of ATM outlets 4.89

Bank should introduce ATM facility to

improve customer satisfaction. 4.83

Withdrawal /deposit should be more simplified and

less time-taking 4.83

Account opening system should be more simplified

and less time-taking 4.82

Bank should (invariably) send a monthly Statement of

Account to every account holder to his residence ? 4.82

Skills of the banks' employees need to be upgraded for

better customer satisfaction? 4.66

Banks organisation needs restructuring for

better customer satisfaction. 4.64

Bank operation should be fully computerised? 4.21

Bank should offer flexi-working hour 4.18

Bank should have all the 7- days working 4.08
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The null hypothesis (H,): Mean score of the customer's idea that re-engineering
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enhances their satisfaction = 2.5; H;: 0= ,, = 2.5 and H[J > 2.5

X 0, n Value |z for 5% level H, H, Mean score Value
of test | of significance
statistic
()
4.59 10.314 10 21.11 1.645 rejected |accepted | significant at 5%level

Table IV: Customers' expectation vs. customers' experience (on a S-point scale)

Expectation Experience
Question Mean Question Mean

Time taken for opening an Time taken for opening an
Account 4.84 Account 3.44
Time taken for withdrawal/ Time taken for withdrawal
deposit 4.89 /deposit 3.42
Flexibility in banking hours 4.13 Flexibility in banking hours 3.36
Bank staffs' dealing with Bank staffs' dealing with
customers 4.14 customers 3.57
Banks' working environment 3.90 Banks' working environment 3.55
Minimum balance criteria 4.06 Minimum balance criteria 3.51
Availability of wide range of Availability of wide range of
banking products/services 4.02 banking products/services 3.23
Innovative service delivery Innovative service delivery
system 4.02 system 3.19

Table V: Correlation between the satisfaction scores of question no. 8 and question

no. 16

Bank name [y O x Oy (0 x* (O ¥ n r
UBI 1112 267 247 1203 1049 60 0.587
SBI 1351 272 293 1268 1457 59 0.042
UCO Bank 813 178 182 802 840 40 0.286
10B 1224 261 280 1149 1322 60 0.415
Allahabad bank 746 191 156 919 620 40 0.122
Canara bank 1201 281 252 1333 1084 60 0.998
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Table VA: Test of correlation between the satisfaction scores of question no. 8 and
question no. 16

For each bank, the null hypothesis is, H,: there is no correlation between the
satisfaction scores of question no. 8 and question no. 16. The alternative hypothesis
is, H, : there is significant correlation between the satisfaction scores of question no.
8 and question no. 16.

We use “t” test for testing simple correlation coefficient at 5% level of significance
(one-tailed test with (n-2) degrees of freedom.)

Bank n n-2 | Value of test | Remarks
statistic (t)
UBI 60 58 5.456 Significant at 5% level
SBI 59 57 0.3173 Not significant at 5% level*
UCO Bank 40 38 2.469 Significant at 5% level
10B 60 58 3.474 Significant at 5% level
Allahabad Bank 40 38 0.758 Not significant at 5% level*
Canara Bank 60 58 120.2 Significant at 5% level

* These banks may have behaved differently which can be taken as exceptional cases.

Table VI: Test of correlation between the satisfaction scores of question no. 11
and question no. 16

Bank name Xy Ox |Dy [0 x |0 ¥ n r
UBI 1094 262 247 1158 1049 60 0.725
SBI 1356 273 293 1277 1457 59 0.048
UCO Bank 843 184 182 856 840 40 0.552
10B 1249 267 280 1203 1322 60 0.200
Allahabad bank 749 192 156 928 620 40 0.023
Canara bank 1201 281 252 1333 1084 60 0.998

Table VIA: Test of correlation between the satisfaction scores of question no. 11
and question no. 16

For each bank, the null hypothesis is, H, : there is no correlation between the
satisfaction scores of question no. 11 and question no. 16. The alternative hypothesis
is, H, : there is significant correlation between the satisfaction scores of question no.
11 and question no.16.
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We use “t” test for testing simple correlation coefficient at 5% level of significance.
This is one-tailed test with (n-2) degrees of freedom.

Bank n n-2 | Value of test Remarks
statistic (t)

UBI 60 58 8.016 Significant at 5% level

SBI 59 57 0.3628 Not significant at 5% level*
UCO Bank 40 38 4.08 Significant at 5% level
10B 60 58 1.55 Not significant at 5% level*
Allahabad Bank 40 38 0.141 Not significant at 5% level*
Canara Bank 60 58 120.2 Significant at 5% level

* These banks may have behaved differently which can be taken as an exceptional
case.

Table VII: Test of correlation between the satisfaction scores of question no. 14
and question no. 16

Bank name xy | Ox | Oy |0 x |0 ¥y n r

UBI 1110 266 247 1194 1049 60 0.687
SBI 1446 291 293 1439 1457 59 0.353
UCO Bank 826 179 170 871 792 37 0.482
10B 819 176 171 876 799 37 0.304

Table VIIA: Test of correlation between the satisfaction scores of question no. 14
and question no. 16

For each bank, the null hypothesis is, H, : there is no correlation between the

satisfaction scores of question no. 14 and question no.16. The alternative hypothesis
is, H, : there is significant correlation between the satisfaction scores of question no.

14 and question no.16.

We use “t” test for testing simple correlation coefficient at 5% level of significance.
This is one-tailed test with (n-2) degrees of freedom.
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Bank n n-2 | Value of test | Remarks

statistic (t)
UBI 60 58 7.2 Significant at 5% level
SBI 59 57 2.848 Significant at 5% level
UCO Bank 40 38 3.254 Significant at 5% level
10B 60 58 1.888 Not significant at 5% level*

* These banks may have behaved differently which can be taken as an exceptional

casc.

Table VIII: Correlation between the satisfaction scores of question no. 18 and question

no. 19
Q. Question Q. Question Correlation
No. No. coefficient
Satisfaction score on certain attributes
of products/services:
18a | Time taken for opening an Satisfaction scores
Account of the question: 0.47
18b | Time taken for withdrawal/ In general how would you
deposit express your satisfaction
18c | Flexibility in banking hours 19 level with the bank? 0.44
18d | Bank staffs' dealing with customers =  Highly satisfied 0.32
18¢ | Bank's working environment = Satisfied 0.31
18f | Minimum balance criteria * Neither satisfied / nor
18g | Availability of wide range of dissatisfied 0.34
banking products/services = Dissatisfied 0.18
18h | Innovative service delivery = Highly dissatisfied 0.55
system 0.57

Table VIIIA: Summary of Tests
Satisfaction Scores on Certain Attributes of Products / Services and General

Satisfaction Level of the Customers

of Correlation Coefficient between the
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CUSTOMER'S QUESTIONNAIRE

Satisfaction score Satisfaction [ Correlation | Value of]
on certain score on | coefficient| test Remarks
attributes of general statistic
products/services satisfaction ('t
level of the
customers
Time taken for opening
an Account 3.44 0.47 9.48 Significant at 5% level
Time taken for
withdrawal/deposit 3.42 0.44 8.72 Significant at 5% level
Flexibility in banking hours | 3.36 0.32 6.01 Significant at 5% level
Bank staffs' dealing
with customers 3.57 3.30 0.31 5.80 Significant at 5% level
Bank's working environment | 3.55 0.34 6.43 Significant at 5% level
Minimum balance
criteria 3.51 0.18 3.25 Significant at 5% level
Availability of wide range
of banking products/services | 3.23 0.55 11.72 | Significant at 5% level
Innovative service
delivery system 3.19 0.57 12.35 Significant at 5% level
Annexure-I

We are conducting a study on financial services, particularly on Banking Services in

the area of Business Process Re-engineering. Your opinions in this respect will be

highly valued by us and would help us in a big way to complete this study. This is

purely an academic study and will not be used for any commercial purpose.

May we request your cooperation in sparing a little time to answer the following

questions.

A. ABOUT THE PRODUCTS/SERVICES OFFERED BY THE BANK

1. Please specify for how long you are associated with the bank(Tick one only).

o 0--1 year

a Above 1 upto 5 years

a Above 5 upto 10 years
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Above 10 years

2. How often do you visit the bank?

B.

a

0000 U0 O

More than once a week

About once a week

2 3 times a month
About once a month
About once in a quarter
2 3 times a year
About once a year

Less than once a year

. Which of the following services you are availing from the bank at present?

1. Savings A/c. 2. Current A/c

3. Term Deposit / Fixed Deposit A/c 4. Recurring Deposit A/c
5. Demat. A/c 6. Credit Card

7. Demand Draft 8. Pay order

9. Gift Cheques 10. Travellers' Cheque
11.Car loan 12. Home loan

13. Personal loan 14. Educational loan

15. Any other
Would you like to have any other services from your bank ? Please specify.

A o

BANKING OPERATION OR SERVICE PROCESSES

What are the methods of operation of the major products offered by your bank?

Q

| S R

Branch banking

Telebanking

Internet banking

Home delivery

Any combination of the above (please specify)
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0 Any other (please specify)
6. Does your bank have computerized Teller operation?

7. 1If 'Yes', has your bank started Computerised Teller Operation after opening of

your account?

8. “After introduction of the Computerised Teller facility my satisfaction level in my
bank operation has improved very much” Express your feeling as under.

Strongly agree
Agree
Neither agree / nor disagree

Disagree

0o 0 0 0 O

Strongly disagree.
9. Does your bank have Computerised Updating of Passbook facility?

10. If, 'Yes', has your bank started Computerised Updating of Pass book after opening
of your account?

11. “After introduction of the Computerised Updating of Passbook facility, my
satisfaction level in my bank operation has improved very much” Express

your feeling as under.
Strongly agree
Agree

Neither agree / nor disagree

0o 0 0o O

Disagree
o Strongly disagree
12. Does your bank have ATM facility?

“After introduction of the ATM facility, my satisfaction level in my bank operation
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has improved very much” Express your feeling as under.
o Strongly agree
o Agree
o Neither agree / nor disagree
o Disagree
o Strongly disagree

14. How do you rate the overall quality of service you receive from the bank?
o Very good

Good

Neither good / nor bad

Poor

(]

Very poor
15. During the past year would you say the quality of the service of this bank has
Improved a lot
Improved a little

Not really changed

0O 000 go 0o o

Become worse
o Become worst
(Interviewer please probe the respondents)
C. ABOUT YOUR PERCEPTION OF BANK SERVICES

16. Please specify the degree of importance attached by you on certain attributes of
products/services

(a) Time taken for opening an Account
o Very important
0 Important
o Neither important / nor unimportant
o Unimportant
o Not at all important
(b) Time taken for withdrawal/deposit
Very important

(]

Important

[m]

Neither important / nor unimportant

O

Unimportant
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o Not at all important
(c) Flexibility in banking hours
o Very important
o Important
o Neither important / nor unimportant
a Unimportant
o Not at all important
(d) Bank staffs' dealing with customers
o Very important
o Important
o Neither important / nor unimportant
a Unimportant
o Not at all important
(e) Banks' working environment

o Very important

O

Important
Neither important / nor unimportant
Unimportant
Not at all important
(f) Minimum balance criteria
Very important
Important
Neither important / nor unimportant

0 000 Z OO0 o

Unimportant
o Not at all important
(g) Availability of wide range of banking products/services
a Very important
o Important
o Neither important / nor unimportant
a

Unimportant
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Not at all important

(h) Innovative service delivery system (like home delivery, telebanking, etc.)

Q

Q

a

a

a

Very important

Important

Neither important / nor unimportant
Unimportant

Not at all important

17. Please specify your satisfaction level on certain attributes of products/services

(a) Time taken for opening an Account

Q

Q

a

a

a

Highly satisfied

Satisfied

Neither satisfied / nor dissatisfied
Dissatisfied

Highly dissatisfied

(b) Time taken for withdrawal/deposit

Q
Q
Q
a
a

Highly satisfied

Satisfied

Neither satisfied / nor dissatisfied
Dissatisfied

Highly dissatisfied

(c) Flexibility in banking hours

Q

a

a

a

a

Highly satisfied

Satisfied

Neither satisfied / nor dissatisfied
Dissatisfied

Highly dissatisfied

(d) Bank staffs' dealing with customers

Q

a
Q
Q

Highly satisfied

Satisfied

Neither satisfied / nor dissatisfied
Dissatisfied

33

Vidyasagar University Journal of Commerce



Saroj Kumar Datta & Arindam Gupta

o Highly dissatisfied
(e) Banks' working environment
o Highly satisfied
Satisfied
Neither satisfied / nor dissatisfied
Dissatisfied
Highly dissatisfied
inimum balance criteria
Highly satisfied
Satisfied
Neither satisfied / nor dissatisfied
Dissatisfied
o Highly dissatisfied

O

(H

O 000 £ 0 0 O

(g) Availability of wide range of banking products/services
o Highly satisfied
o Satisfied
a Neither satisfied / nor dissatisfied
o Dissatisfied
o Highly dissatisfied

(h) Innovative service delivery system (like home delivery, telebanking etc.)

o Highly satisfied

o Satisfied

Neither satisfied / nor dissatisfied
Dissatisfied

Highly dissatisfied

[ R

18.

—

Highly satisfied
Satisfied
Neither satisfied / nor dissatisfied

Dissatisfied

0o 0 0o O
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19.

20.

21.

22,

23.

a
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Highly dissatisfied

. ABOUT YOUR IDEA ON PROCESS REENGINEERING FOR BETTER

CUSTOMER SATISFACTION

You expect that the banks' account opening system should be more simplified and
less time taking

(]

a
a
Q
a

Strongly agree

Agree

Neither agree / nor disagree
Disagree

Strongly disagree

You expect that the withdrawal/deposit should be more simplified and less time
taking.

a
a
Q
Q
Q

Strongly agree

Agree

Neither agree / nor disagree
Disagree

Strongly disagree

You expect that bank should (invariably) send a monthly Statement of Account to
every account holder to his residence?

I

Strongly agree

Agree

Neither agree / nor disagree
Disagree

Strongly disagree

You expect that the bank operation should be fully computerized?

| N ) ) N A

Strongly agree

Agree

Neither agree / nor disagree
Disagree

Strongly disagree

In case your bank has ATM facility, you expect that your bank should have more
number of ATM outlets?

(]

Strongly agree

Agree

Neither agree / nor disagree
Disagree
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24.

25.

26.

27.

28.

a
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Strongly disagree

Incase your bank does not have ATM facility, you expect that your bank should
introduce ATM facility to improve customer satisfaction.

0O 00D Oo

Strongly agree

Agree

Neither agree / nor disagree
Disagree

Strongly disagree

You expect that your bank should offer flexi-working hour (if not already
introduced)

00 000D

Strongly agree

Agree

Neither agree / nor disagree
Disagree

Strongly disagree

You expect that your bank should have all the7- days working

0000 D

Strongly agree

Agree

Neither agree / nor disagree
Disagree

Strongly disagree

Do you feel that the skills of the banks' employees need to be upgraded for better
customer satisfaction?

a
a
a
a
]

Strongly agree

Agree

Neither agree / nor disagree
Disagree

Strongly disagree

In your opinion, do you feel that the banks organization needs restructuring for
better customer satisfaction.

a

a
a
]
a

Strongly agree

Agree

Neither agree / nor disagree
Disagree

Strongly disagree

Vidyasagar University Journal of Commerce

36



29.

30.

31.

32.

BUSINESS PROCESS RE-ENGINEERING AS A DRIVER OF CUSTOMER SATISFACTION .................

ABOUT THE RESPONDENT
Which of the following describes you? (Tick one)
Service holder (excluding Sr. Executives)

Sr. Executives
Retired persons/ pensioners
Small and medium traders

HNI (High Net worth Income) groups or individuals

o000 0o

Others (please specify) .......ccooviiiiiiiiiiiiiinn
Your age

o Less than 20 years

a 20 40 years

o Above 40 upto 60 years

o Above 60 years

You are

o Male

o Female

Your average annual income

o Upto 2 lakhs

0 More than 2 lakhs but upto 5 lakhs
o Above 5 lakhs
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HOW TO TIDE OVER THE CRISIS OF AGRICULTURAL
PRDUCTIVITY IN INDIA - AN ANALYSIS

Aminul Islam*

ABSTRACT

This paper is a critical review of present situation of agricultural productivity and
different types of agrarian crisis in India. It outlines the fundamental malaise behind
the current global food crisis and shows comparative analysis of agricultural
productivity among different countries of the world. Finally, the paper provides
different ways to sort out the agrarian crisis in India. The paper explains why we
need to boost agricultural productivity on the size and scale that we have achieved
in industry and services. Clearly, there is need for a greater focus on the growth of
the agricultural sector. What is also needed is an institutional mechanism to bring in

effective public-private partnerships that can change the face of Indian agriculture.
Introduction

While the overall economy has been growing at about 8% per annum for the
past couple of years, the growth of agriculture has been dismal at about 2% per
annum since 1997-98. This is in sharp contrast to the growth rate of more than 4%
per annum which agriculture registered during 1992-96. It is this steep decline in

agricultural growth rate that is causing distress in Indian agriculture.

There is a pronounced tendency among policy makers as well as in academic and
media debates to look at the agrarian crisis in India in terms of its overt
manifestations such as farmers' suicides, shortages in domestic food grain supplies
and environmental degradation. Measures to tide over these problems do indeed
demand urgent attention. But, unless we pay attention to the roots of the agrarian

crisis, such measures will remain palliatives.
Agricultural Productivity Among Different Countries

The fundamental malaise behind the current global food crisis is that, the world
over, the yield of agricultural crops has been nearly flat for over a decade. (See the
accompanying table -1.)

* Sr.Lecturer, Dept. of Commerce, Jangipur College (Govt. Sponsored, NAAC
Accredited), Jangipur, Murshidabad, W.B.
e-mail : aminulai@rediffmail.com 40
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Table - 1
Plateauing Yields( in MT/Hectare)

2002 2003 2004 2005 2006 2007
Wheat
India 2.71 2.77 2.62 2.71 2.59 2.63
China 3.81 3.78 3.93 4.25 4.28 4.55
USA 2.70 2.36 291 2.90 2.82 2.60
Turkey 1.82 1.96 1.95 2.15 2.15 2.03
Canada 1.80 1.96 1.95 2.15 2.15 2.03
Corn
China 4.70 4.92 4.81 5.12 5.29 5.39
USA 8.67 8.12 8.93 10.06 9.29 9.36
Argentina 6.00 6.33 6.52 7.37 6.48 8.04
South Africa 2.84 2.65 2.94 3.64 3.41 2.52
Rice
Brazil 3.30 3.25 3.43 3.37 3.86 3.81
India 3.14 2.67 3.13 2.95 3.17 3.18
China 6.16 6.19 6.06 6.31 6.26 6.23
Indonesia 4.41 4.5 4.56 4.64 4.59 4.6
Thailand 2.62 2.57 2.65 2.63 2.70 2.69
Soya
Brazil 2.66 2.82 2.37 2.31 2.56 2.85
India 0.90 0.71 1.05 0.73 0.90 0.95
Argentina 2.63 2.82 2.36 2.71 2.66 2.99
China 1.63 1.73 1.65 1.81 1.70 1.72
USA 2.66 2.56 2.28 2.84 2.89 2.87
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Sugar Cane
Brazil 70.00 71.00 73.00 75.00 66.90 71.10
India 67.00 66.00 58.00 63.00 66.90 71.10
China 50.25 49.50 43.50  47.25 50.18 53.33
Thailand 71.00 71.00 70.00 61.00 66.90 71.10
Australia 73.80 82.60 82.60 87.10 94.10 88.80

Source: Economic Times, 10" July 2008.

Let us consider the productivity of wheat in India. It was 2.71 tonnes per hectare
in 2002. It fell to 2.63 tonnes per hectare in 2007. India's productivity in rice was
3.14 tonnes per hectare in 2002. This has moved up marginally to 3.18 tonnes per
hectare in 2007. The productivity of wheat in America has inched own from 2.7
tonnes per hectare in 2002 to 2.6 tonnes per hectare in 2007. Even Brazil's sugarcane
productivity has slightly climbed up from 70 to 71.10 tonnes per hectare in the same
five-year span.

If we scan the accompanying table, we can see that there has been practically no
tangible increase in the yield of wheat, rice, corn, soya beans or sugarcane in any
part of the world over the last 10 years. Agricultural productivity has stagnated
internationally, while the consumption of agricultural products has steadily increased
with the increase in income levels and population growth.

Let us come closer home. India's average rice yield today is 2.9 tonnes per
hectare. By comparison, China's average rice yield, at 6.3 tonnes per hectare, is more
than double that of India. South Korea has achieved an even higher rice yield, i.e.,
6.8 tonnes per hectare.

Reasons for Low Agricultural Productivity:

What is the reason for India's consistently low agricultural productivity? In
traditional agricultural practice, the productivity of foodgrains has averaged around
one tonne per hectare, according to Prof Jeffrey D Sachs, Professor of Economics and
Director of the Earth Institute at Columbia University. Traditional agriculture is
patterned on a single annual crop and a single harvest, i.e., only one planting season
in a year. The average yield of foodgrains has gone up to two tonnes per hectare, and
in some cases, even up to three tonnes per hectare, after the Green Revolution. The
Green Revolution triggered a quantum jump in productivity by creating high yielding
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varieties of seeds and by enabling the optimal use of fertilizers and pesticides.

But agricultural productivity has again stagnated after the Green Revolution.
Agricultural yields are now languishing around the world. But even here, what causes
concern is that India's agricultural productivity is even lower than that of many other
countries. India has 170 million hectares under food grains cultivation, producing 220
million tonnes of foodgrains in a year. China has only 60% of this arable land area.
But it is able to harvest twice the quantity of foodgrains that India produces.

Interestingly, Oxford English Dictionary defines “agrarian” as “relating to landed
property: a person advocating a redistribution of landed property”. Our approach to
agrarian crisis hardly accords the priority which the issues relating to land ownership
and the need for land reforms deserve. The latest evaluations of land reforms, which
are already a decade old, reveal an alarming situation at the ground level concealed
tenancies pushing down the cultivator to the status of a casual labourer, large scale
encroachments of common property lands, continuing domination of large owners in
agrarian communities and rural economy. Unfortunately, the land records fail to reveal
the full extent of deterioration in the agrarian structure and the related trends which
are operating without any check. This is the soil nourishing India's agrarian crisis.

The other and equally important aggravating factor is the strong technocratic bias
in India's strategy for agricultural development. The Green Revolution of 1970s
demonstrates the strength as well as weaknesses of the technocratic approach. There
was a dramatic breakthrough in food grain production with rapid expansion in
irrigation and use of modern inputs like fertilizer. There has been a less dramatic
second round of Green Revolution during the eighties in the much larger dry,
drought-prone and backward areas in crops like cotton and oilseeds and even some of
the inferior cereals like ragi.

However, the technological transformation encountered barriers and was affected
by numerous distortions long before reaching its culmination. Given the constraints of
space, we can only note here the broad contours of the prevailing depressing agrarian
scenario.

» Recent NSSO survey reveals that over 60% of farmers would like to shift out of
agriculture but for most of them this would only mean jumping from the frying
pan into the fire of urban jungle. The conditions of the growing mass of
casualised labourers are even worse.
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» A large number of districts in India remain agriculturally stagnant. The growth
observed at the aggregate level is an outcome of contributions made by a
relatively small number of “progressive” districts and crops.

» Both the Green Revolution and its extended version are losing their momentum.
The policy maker desires agricultural growth rate of at least 4% per annum but is
not quite sure of hitting the target. To make the situation more complicated,
agriculture now carries a crushing burden of unsustainable support prices,
regressive subsidies and wasteful uses of the two critical inputs of land and water
because of wrong pricing policies.

India's Economic Survey Report:

According to the Government of India's Economic Survey, the rate of growth in
India's food production is 1.2% a year, significantly less than the population growth
rate of 1.9%. The creation of additional irrigation potential in Indian agriculture was
3% a year in the 1990s. It has declined to 1.8% in 2007.

The total central plan spending on agricultural and allied activities, as a proportion
of India's gross domestic product (GDP), is projected to decline from 1.42% in 2007-
08 to 1.30% in 2008-09. Clearly, there is need for a greater focus, on the part of both
the central and state governments, on the growth of the agricultural sector. What is
also needed is an institutional mechanism to bring into being effective public-private
partnerships that can change the face of Indian agriculture.

But while India's agriculture productivity has tended to stagnate, the country's per
capita foodgrain consumption has continued to spiral. India's total foodgrain
consumption is now growing at a rapid rate with the country's fast burgeoning
population.

There are an estimated 400 million poor people in India. These poor people are
now beginning to consume staple foods which they were not able to afford earlier.
Consequently the demand for staples is beginning to rise steeply in India, creating
apprehensions of a possible food shortage.

Sixty one years after Independence, India produces, on an average, only 14 kg of
rice and wheat per person per annum, just a little over one kilogram per person over
a month. Over 60% of India's net sown area still remains at the mercy of the
monsoon. Most irrigation canals are choked with silt, garbage and sewage. About
60% of our farmers own only 0.4 hectares of land each. Another 20% of farmers
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hold an average of 1.4 hectares each. Therefore 80% of our farmers are small and
marginal farmers.

Every second, Indian farmer household is indebted. In 2003, out of the 89.33
million farmer households in India, 43.42 million households were indebted.

Nearly 87,000 farmers in India committed to suicide between 2001 and 2005; a
span of four years.The per capita availability of foodgrains in India has declined from
about 500 grams per day per person to less than 400 grams per day over the last two
decades. Today the prospect of foodgrain imports is looming large.

To significantly enhance agricultural productivity, we must also become more open
and receptive to the idea of experimenting with genetically modified (GM) crops like
Bt cotton and Bt brinjal. Many countries have tackled food scarcity in the past with
the introduction of conventionally bred, although gene-altered, high yielding crops.
But this approach may not work in today's situation. Scaling up the genetic
production potential of a crop through traditional plant breeding techniques is a long
drawn out process. The problems plaguing Indian agriculture call for quick solutions
that only molecular breeding can bring about.

The Bio-fuels Programme:

The fear that the bio-fuels programme is causing a food crisis in some parts of
the world is unfounded. In countries like India and China, bio-fuels are not being
manufactured from foodgrains. In India ethanol is made from an inedible sugarcane
waste called molasses. Therefore abandoning the bio-fuels programme will not resolve
the food crisis. We have to accept that there is a fundamental demand-supply gap in
agricultural products in India, irrespective of the bio-fuels programme.

The enrichment of the soil and the enhancement of agricultural productivity
require the balanced infusion of several nutrients. Excessive and exclusive dependence
on nitrogenous and phosphatic fertilizers is very harmful to the soil. As a result,
overall agricultural productivity is bound to decline.

Countries like Brazil have large swathes available for agriculture. However, in
countries like India, China, Russia and America, the potential to get new cultivable
land is very limited. The land available for agriculture in India is shrinking fast
because of urbanisation, industrialisation, the construction of Special Economic Zones
(SEZs), the development of the real estate business.

Sorting out the Agrarian Crisis in India:
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The opening up of the farm sector is partly responsible for the crisis amongst
cotton growers but the crisis in the entire agriculture sector has emerged because of
criminal under-investment and utter neglect by policymakers. Farming is not
remunerative and there is a crisis because of low productivity, poor water availability,
lack of credit, low farm gate realizations, poor quality of seeds for most crops and
lack of risk management tools. In order to sort out the agrarian crisis in India the
Government of India should take the following measures:

(a) Tackling Exploitation :

The central government should promulgate a 'Prevention of atrocities on farmers
and farm labourers Act' for addressing usurious money lending and land grabbing.
Such an Act must stipulate that all lands grabbed by moneylenders in the last 10
years should revert back to the owners and there should be securitising of
moneylenders' assets by banks. Courts must be instructed to start fast track cases
instituted under this act.

The central government must instruct lead banks in all the districts through the
RBI to securitise loans of legal moneylenders to farmers and take the asset(s) pledged
with moneylenders as their own security and reschedule the loan as a loan from the
bank to the farmer. For people who are landless or who do not have assets, such
loans must be taken over by banks or micro finance institutions(MFIs) or co-
operative banks on their books against the cash flows due to these people under the
NREGP.

(b) Medium-term Solutions for Credit :

The central government should instruct all PSBs and large private banks to create
6,000-odd micro finance institutions under their tutelage at every tehsil in the country
within six months. MFIs need to be greatly expanded as they lend to members and
riskier classes which are outside the purview of the banking system today.

(c) Augmenting water Availability and Efficiency :

The 400-odd pending projects round the country need around Rs. 1,50,000 crore
to be invested to add 21 mha of irrigated land and the Centre should pick up 100%
of this cost since the states are unable to meet this cost. Improved efficiency (from
30% to over 40%) of water use in irrigation requires quantum jumps in the use of
drip and sprinkler irrigation in India. For that to happen, the costs of these items
have to be made far more cheaper than the levels existing today. Rainwater
harvesting should be mandatory for all constructions in India.
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(d) Addressing Yields :

Yields in India are stagnant for a decade now and the central government should
give out Rs 200-300 crore (per crop) in grants in competitive bidding processes to
public and private agencies who agree to bring out suitable seeds (especially in
coarse grains, pulses and oilseeds) which would increase the yields to levels
comparable to those present in the western world.

(e) Risk Management :

The futures markets should be used by farmer groups like producer companies,
cooperatives and other associations to manage price risks on behalf of their individual
members. The Bill on warehouse receipt system, which is pending since a long time,
should be promulgated as an ordinance for deeper penetration.

(f) Extension Education :

The Centre should build a 24-hour national channel for agriculture with feeds
going to all narrowcasting LPTs of Prasar Bharati. The government must contract out
or build a countrywide network for primary research on scientific crop rotation and
subsequent crop surveys to provide accurate supply - demand estimates all over the
country.

(g) Alternate Energy Crops :

The bottlenecks for rapid growth and expansion of acreage under biofuel crops
are largely excise duties on biofuel, sales taxes, non-availability of land for growing
etc. These crops can bring millions of small holders or landless out of poverty and
urgent steps need to be taken to kickstart this work.

Suggestions:
(1) Massive Investments in Agriculture :

To boost growth rates in agriculture, India needs massive investments in
agriculture both public and private. But public investments in agriculture have been
stagnating or falling over years, and stand at less than Rs 20,000 crore today.
However the subsidy bill on food, fertilizer, power and irrigation has been ballooning,
crossing Rs 80,000 crore, a ratio of almost 1:4 between investments and subsidies.

If Indian policy makers can reverse this ratio to 4:1, much of the woes of Indian
agriculture will vanish. Research conducted by the International Food Policy Research
Institute (IFPRI) clearly shows that the marginal returns in terms of agricultural
growth as well as poverty alleviation are much higher through investments than
through subsidies.
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(2) New Market Institutions for Risk Mitigation :

There is a concern in certain circles that Indian agriculture is in crisis due to
opening up to trade or going commercial. There is no doubt when one graduates
from subsistence farming to commercial farming, the risks increase. But so do the
incomes. Now farmers have to face not only natural risks which are there in
subsistence farming too, but also market risks. By their very nature, commodity
markets are volatile. But one cannot remain in subsistence farming either, if one has
to come out of the poverty trap. So as interaction with markets, domestic and global,
increases, India would need new market institutions for risk mitigation. Futures
market is a step in the right direction, which needs to be strengthened. Tariff policy
is another instrument that can help deal with fluctuations in global commodity prices.
What if Commission on Agricultural Costs and Prices was to be converted to
Agricultural Tariff Commission?

The real challenge of risk mitigation, however, comes in high value agriculture
such as fruits and vegetables, dairy and livestock and fishery. Today this segment of
agriculture already accounts for about 45% of agricultural output. But the policy
environment is still obsessed with food grains.

(3) Fast Moving Infrastructure and Innovative Institutions :

The high value agriculture is highly perishable in nature and requires very fast
moving infrastructure and innovative institutions to integrate farmers with processors
and consumers. NDDB scaled up this vertical coordination between farmers,
processors and consumers in the dairy industry through co-operatives, which led to
white revolution in India and today India can boast of being the largest producer of
milk in the world. But similar coordination is often done by private companies too,
domestic and foreign, be it Nanak dairy or Nestle in milk, through a sort of contract
farming.

(4) Contract Farming Through Private Companies :

Whether it is the cooperatives, or contract farming through private companies, the
key issue is minimising the market risk for farmers, creating a chain in marketing the
produce of small holders, and using these institutions of vertical coordination to
funnel back to the farmers new technologies, credit, extension work related to grades
and standards, food safety, etc.

(5) Scale up Institutions :

India is lagging behind on this front compared to several countries in south-east
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Asia. And there is an urgent need to scale up these institutions and engineer them in
such a way that they help the small holders to take full advantage of it. This can go
a long way to bring prosperity to Indian farmers. May be that is the next revolution
in Indian agriculture.

(6) Need more Flexibility to Protect Poor Farmers :

Commerce minister Kamal Nath has reiterated that flexibilities for developing
countries in the Doha round of talks must be adequate and appropriate for addressing
the sensitivities of individual members. There can be no caveats such as number and
trade volume limitations as proposed by the US to the usage of these flexibilities, he
said at a meeting with World Trade Organisation director general Pascal Lamy in
Geneva. Mr. Nath laid down the key Indian concerns on agriculture and Nama
(industrial goods). In agriculture, he said India hopes to use the revised text on
Special Products (SPs) and Special Safeguard Mechanism (SSM) to help promote the
Indian farm sector, an official release said.

Conclusion :

What we really need to focus on therefore, is improving agricultural productivity.
We need to boost agricultural productivity on the size and scale that we have
achieved in industry and services. Such a substantial enhancement of agricultural
productivity is possible only through the introduction of large scale irrigation,
increased and judicious use of genetically modified crops, multiple cropping, the
deployment of combined harvesters and significant and widespread improvements in
agricultural practices.

But the situation is indeed grave owing to almost total neglect of structural issues
combined with extremely short-sighted policies. Given the past record, it is obvious
that any plea for land reforms would only by greeted by deaf ears! The best course
would be to implement economic reforms to bring more rationality in agricultural
policies along with creation of employment opportunities outside agriculture. The
solution may not be quick or easy but we would at least be moving in the right
direction. We have to pay the price for leaving behind Gandhiji in haste even before
sighting Bill Gates on the horizon!
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ABSTRACT

Motives for mergers are various, ranging from ones based on classic assumption of
profit maximization to managers' self-interests and exogenous factors. It is assumed
that mergers usually occur for a combination of reasons. Even so, it is worth
pointing out that some factors have a greater impact on a certain type of mergers.
Similarly, there are a number of reasons for frequent failure of mergers to create
values for shareholders, especially, of acquiring firms. Companies who want to
engage in a merger or acquisition should plan their steps carefully. First of all,
they should try to find the best suitable target company. They should calculate the
possible resulting synergies and risks. Furthermore, the acquiring company should
calculate the highest possible premium to be paid. With the help of the different
valuation methods, it should valuate the company worth. Finally, the acquirer
should pay attention to the criteria mentioned in this paper and avoid the
mentioned deadly sins as well as follow the suggested best practices.

Key words: Synergy, Valuation, Premium, Mergers, Acquisitions

Introduction

The statement-“one plus one is greater than two” represents the main theory behind
mergers and acquisitions. Mergers and acquisitions (M&A) deal with buying, selling
and merging of different companies. It represents a tool for companies to expand
their operations either within the same business sector or to other business areas. The
main goal of M&A is to create positive synergy effects out of business combinations,
and to create through the business combination a greater value than they would have
on their individual parts.

“An acquisition is where the acquirer subsumes the target company, thus becoming
one legal entity.” On the other hand, a merger “extinguishes the identity of both
participants, creating a new company.” Based on the empirical evidences from the
available literature, this informatory article looks at the different forms and
classification of M&A, the reasons behind, and for failures of M&A and the
execution of M&A.

*Senior Faculty, ISB, Salt Lake, Kolkata e-mail : dnandy 69@rediffimail.com
*% 3" Year Fellow Programme Student, Indian Institute of Management Calcutta
e-mail: baagpankaj@yahoo.co.in

51



MERGERS AND ACQUISTIONS

A merger is: “the combining of two or more companies, generally by offering the
stockholders of one company securities in the acquiring company in exchange for the
surrender of their stock.” A merger is more a mutual agreement on both sides, where
companies about the same size decide to give up their individuality and to continue
as one single company. An acquisition takes place “when one company purchases a
majority interest in the acquired.” This happens when one company takes over
another and becomes the clear owner of the new company. The target company
ceases to exist and the acquirer continues to trade its own shares. Acquisitions can be
either friendly or unfriendly; it depends on the accordance of the target company.
Even though the terms mergers and acquisitions mean slightly different things, they
are often times used as synonyms. In reality mergers are seldom, often times
acquisitions are just called mergers to avoid the negative connotations of being
“bought of”.

“The key principle behind buying a company is to create shareholder value over and
above that of the sum of the two companies.” M&A can add value to the company,
hence higher returns on shareholder investments. Economies of scale can be achieved
through M&A, thus costs are lowered which results in higher profits. M&A present
huge investment opportunities, besides that the incentive for companies to merge or
acquire is to gain competitive advantages over its competitors and to become more
cost efficient. Companies hope that they can increase their market share and achieve
more efficiency.

Often times M&A leads to increased market power and market share, resulting
through the merger with a competitor. The merger in 1998 of Daimler Benz and
Chrysler to form a 130 billion dollar company, DaimlerChrysler, which Business Week
called “the first global car colossus,” is a case in point. It was an attempt to
consolidate a global market position in an industry where “there is plant capacity to
build at least 15 million more vehicles each year than will be sold.” One should also
understand that in this the old market verities apply: As concentration increases, it's
easier for remaining players to raise prices.

M&A also allow companies to cross-sell their products and enable manufactures to
sell complementary products. In April 1998, Citicorp and Travelers group announced
their merger and the first financial conglomerate in the U.S. was born in October
1998, as Citigroup. The purchase price was $82.8 billion. This is the first U.S. case
when a commercial bank and insurance brokerage firm merged to expand their
activities over a wide range of bank and non-bank activities. The merged group's total
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assets became the largest among all U.S. banks. The strategy of Citigroup when it
merged was to focus on the businesses of commercial banking, consumer banking,
credit card, investment banking, security brokerage, asset management, life insurance
and casualty insurance. The key for the success of this new conglomerate was how to
materialize the benefit of cross-selling of banking, securities, and Insurance products
to the same customer.

Additional positive outcomes of M&A are employee synergies, which come into
existence through acquisition of know-how, company cultures and values. Patents are
another benefit resulting from M&A. For example, despite the credit crunch, mergers
and acquisitions in the global pharma sector do not appear to have slowed
substantially, as of the third quarter 2008. Irving Levin Associates, US reports that
M&A activity in the US health care sector, which includes pharma, increased slightly
in the third quarter of 2008 to $89 billion from the second quarter, $86 billion. The
fourth quarter of 2008 saw King Pharma acquire Alpharma for $1.6 billion, and Eli
Lilly acquire Imclone for $6.5 billion. The major force that is driving this trend is
the '"Loss of patent protection.! For example, King Pharma is expected to experience
the loss of patent protection on a substantial number of drugs between 2010 and
2013. And, one way to avoid a drop-off in revenue in the coming years is to use
their cash and strong balance sheets to acquire smaller/weaker rivals. Finally, the
acquiring company can benefit from tax reductions due to the acquisition of loss
makers. For example, in the 2006-2007 Kao Corporation's US$3.5 bn merger with
Kanebo, Kao's benefit from tax breaks was worth some 100 bn yen because of its
purchase of Kanebo. However, tax reductions are often times limited by law in most
countries.

Types of mergers and acquisitions

Mergers can be characterized according to three main categories: horizontal mergers,
vertical mergers and conglomerations. Additionally there are market-extension mergers
and product-extension mergers.

A horizontal merger is a merger between “two companies that are in direct
competition and share the same product lines and markets.” This kind of merger can
have either large effects on the market or little effects. It depends on the size of the
merging companies. In case of two large companies merging, the market impact is
huge. The new company resulting from this merger has an unfair market advantage
over its competitors. This new company holds a too large market share, thus it is
perceived as anticompetitive. Furthermore, the resulting effects of a large merger can
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be even felt all over the market sector and occasionally throughout the whole
economy. On the other hand, if very small companies unite, or horizontally merge,
the outcomes of the merger are less visible. Compared to large horizontal mergers,
these smaller horizontal mergers are very common. Actual examples of such mergers
in the past include Chase Manhattan Bank, US with Chemical Bank; Boeing's merger
with the McDonnell Douglas; and Exxon's merger with Mobil.

A vertical merger is a merger “in which a firm or company combines with a supplier
or distributor.” According to this, a vertical merger occurs when two firms, both
working at different stages in the manufacturing of the same good, combine. The
participating companies acquire parts of the supply chain and benefit from the
resources. A vertical merger can be viewed as anticompetitive as it can frequently rob
supply business from its competition. This form of merger can cause that competitors
go out of business because it involves that manufacturers form a partnership with
distributors. Therefore, it is hard for competing companies to contest with the newly
merged company. Actual examples of such mergers are PepsiCo's mergers with Pizza
Hut, Taco Bell and KFC. Pepsi supplies soft drinks to each of these fast-food outlets.

“A conglomeration is the merger of two companies that have no related products or
markets. In short, they have no common business ties.” Through a conglomeration a
company expands its product range and enters at the same time into new business
sectors. A conglomeration enlarges the brand portfolio of a company. But these kinds
of mergers bear huge risks of failure, simply because of a lack of expertise in the
new field of business. Real world examples include the merger between Walt Disney
Company movies and the ABC radio and television; the merger between America
Online-internet service provider and the Time Warner-communications.

A market-extension merger involves “the combination of two companies that sell the
same products in different markets.” Therefore this merger type allows expanding the
customer base and market share. A product-extension merger is ‘“between two
companies that sell different, but somewhat related products, in a common market.”
This merger type enlarges the market share in combining the customer bases of both
companies.

The importance of Valuation

Before acquiring another company, investors in a company have to decide whether
the acquisition will be beneficial to them or not. Therefore, they must determine the
worth of the target company. The target company and the acquirer will have different
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ideas about the worth of the acquisition. Buyers generally tend to undervalue and
sellers to overvalue their assets. The main different valuation methods used to
determine the company worth are the comparative ratio method, the replacement cost
method and the DCF method.

One of the important comparative ratios method used is the Price-Earnings Ratio (P/E
Ratio). Here, the acquiring company makes an offer that is a multiple of the earnings
of the target company. It looks at the P/E for all the stocks inside the same industry
group which is a good guidance for what the target's P/E multiple should be. Another
ratio used is the Enterprise-Value-to-Sales Ratio (EV/Sales). Here, the acquiring
company makes an offer as a multiple of the revenues while keeping in mind the
price-to-sales ratio of other companies in the industry.

The Replacement Cost valuation method, acquisitions are based on the cost of
replacing the target company while considering that the value of a company is simply
the sum of all its equipment and staffing costs. So, the company which wishes to
acquire the target firm offers price accounting to this value. But, if the target firm
does not agree on the price offered, then the other firm can create a competitor firm
with same costing. But, it should be mentioned here that, in case of the firms, where
the main assets are not equipments and machinery, but people and their skills (service
industry), this type of cost calculation is not possible. In the 1970s and early 1980s,
the Securities and Exchange Commission required public corporations to estimate
replacement values in their reports. This is no longer the case making this method
less useful for U.S. firms but still is useful for international firms where the
requirement continues. It has been often cited to explain the merger wave of 1970s
and early 1980s. Replacement cost estimates are not highly reliable, often drawn by
simplistic rules of thumb. Estimators themselves (operating managers) frequently
dismiss the estimates.

One of the most important valuation tools is the Discounted Cash Flow (DCF)
method. It determines a company's current value according to its estimated future
cash flows. The forecasted free cash flows are equal to the net income +
depreciation/amortization - capital expenditures - change in working capital. The
forecasted free cash flows are discounted to a present value using the company's
weighted average costs of capital (WACC). The DCF is not easy to calculate, but its
still one of the best methods for the following reasons: It is not tied to historical
accounting values. It is forward looking and focuses on cash flow, and not profits. It
reflects non-cash charges and investment inflows and outflows and separates the
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investment and financing effects into discrete variables. It recognizes the time value
of money and allows private information or special insights to be incorporated
explicitly as well as it allow expected operating strategy to be incorporated explicitly.
It embodies the operating costs and benefits of intangible assets. In addition, virtually
every number used in valuation is measured with error, either because of flawed
methods to describe the past or because of uncertainty about the future.

Synergies 1 & II:

The creation of positive synergies is the most frequent reason for mergers and
acquisitions. The reasons why companies pay premiums to acquire other companies
are the synergy effects. A positive synergy is that the merger of two companies result
in overall value increase, thus the acquiring company profits from the target company.
These effects occur most of the time, because the acquired company is operating
below its optimum. Shareholders benefit from these synergy effects when a
company's post-merger share price increases by the value of the potential synergy. For
example, on March 13, 2000, the Tribune, US acquired the Times Mirror in a $6.4
billion cash and stock deal. It purchased up to 28 million Times shares for cash at
$95 per share. The remaining shares were to be exchanged for 2.5 shares of Tribune
stock. The announcement of the merger caused Times stock to increase by 79% to
$85.63. It is very clear that companies have to pay a premium despite the pre-merger
valuation to acquire a company.

This premium represents the future prospects for the selling company and the post-
merger synergy for the buying company. From this, it follows that the success of a
merger is measured by the value increase of the buyer. A target company should only
be_acquired if the expected outcomes result in positive synergy effects. Based on the
positive market reaction, Times net gain was assumed to be $2.9 billion and that of
the Tribune as $ 1.5 billion (Weston, 2001). Weston calculation was based on the
future net present value (NPV) of an acquisition. If the resulting NPV is positive, the
acquisition is worth paying a premium. In this calculation the NPV is calculated
through the deduction of the premium paid from the expected synergies, using the
DCF valuation method, NPV is assumed to be equal to Synergy less the Premium
paid.

While we assume 'synergies I' for the acquiring companies, one has to understand
that the owners of a target company are only willing to sell their company if they
benefit more from selling than from keeping the company. This is 'synergies II.' In
our example of the 'Tribune and Times', there are two aspects of the acquisition

Vidyasagar University Journal of Commerce

56



Dibyendu Nandy & Pankaj Baag

which needs to be understood. They are the pre merger valuation of the individual
firms and the post merger combined valuation. Weston (2001) in his study calculated
the pre-merger value of Tribune to be $9.7 billion and that of Times to be $3.7
billion. However, the post merger valuation in fact was calculated twice, one with a
pessimistic view and the other with an optimistic view. In the pessimistic view, the
net combined value was calculated to § 15.6 billion with a net loss of $0.6 billion to
Tribune and a net gain of $2.8 billion to Times. While in the optimistic view, based
on the positive market reaction, Times net gain was calculated to $2.9 billion and that
of the Tribune as $ 1.5 billion.

In both the cases, Times was a winner in terms of gains. The next question arises is
why Tribune was interested in Times: Tribune was looking to built its base of print
and broadcast media with a vision to become a leading media company. . It wanted
to build a portfolio of media assets and then cross-sell advertising on its various
assets, as advertisers will always pay more for increased exposure. We can assume
this under 'synergies I.' Similarly, why did Times agreed to sell itself: Clearly, there
was a gain because of their earlier recapitalization in 1999 coupled with a substantial
premium in the offer price. Of course, this would have been possible without the
merger over a long time but with greater uncertainty. We look at this from the
'synergies II' perspective. Therefore, it is now very clear that the potential buyers
need to pay a premium to acquire the company. The equation below helps to
determine if a deal makes sense and solves for the minimum required synergy by the
acquiring firm: (Pre-Merger Value of Both Firms + Synergy)/ Post-Merger number of
shares = Pre-Merger Stock Price. Putting the value of $(9.7+3.7) billion for the pre-
merger values of both firms; 347 millions number of post-merger shares and a
$53.90 pre-merger value of share, the synergy value comes to $5.3 billion which was
shared between the Tribune and the Times.

Another good example of synergy II is the recent failure of Microsoft to acquire
Yahoo. Yahoo knew its weaknesses, and knew that Microsoft will not achieve its goal
of obtaining some sort of balance and scale in the search market with an acquisition
of Yahoo! If we look at the share of search that Google has had over the past five
years, it is an ever-increasing line, which we feel, will continue to grow until it has
the entire English world. Neither Yahoo! nor Microsoft can do anything about it. The
reasons are many. First, it is because Google does search better than any of its
competitors and is the reason why we go to Google to search. Google also does a
better job of monetizing search than Yahoo! and Microsoft, so they have better results
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in the right rail and that is becoming increasingly important in areas like travel and
financial services, where the organic results are being spammed up. Google is also
investing heavily in social search and there is a good chance that they will get there
on their own. In addition, if they do not, they are more likely to identify and
purchase the startup that gets to it than Microsoft or Yahoo! are. There is another
reason why Yahoo! disagreed, it knew many of its best services will languish under
Microsoft's ownership and that users will leave. It is already happening under
Yahoo!'s ownership to services like Flickr and Delicious, and MyBloglLog, which
would be worse under Microsoft's ownership.

Criteria

It is more important that one also understand the following as a precaution while
valuating- No valuation is “right” in any absolute sense. It is appropriate to use
several scenarios about the future and even several valuation methods to limit the
target's value. One should adapt to diversity that is it may be easier and more
accurate to value the divisions or product lines of a target, than to value the whole
company. We should recognize that different valuation methods might be appropriate
for different components. Similarly, one should avoid analysis paralysis that is limit
the value quickly. Then if the target still looks attractive try some sensitivity analysis.
We should always remember that beyond the initial buy/no buy decision, the purpose
of most valuation analysis is to support negotiators. Hence, knowing value boundaries
and conducting sensitivity analysis enhances one's flexibility to respond to new ideas
that may appear at the negotiating table.

Investors have to be very careful while valuating mergers; the failure rate of mergers
is very high. The question is do mergers work. According to the KPMG, Mergers and
Acquisitions: Global Research Report 1999, there are two aspects to this answer.
First, the perception where 83% of the executives believed their deals had been a
success but less than half had actually measured the result. Second, the reality is 17%
had added value, 30% produced no discernible differences, 53% had actually
destroyed value and 83% of mergers were unsuccessful in producing any benefit to
shareholders.

Studies by TABC Research Foundation Report 2001, McKinsey & Co., A.T. Kearny
(2001), Business Week, 1995 & 1997; Fortune, 1987 have also come up with other
measures of failure like 1/3 will be sold within 5 years; 90% will fail to live up to
financial expectations; 50% will destroy shareholder wealth; 60% will see their stock
price fall behind peers' within 2 years; and 2/3 would earn more with bank fixed
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deposits. Further, in a study for Business Week by American Customer Satisfaction
Index, 2004 comes up with a different perception where they talk of dissatisfaction
by the investors. They measured customers' perception of 28 big companies involved
in mergers between 1997 and 2002 in terms of price, quality and ability to meet
expectations. And, in 50% of the deals, consumers gave company lower marks in at
least one of the three categories.

So, why do mergers often fail? We can define “success” of a merger when it
increases efficiency, profitability, thus, share prices of the firm, and ultimately,
shareholder's wealth, and “failure” otherwise. It is reasonable to assume that a merger
has an impact on efficiency and profitability of firms. On the other hand, it does not
automatically lead us to conclude that the merged firm in fact becomes efficient and
profitable. Here, the problem of asymmetric information between the acquiring and
target firms comes in (Hviid and Prendergast, 1993). Target firms have an incentive
to hide any characteristics that may lower the estimation of its value by bidding
firms. These characteristics are usually not observable by the bidding firms prior to a
merger. This may also imply the adverse selection problem. To put simply, target
firms would accept a merger offer only if they think that the merger would increase
their profits and, consequently, share prices, which we call the synergy II effect. This
is often achieved at the expense of the acquiring firm's profits and share prices,
making the merger failure for shareholders.

Mead (1969) suggests that capital market imperfection is another reason for failure to
estimate the value of the target correctly since stock prices are one of important
indicators. The effects can be both positive and negative as the market can both
underestimate and overestimate a fair value of the target firm. Nevertheless, the
effects are more likely to be negative, as managers tend to issue equity when the firm
is overvalued than undervalued in the market (Andrade et al, 2001). Mallikarjunappa
and Nayak (2007) argue that in a competitive bidding situation, bidders tend to
overestimate the value of the target.

The argument may be further intensified by common use of the ascending price
auction system where the one with the highest bid wins and pays his/her bid. Another
factor that prevents the merged firm from fully exploiting theoretical efficiency gains
may be failure to effectively integrate the merged firm due partly to incompatibility
of acquiring and target firms (Mallikarjunappa and Nayak, 2007). The firms can differ
in size, organizational form, strategies, cultures, management policy and so on. It is
natural to conceive that the greater the degree of differences, the more difficult it gets
to integrate into a single organization.
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In addition, issues regarding size require careful attention. Neither too big target nor
too small target is desirable as a partner. When the target is too big, the mergers
might fail due to acquisition indigestion and when too small, by not giving enough
time and attention required. When an acquiring firm is very large compared to a
target firm, percentage gains to the acquiring firm will be relatively small compared
to the target firm. Nevertheless, many large firms often seek small partners in order
to gain control over them, but experience shows that a large and strong firm merging
a sick firm in the hope of rehabilitation can result in liquidation (Hariharan, 2005).

Poor cultural fit may create major problems if not addressed properly in the pre-
merger period. There are several factors that help to measure cultural fit such as
management behaviour, decision-making processes, and the level of teamwork. It will
lead to misunderstanding, confusion, and conflict, altering the level of risk aversion
and openness. These characteristics of the partner(s) are probably more difficult to
measure than such as the financial position. Hence, cultural mismatches may be found
after a merger has been consummated (i.e. moral hazard). Achampong and Zemedkun
(1995) argue that frequent failure of mergers is due to a principal-agent relationship
between shareholders and managers in which, objectives of the two parties differ and
often conflict. Managers may use mergers to gain control of a large corporation since
it effectively means 'promotion' for them, receiving higher salaries and discretionary
payouts resulted from an increase in the firm size, and improving the ailing financial

conditions in order to reduce threat to their careers.

As a result, it is possible for managers to reject an otherwise lucrative merger
proposal. Mergers motivated by managers' self-interests are, therefore, likely to fail
from a point of view of shareholder. Their argument is consistent with the statistical
findings where they observed a fall in insider ownership and an increase in retained
earnings. These results imply that shareholders become less able to control
management and management retains more earnings for discretionary spending at the
expense of a fall in dividends. Therefore, investors should look for some simple
criteria to find promising mergers: They are a reasonable purchase price, cash

transactions and sensible appetite.
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Table 1 :
Industry Premiums Across time (%)
1992-94 1995-97 1998-00 2001-03 Mean

Energy 7 29 26 16 20
Healthcare 42 25 29 28 31
Industrials 33 29 35 31 32
Materials 19 36 37 27 30
Retail 24 25 32 29 27
Technology 35 23 33 28 30
Telecom 32 26 34 60 38
Utilities 12 24 30 27 23
Mean 25 27 32 31 29

Source : UBS Investment Bank, Factset, 2004

A reasonable purchase price : The premium to be paid should be reasonable, it
should be around the industry mean, and as such should be around 30% above the
market price. See Table 1. However, studies also have given contradictory results.
UBS, 2004 have shown that premiums are not indicative of either short- or longer-
term success. Successful deals demand a disciplined acquirer, yet premiums do not
differentiate winners from losers. It did not find a statistically significant difference in
premiums paid by short-term “winners” and “losers” or longer-term “winners” and
“losers” and, in fact, longer-term “winners” actually averaged slightly higher
premiums whereas BA&H, 2003 gives a different contra conclusion. The fact is
premiums are influenced by too many factors to be a reliable indicator of success,
including historical market values, strategic considerations, and estimated synergies.
McKensey (2004) study concluded that mergers achieve cost synergies more often
than revenue synergies25% of mergers failed to achieve 30% of stated revenue
synergies while more than 60% of mergers realized close to 100% of stated cost
synergies.

Cash transactions : Acquirers, who pay in cash, tend to be more careful when

calculating their bids. Study by UBS, 2004 show that cash deals tend to outperform
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stock deals. Longer-term cash deal outcomes were 56% more likely to be winners,
and that short-term stock deal outcomes were less prevalent among the winners.
Travlos, 1987 also corroborate the association between cash deals and success.
Announcement returns are also positively related to the proportion of bank debt in a
deal. One study of acquisitions from found that banks extend financing in 70% of the
tender offers and finance the entire tender offer in half of these takeovers. The three-
day announcement returns for cash tender offers, financed entirely by banks, average
4% and are statistically significant.

In comparison, cash tender offers financed partially by banks or those financed
entirely by financial slack are associated with small and statistically insignificant
announcement returns. Bharadwaj and Shivdasani, 2003, suggest that bank debt
performs an important certification and monitoring role for acquirers in tender offers
and are most important for both poorly performing acquirers and acquirers facing
substantial informational asymmetries. While the use of stock may signal a belief by
managers that their stock is fully valued, the use of cash and debt signals confidence

in future cash flow and promotes increased discipline.

The cash cost of servicing debt creates an explicit hurdle, whereas equity introduces a
hurdle rate that is merely an opportunity cost. However, acquirers with strong, long
run stock performance are more likely to use their stock as an acquisition currency,
while acquirers with weaker stock are more reluctant to use their stock, instead
opting for cash. In addition, stock deals "hedge" the stock market values and
execution risk. Cash transactions require acquirer shareholders to take the entire risk
of realizing synergies, while stock transactions syndicate this risk across both
shareholder bases. (Jullen et al, 2004). Thus, the decision between cash and stock

financing directly affects the distribution of post M&A synergy benefits.

Sensible appetite : The target company should be well known. In this case, serial
acquirers clearly outperformed onetime acquirers across longer-term time horizons.
Successful serial acquirer's key success factors in their acquisition strategy are many.

For example, UBS 2004 study found that the serial acquirer acquisition targets did

Vidyasagar University Journal of Commerce

62



Dibyendu Nandy & Pankaj Baag

indeed tend to be more attractive. Their targets demonstrated slightly higher
profitability and significantly higher valuations (Enterprise Value/Capital 2.3x versus
1.8x). Serial acquirers were twice as likely to make acquisitions of targets with
revenue less than 25% of their own revenue, than one-time acquirers were, though in

absolute terms, they were similar.

Fuller et al, 2002, found that 82% of all acquirers chose targets that had a relative
size of less than 20%, that 76% used cash (hybrid deals are included in cash), and
that 85% acquired private companies (includes sale of subsidiary). Ooghe et al, 2003
found that serial acquirers tend to buy targets with faster revenue growth. UBS 2004
study found that serial acquirers exhibited more conservative financial policies,
providing increased financial strength to support business growth. It observed slightly
higher liquidity in serial acquirers relative to other acquirers (16% cash to sales
versus 10%). It found similar financial leverage but stronger credit quality (58%
investment grade versus 21%). Serial acquirers maintained lower dividends and share
repurchase program levels, likely due the availability of reinvestment opportunities
(28% dividend payout ratios, 1.0% dividend yields, 0.9% share repurchase yields).

In short the reasons for failure can be summarised as follows. First of all, there is the
overestimation of positive effects, the acquiring company has too high expectations
and pays an excessive premium. Another reasons is the lack of management
prudence, managers take too high risks and expose their companies to these market
risks. The incapability to overcome practical challenges is another reason for failure
followed by the loss of revenue momentum. Furthermore, mergers can fail due to

intercultural differences, when different firm cultures collide or through an

overextension of the company.

Of course, the question remains, do mergers really fail so often? The results are
contradictory. Studies by Andrade et al (2001) investigate in gains from a merger to
acquirers, targets and combined firms in the announcement-period. Based on statistical
results where we find statistically significant values for the 'combined' row during the
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period of 1973-98 except for the 1970s, they conclude that “mergers seem to create
value for shareholders overall, but the announcement-period gains from mergers
accrue entirely to the target firm shareholders.” Hence, it may not be accurate to
claim that mergers generally fail to create shareholders' wealth. Whereas surveys by
KPMG, TABC Research Foundation, McKinsey & Co., A.T. Kearny, Business Week,
Fortune, American Customer Satisfaction Index and UBS give a complete different
picture. Nevertheless, having evidence based on short-run is not sufficient to evaluate
overall effects of a merger. Even so, carrying out a similar analysis for abnormal
returns in the long run is much more complicated. The majority of research suggests
that mergers do not create long-run gains but there are also some studies suggesting
otherwise. Andrade et al claim, however, that no one has provided a convincing way

to study this issue. In fact, this area is still open to further investigation today.

One final question that still remains to be answered is when do these mergers fail?
According to Harvard Business School (Adolph et al, 2006), most mergers (2/3%) fail
at the execution stage. BA&H, 2001, and 2003, in their study also confirm this.
DaimlerChrysler, for example, neglected early on to establish a proper set of guiding
principles based on the merger's strategic intent, and then continued to misfire by
failing to align leadership and integrate the cultures of the two organizations. These
execution-related failures can be avoided. To do so, one needs to establish a program
integration team early in the process that can respond to the execution risks inherent
in all transactions. The Harvard study says that execution related failures could be
avoided in paying attention to the “nine deadly sins”. These nine deadly sins can
cause the failure of a merger. These sins (risks) are: No guiding principles, no ground
rules, not sweating the details, poor stakeholder outreach, overly conservative targets,
integration plan not explicitly in the financials, cultural disconnect, keeping
information too close, and allowing the wrong changes to the plan.

At the same time, BA&H , 2003 comes up with the ten best practices based on the
biggest “spread” between high and low success companies, which are in descending
order of criticality: 1) Appoint strong executive to clearly lead the integration process.
2) Compress change duration by taking bold strokes early. 3) Provide for real
incentives to reach targets. 4) Set out credible milestones and maintain pressure for
progress. 5) Move quickly with regard to personnel changes 6) Build a robust plan
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detailing integration activities. 7) Emphasize the transfer of critical capabilities to
capture value. 8) Ensure senior management involvement in integration activities. 9)
Adopt best practices in key functions from either company or external source. 10)
Get task forces (with people from both companies) interacting as soon as possible.

Conclusion

Motives for mergers are various, ranging from ones based on classic assumption of
profit maximization to managers' self-interests and exogenous factors. It is assumed
that mergers usually occur for a combination of reasons. Even so, it is worth pointing
out that some factors have a greater impact on a certain type of mergers. For
instance, the diversification motive may account more for conglomerate mergers than
the motive to increase market share within the industry, which is more important for
horizontal mergers. Similarly, there are a number of reasons for frequent failure of
mergers to create values for shareholders, especially, of acquiring firms. Of those, the
problem of adverse selection seems to be neglected by decision-makers frequently.
Factors leading to overvaluation of target firms seem to make it even more difficult
for combined firms to run business profitably.

Companies who want to engage in a merger or acquisition should plan their steps
carefully. First of all, they should try to find the best suitable target company. They
should calculate the possible resulting synergies and risks. Furthermore, the acquiring
company should calculate the highest possible premium to be paid. With the help of
the different valuation methods, it should valuate the company worth. Finally, the
acquirer should pay attention to the criteria mentioned in this note and avoid the nine
deadly sins. At the same time, should ensure that the ten best practices based on the
biggest “spread” between high and low success companies, are in descending order of
criticality are followed.
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STRATEGIC HUMAN RESOURCE MANAGEMENT IN A
CHANGING AND TURBULENT ENVIRONMENT : ALIGNING
HRM PRACTICES WITH BUSINESS STRATEGY

Agna Fernandez*

ABSTRACT

The primary objective of this paper is to highlight the proactive role the HR
function of an organization has to shoulder in an increasingly turbulent
environment. It should stop being reactive and frame policies consistent with
strategy. The HR department should be able to build critical organizational
capabilities that can provide a competitive edge. Focusing on emerging knowledge
and skills should be the prerogative while identifying staffing needs. Alignment of
staffing to changing business needs requires more than ever the alignment of
business strategy with human resource strategy. Staffing practices must move
beyond matching individuals to immediate job requirements, and begin considering
what skills, aptitudes, and behavioral styles are most compatible with future
organizational objectives and directions. The successful implementation of a
business strategy requires a unique set of employee behaviors and attitudes and a
set of human resource policies that will bring out those.

Introduction :

Speed of technological innovation, increasing global competitiveness, increasing
customer choice and increasing shareholder demands mandate that firms must
innovate and improve to stay alive and prosper ( Ulrich & Brockbank,2005). Amidst
this, there is an increasing need for the HRM function to be proactive in
organizations. Developing an integrative business strategy - human resource linkage
requires a concentrated and multi-dimensional effort. If developed in its true spirit it
will help in bringing about a fit between internal capabilities and marketplace needs.
The strategic proactive dimension of HR will be evident when it succeeds in creating
value than its competitors (Brockbank,1999) . It will be manifested in a great
measure when HR can dictate competitive rules and command monopoly position.
HR will be recognized as proactive only when the organizations acknowledge the
importance of people to the business by including them in the very philosophy of the
company .Strategically reactive HR helps implement business strategy. As noted by
(Buller ,1998 )“HR reacts to strategic initiatives but does not influence them, and
although the firm's top managers believe that HR is important to the success of the
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business, they do not see HR as a strategic business partner.”To be strategically
proactive HR needs to contribute to different functional areas. In a scenario of
escalating competition and lesser corporate resources all functions are asked to
produce tangible evidence of the value they add and the contribution they make to
the growth of the organization (Yeung & Berman, 1997). If HR can help build
critical organizational capabilities it can stand test to its proactive role and help offer
meaningful and measurable contributions to an organizations development. This can
best be done by linking external human requirements with internal capabilities.
People are identified in such organizations as the drivers of growth and this result in
translating soft business issues into hard business results (Yeung & Berman, 1997).
Different businesses need different people. Focusing on emerging knowledge or skills
required for future success will enhance the competitive advantage of the firm. A
conscious attempt has to be made to link HR policies and strategy. Take for example
the compensation system. If it's focus is on attracting and selecting employees who
posses the requisite skills and need no training then compensation systems will be
geared towards rewarding short term results only. This myopic perspective is the
malady afflicting many organizations. In a rapidly changing environment, the staffing
policies should be forward looking, framed to recruit talent that can be easily mouled
to meet the complexities that confront them. Strategic role of the HR department will
come into sharp focus when they begin to address increased complexity in their
internal and external environment. The HR practices should be driven by the needs
of the external environment. These days we can attribute the decline in global
competitiveness in part to the neglect of human capital Hitt, et al.(1994). One
instance has been the decline in the allocation of funds for training and development
activities. There has been a reduction of investment to develop human resources too.
HR has moved from being operationally reactive to being strategically proactive
Yeung et al.(1996). It is in instances as this that the HR team needs to be at the
forefront, taking decisions that enrich the human resources of the organization, build
the required competencies that help them confront change both from within and
external to the organization. The strategic role of the HR becomes more pronounced
in transforming the perspective of organizations to treat employees as worthwhile
investment instead of as cost. Strategic HRM in this context will involve adjusting
personnel systems to organizational needs and also the complex processes that
integrate strategy-structure-culture and change (Henry & Pettigrew,1992).

Vidyasagar University Journal of Commerce

68



Mrs. Agna Fernandez

Shift of emphasis towards people development:

The decline in internal boundaries with the dismantling of functional barriers and
greater decentralization has infused greater flexibility in organizations. The shift
towards better resource management, need to monitor costs closely and the emergence
of SBU's might require bringing people across functions together or through cross-
boundary relationships. The challenge for organizations is to evolve strategies, which
are in line with international challenges and manage human resources in this context.
An integrative linkage should be established with strategic planning and HR
functions. These companies have mission statements that support business strategy
and strongly work under the assumption, that new businesses require different kinds
of people with different skills and a different performance ethic.

Staffing actions typically include:

O Recruiting and developing the talent required to meet future capability
requirements.

O Adjusting overall staffing and associated costs to match business requirements

0O Assessing talent in an organization to the highest value work that they can
perform

O Enhancing capacity of talent to perform higher work value through, training ,
education and job related development

O Retraining redeploying, or(decruiting) employees capabilities who are not likely to
fit future needs, in a way that is fair and respectable” (Bechet & Walker,2002)

The staffing function can play a vital role in helping companies attract and retain
top talent who can provide a competitive edge. Attention and care devoted to staffing
can help companies gain a competitive advantage. Staffing practices must move
beyond matching individuals to immediate job requirements, and begin considering
what skills, aptitudes, and behavioral styles are most compatible with future
organizational objectives and directions. The development of aggregate human level
capital and measurement of their effectiveness, derived from individual differences
should be the focus of SHRM (Polyhart,2006). Focus on traditional recruitment and
selection practices is unlikely to increase strategic value. The recruitment drives of
companies should be aligned to business strategy and focus should be on diversity ,
and acquiring the best talent at all levels through a deviation from nonconventional
sources. As Stephen Jobs of Apple computers once noted , "Innovation has nothing to
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do with how many R&D dollars you have . . . . It's not about money. It's about the
people you have, how you're led, and how much you get it." An analysis of 136
non-financial companies by these authors demonstrated that along with other factors
such as size , industry and even profits, the value the firm placed on human
Resources , the way it rewarded its people were significantly related to profitability(
Pfeffer & Veiga, 1998). If people are to be considered as a source of competitive
advantage then each and every one of them should be treated as valuable from an
organizations point of view. This contradicts with the present dynamic scenario where
the dynamic business environment makes organizations to adopt 'buy HR strategies'.

In the words of Clieaf (1992) “Strategic leadership is determined by three business
drivers. These drivers are the intended business strategy, the stage of organizational
development and complexity of the business, and the critical success factors. In order
to become linked to the future needs of the business, executive search and executive
resource planning must be aligned with these business drivers and the organization's
mission.”

Effective selection criteria:

Alignment of staffing to changing business needs requires more than ever the
alignment of business strategy with human resource strategy. The strategic human
resource perspective indeed supports the alignment of HRM functions and activities
with the overall strategic goals of the organization Ferris et al.(1999). The same
authors said, that in highly turbulent environment as we are in right now flexibility
of HRM systems is very crucial for achieving fit of employee and organizational
capabilities. HRM practices and systems that endow the firm with capabilities to adapt
fast to changing environments should be considered. A firms recruiting decisions must
bring about a globally integrated work-force and recruit people who are capable of
creating cultural synergy.(Adler & Bartholomew:1992) Job analysis- a procedure that
captures the behaviors and activities performed by present incumbents of the job must
reflect more than immediate job requirements. Miles and Snow outline how variations
in product market strategies are also likely to evolve into differences in the dominant
organizational coalitions, so that, for instance, effective human resource departments
in defender firms are likely to allocate more of their resources to identifying and
nurturing production and finance specialists than are human resource departments in
other types of organizations (Olian &Rynes,1984).

Organizations which are more innovative and want to be the first to innovate and
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be in the market they may hire more experienced individuals with a high tolrance for
ambiguity and willingness to take risks. Differences in strategy, structure and work
processes will influence the knowledge skills and abilities sought in the staffing
process. Standardized mechanisms will not be of use in rapidly changing
environments. When firms are organized into project teams hiring decisions are more
likely to be made by groups than by individuals. This may require more involvement
of the line managers. The results of a study suggest that the staffing practices of top
management be tied to the nature of the business because different aspects of
business demand different behaviors from the individuals running them (Schuler &
Jackson, 1987). True to this statement, an innovative competitive strategy , may entail
selecting highly skilled individuals, giving employees more space to take their own
decisions, investing more in human resources. A study on the changing skills and
knowledge of the IS profession highlighted the need to first identify the forces that
have driven the changes. The results of that study identified the following 1) the
changing technologies 2) the changing business environment 3) the changing role of
IS in organizations (Lee & Trauth, 1995) . SHRM will have to develop measures for
different types of critical Knowledge and skills required in alignment with business
strategy. There is also an increasing need today to align each and every functional
department with business problems so that everyone has at a particular point of time
a common challenge to confront. This leads us to conclude that with changing
knowledge and skill requirements there has to be a change in the staffing policies
too! The use of effective staffing practices might benefit most organizations regardless
of varying internal and external contingency factors( Schuler and Jackson:1987) . An
organization will be at a high risk if a highly skilled executive is hired but this
individual does not have the motivation, values and cognitive power to integrate
organizational development with business complexity(Clieaf,1992).

Developing employee role behavior for competitive strategies

Another area which justifies the need to link HRM practices and competitive
strategy arises out of the lacuna to develop other role behaviors than knowledge skills
and attitude's required on the job. Lets evaluate the employee role behaviors for a
competitive strategy of innovation and the corresponding HRM practices adapted
from Schuler & Jackson(1987)
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Employee Role Behavior Employee profile

a high degree of creative behavior Selecting highly skilled individuals

a longer-term focus Greater investment in human resources

a relatively high level of Job designs that foster team work

cooperative interdependent behavior

a moderate degree of concern Setting standards

for quality

a greater degree of risk taking Giving employees more discretion
a high tolerance of ambiguity and allowing and even rewarding
unpredictability occasional failure

Source : Schuler & Jackson:1987

This exhibit tends to highlight the fact that a strategy of innovation has significant
implications for Human Resource Management. It involves a conscious attempt to
rethink previously held beliefs about job classifications by making it more flexible
and enriching (Schuler & Jackson,1987). SHRM is called upon today to detect trends
and signals early enough regarding the state of organizational effectiveness compared
to the increasing competition new measurements for human capital, employee
retention, and self-commitment have to be provided (Svoboda & Scroder:2001). For
this the need of the hour is the creation of HR leaders who can work in a
challenging business environment , requires improving its image as an employer of
choice. A transformation of the HR function requires a radical upgrading of talent of
HR professionals too as we move towards a boundary less globally linked
organizational model. In the face of global competition the focus is on soft issues
with greater emphasis on creativity, speed and innovation. In this scenario the
orientation has shifted to the drivers of the top line and the emphasis is on values,
culture, vision, leadership style and risk taking behavior (Kedia & Mukher;ji,1999).
The successful implementation of a business strategy requires a unique set of
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employee behaviors and attitudes and a set of human resource policies that will bring
out those(Arthur,1994). In a survey of 50 firms by Adler & Bartholomew(1992), it
was found that the firms found themselves to be global on overall business strategy ,
financial systems, production operations and marketing except Human Resource

Systems

This brings us again to an important question : How capable are a firms' human
resource systems of recruiting, developing, retaining and using globally competent
managers and executive? HR must move beyond traditional services towards
decisions about human capital. One implication is that of talent segmentation-
identifying where human capital makes the biggest difference to strategic success
(Boudreau & Ramstad,2005). Competencies that are forward looking can be used to
translate strategy into job-related and individual skills and behavior that people can
develop and organizations can nurture in support of change Vakola et al.(2007) .As
the culture of life-time employment is slowly giving way, strategic thinking |,
innovation and creativity and business sense are seen as critical requirements for
succeeding in almost any kind of job there arises a need for strategic human resource
management practices, to develop new competencies. Talking about HR value
proposition Ulrich (1998), feels that when HR professionals align practices with the
requirements of the internal and external stakeholders successfully then HR is said to
create value. In terms of a long term sustainable value, an organization's capabilities
are the deliverables from HR's efforts (Ulrich & Brockbank,2005). In a dynamically
competitive environment today , qualities such as efficiency, collaboration, talent and
speed are not the only capabilities an organization may require (Ulrich &
Brockbank,2005). The ability to seek out key executives whose perspectives and
competencies match future needs is rapidly being considered to be strategic
(Clieaf,1992). The phrase strategy and structure (strategy follows people-was coined
by Jack Welsh) follow people have emerged as watchwords in leading organizations .
Employees require new competencies and and perspectives if they are to adapt to a

rapidly changing environment.
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NEW CHALLENGES for SHRM from the literature reviewed

1. Shorter Business Cycles Svoboda &

2. Rise of Network economy Seroder : 2001

3 Increasing rate of Creative destruction

4, Decreasing sustainability of competitive advantages

5. E-Business Shareholder value The Mckinsey

6.  Dissimilar consumer demands } reiesy, AU
7. Talent Management

8. Boundaryless Careers

9. Transferable Portable skills Sullivan.S.E.:1999
10. Career concerns on inter firm transitions

11. Employment relationships

12.  Countries as competitive battlegrounds Kedia &

13. Emphasis on soft issues } Mukherjee: 1999
14.  Heterarchy

15.  Entrepreneurial spirit

16. Subsidiary initiatives ﬁerssli;:gz‘?(zms
17.  Cross-functionalism

18.  Technology

19. Economic & regulatory issues

20. Workforce demographics } BrocUklt::ncr:lk:&zoos
21. GLOBALISATION

Implications for future research:

Arthur (1994) is right in his observations that “empirical evidence demonstrating the
predictive value of the strategic human resource perspective, however, has not been
forthcoming. Conceptual typologies abound in this literature, hut empirically based
taxonomies of human resource strategies are rare. As a result, basic hypotheses
concerning the implications for firm performance that flow from the strategic human
resource perspective have generally not been tested”. Research into Global Human
Resource Management is is difficult to pursue as the fit between culture and strategy
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is difficult to quantify (Kiessling & Harvey,2005). Strategic Global Human Resource
Management, research has become ever more difficult as the focus repeatedly turns to
emerging markets because they constitute the major growth opportunity in the
evolving world economic order. This brings us to an important question , what are
the competencies required for HR professionals. Lot of research articles themselves
focus on the need for a makeover, change and transformation of HR's focus, manner
of functioning and the skills they need to acquire.

Conclusion:

One important lesson that can be gathered is that Human Resources function will be
looked upon to help deliver superior performance in an environment of change and
turbulence. The influence of HR department will increase as its energies become
more focused on strategic contributions and less on administrative and clerical tasks
Connolly et al.(1997). But the important question is whether the HR professionals can
assume this herculean task and make this strategic contribution. Are they ready and
prepared for a change? In fact a number of top organizations today are enriching the
depth of knowledge in HR to tighten their ties to corporate strategy and to
communicate their ability to effectively steer the organization to the top management
echelon. The goal is to transform HR from a transaction oriented department to one
where HR is working in partnership with managers to solve problems by giving more
accountability.
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ABSTRACT

The overall efficiency is important from the viewpoint of the impact of short-term
liquidity process on the profitability. Management of working capital is always
considered, among others, as the vital factor that decides success or failure of
business enterprises. Profitability of the business may be dependent on many factors
including the adequacy of liquidity level as well as debt-paying ability of a concern
because inadequate level of liquidity impairs profitability. Liquidity-profitability
relationship is linked with the continuance of the appropriate intensity of working
capital. The study aims to provide the reader with appropriate information for
sharper decision-making on liquidity-profitability relationship with the help of

multiple correlations and multiple regression analysis.
Introduction :

Working capital tenders a common front for profitability and liquidity management.
Management of working capital has obtained an immense importance for accomplishing the
desired goal through 'profitability and liquidity’. The relationship between liquidity and

profitability is one of the most important areas requiring management review.

Liquidity-profitability relationship is associated with the maintenance of the proper level
of working capital. This concept tries to strike a level of liquidity that offers a comfortable
balance of liquidity and profitability, that is to say, the investment of the company in
working capital must be adequate, and neither excess nor less than what it should be. Where
investment in working capital is much in excess of requirement, it will no doubt impair the
firm's profitability. On the other hand, less than adequate investment in working capital will
tell upon the profitability of the firms through impaired liquidity. Therefore, it may generally
be assumed that there is always a negative relationship between the two. But it is not true in
all the cases. The existence of a linear relationship, though not continuous, between
profitability and liquidity corresponding to the holding of current assets at least up to a

certain level by firms, is not an impracticable proposition.
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Steel industry is the back-bone of economic growth of any country. Economic
liberalization in 1991 initiated to make rapid economic development, marked the emergence
of several domestic players in this space. Private investment flowed into the sector, adding
fresh capacities. The private sector produced 59 per cent of the crude steel in 2005. India
occupied the eighth position in terms of worldwide crude steel output. India's per capita steel
consumption is low at 30 kg compared to global standards for developed countries at 400 to
500 kg. The Indian steel industry comprises producers of finished steel, semi-finished steel,
stainless steel and pig iron. The private sector controls almost two-thirds of the steel market,

while the public sector producers have the remaining one-third market share.

In this paper an effort has been made to make a study of Indian private sector steel
Industry for assessing the impact of working capital policies & practices on profitability
during the period 1997-98 to 2005-06. The impact of working capital policies on profitability
has been examined by computing multiple correlation and regression analysis between

profitability ratio and some key working capital policy indicator ratios.

Objectives of the Study

The main objective of the present study is to make a study on the efficiency of the
management of working capital in operating selected private sector Iron and Steel enterprises
in India. More specifically, it seeks to dwell upon mainly the following issues:

[0 To observe the key variables that are responsible for low-level of profitability;
U To explore the liquidity-profitability relationship.
Methodology of the Study

The Centre for Monitoring Indian Economy (CMIE) makes every year a study of private
and public sector companies operating in India. In 2005-06, it made a similar study based on
140 private and public steel companies operating in India. Out of 140, total 136 private
sector steel companies are taken as the population for the study. From the 136 steel
companies we selected 27 companies (20 per cent of the population). The simple random
sampling without replacement was done on these 27 companies. 10 companies are rejected
through sampling and the remaining 17 companies were then approached based on the
information available from the website of the Department of Company Affairs to supply
annual
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Sample Design based on Simple Random Sampling

without Replacement

SI. Selected Companies Random Sampling Status | Replacement
No. 2 Digit For Number
Random above 27,
No. (Remainder when
divided by 27)

1. | AHW Steel Ltd. 97 16 -- No
2. | Aditya Ispat Ltd 87 06 -- No
3. | Bhushan steel Ltd. 37 10 -- Yes
4. | Essar Steel Ltd. 92 11 -- No
5. | Gangotri Iron & Steel Co Ltd 52 25 -- No
6. | Hisar Metal Inds. 41 14 -- No
7. | Ispat Inds Ltd 05 05 -- Yes
8. | JSW Steel Ltd. 56 02 -- Yes
9. | Jai Corp Ltd. 70 16 Rejected --
10. | Juhi Alloys. 70 16 Rejected --
11. | Kalyani Steel Ltd 07 07 -- Yes
12. | Kamdhenu Ispat 86 05 Rejected --
13. | Llyods Steel Inds Itd 74 20 -- Yes
14. | Mahindra Ugine Steel Co Ltd 31 04 -- Yes
15. | Mark steel 71 17 -- No
16. | Mukand Ltd. 57 03 -- No
17. | National Steel & Agro Inds Ltd. 85 04 Rejected --
18. | Omex Steels. 39 12 -- No
19. | Panchmahal Steel 41 14 Rejected --
20. [ Real Strips 18 18 -- No
21. | Sharada Ispat 44 17 Rejected --
22. | Sunflag Iron & Steel Co Ltd 79 25 Rejected --
23. | Tata Steel Ltd. 13 13 -- Yes
24. | Tulsyn NEC Ltd. 97 16 Rejected --
25. | Unison Metals 84 08 Rejected --
26. | Uttam galva Steel Ltd. 35 08 -- No
27. | Vijaya Steels 35 08 Rejected --

reports for the year ended 31" March 2006. Out of the 17, only 7 responded favorably and the
remaining 10 did not respond in spite of several reminders.
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The Efficiency Analysis of selected Private sector steel companies in India is thus
based on 7 companies whose annual reports are available. This represents 5.15 per
cent of the population. An average response rate of 43.3 per cent which, going by
the general experience of data collection in India (B. Banerjee, 2005) may be
considered satisfactory. Therefore, we select seven private sector steel companies
operating in India in the present study i.e., (i) Bhusan Steel Ltd. (ii) Ispat Industries
Ltd. (ii1) J S W Steel Ltd. (iv) Kalyani Steels Ltd. (v) Mahindra Ugine Steel Co Ltd.
(vi) Lloyds Steel Inds Ltd. and (vii) Tata Steel Ltd.

The study is based on the secondary data obtained from the audited balance
sheets and profit & loss accounts and also the annual reports of the respective
companies. Besides, the facts, figures and findings advanced in similar earlier studies
and the government publications are also used to supplement the secondary data.

The study relates to a period of 9 years, starting from 1997-98 and ending on
2005-06. In the course of analysis in this study, accounting techniques include ratio
analysis, while among statistical technique the multiple correlations and multiple
regression analysis, co-efficient of determination (R’) have been applied. The use of
the technique has been made in the light of the requirement of the analysis.

Findings of the study

To assess liquidity-profitability relationship of selected steel companies, relevant
ratios namely, current ratio (CR), liquid ratio (LR), absolute liquid ratio (ALR), debt-
equity ratio (DER), age of inventory (AOI), age of debtors (AOD) and age of
creditors (AOC) and the most popular profitability ratio, best indicator of overall
profitability of the business, return on capital employed (ROCE) have been taken.

An attempt has been made to examine combined impact of liquidity indicators on
profitability through the sophisticated statistical techniques. Accordingly, multiple
correlation and multiple regression techniques have been applied to study the joint
influence of the selected ratios indicating company's liquidity position and
performance on the profitability and the regression coefficients have been tested with
the help of the most popular 't' test. In this study, CR, LR, ALR, DER, AOI, AOD
and AOC have been taken as the independent variables and ROCE has been used as
the dependent variable. The regression model used in this analysis is ROCE = a +
b,CR + b, LR + b, ALR + b,DER + b; AOI + b, AOD + b, AOC where a, b, b,, b,
b,b, b, and b, are the parameters of the ROCE line.

Vidyasagar University Journal of Commerce

80



Dr. Amalendu Bhunia & Sri Bidhan Brahma

An extreme variation could be explained as the effect of change in demand,
pricing policy, environment, etc. which have not been explained in the study, in
addition to the effect of the variables considered in the study.

An assessment of liquidity-profitability relation on the basis of multiple
correlation, multiple regression analysis and co-efficient of determination of the
selected companies under the study is given below company-wise.

Joint Impact of Liquidity Indicators on Profitability of Bhushan Steel Ltd.

Results of Multiple correlations and multiple regression analysis of Bhushan Steel
Ltd. have been shown in Table 1.

Table 1: Multiple Correlations and Multiple Regression Analysis of Bhushan
Steel Ltd.

Details a/b i Std. Error t value Significance

Constant 17.728 43.088 0.411 0.752 R = 0.963

CR 0.485 7.656 0.063 0.960

LR 14.736 11.990 1.229 0.435 R’=0.926
ALR (-) 106.605 104.413 (-) 1.051 0.484

DER (-) 1.893 9.983 (-) 0.190 0.881 Adj.R>=0.411
AOI (-) 0.222 0.599 (-) 0.370 0.774

AOD (-) 0.151 0.125 (-) 1.212 0.439 Std. Error of
AOC 0.184 0.307 0.598 0.657 the R=1.81471

Table 1 explains the strength of relationship between the dependent variable, ROCE and all
the independent variables taken together and the impact of these independent variables on the
profitability. It was observed that increase in CR by one unit; the ROCE increased by 0.485
units that were statistically significant at 1 per cent level. When LR increased by one unit,
the ROCE increased by 14.736 units, which was statistically significant at 1 per cent level.
However, when ALR increased by one unit, the ROCE of the company decreased by 106.605
units though the influence of ALR on ROCE was very significant. However, when DER
increased by one unit, the ROCE of the company decreased by 1.893 units though the
influence of DER on ROCE was very significant. Again, three important indicators of
liquidity, AOI, AOD and AOC, increased by one unit, ROCE decreased by 0.222 units and
0.151 units in case of AOI and AOD and increased by 0.184 units in case of AOC
respectively which was statistically at 1 per cent level.

The Multiple correlation coefficients between the dependent variable ROCE and the
independent variables CR, LR, ALR, DER, AOI, AOD and AOC taken together were 0.963.
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It indicates that the profitability was highly responded by its CR, LR, ALR, DER, AOI, AOD
and AOC. It is also evident from the value of R* that 92.60 per cent of variation in ROCE
was accounted by the joint variation in CR, LR, ALR, DER, AOI, AOD and AOC.

Joint Impact of Liquidity Indicators on Profitability of Ispat Industries Ltd.

Result of the multiple correlations and multiple regression analysis of Ispat Industries Ltd
have been tabulated in Table 2.

Table 2 depicts the relationship might between the dependent variable, ROCE and all the
independent variables taken together and the impact of these independent variables on the
profitability. It was observed that increase in CR by one unit, the ROCE increased by 20.23
units that was statistically significant at 1 per cent level. For one unit increase in LR, the
profitability of the company decreased by 27.348 units, which was statistically significant at 1
per cent level. However, when ALR increased by one unit, the ROCE of the company
decreased by 20.091 units though the influence of ALR on ROCE was very significant.
However, when DER increased by one unit, the ROCE of the company decreased by 0.103
units though the influence of DER on ROCE was very significant. Again, when three
important indicators of liquidity, AOI, AOD and AOC, increased by one unit, ROCE
increased by 0.117 units and 0.032 units in case of AOI and AOC and decreased by 0.123
units in case of AOD retrospectively which was statistically significant at 1 per cent level.

Table 2: Multiple Correlation and Multiple Regression Analysis of Ispat Inds
Ltd.

Details a/b i Std. Error t value Significance
Constant | (-) 5.034 14.422 (-) 0.349 0.786 | R =10.974
CR 20.233 32.873 0.615 0.649
LR (-) 27.348 62.416 (-) 0.438 0.737 | R’=0.948
ALR (-) 20.091 22.464 (-) 0.894 0.535
DER (-) 0.103 0.448 (-) 0.229 0.857 Adj.R2=0.411
AOI (-) 0.117 0.421 0.278 0.827
AOD (-) 0.123 0.172 (-) 0.715 0.605 | Std. Error of
AOC 0.032 0.105 0.310 0.809 | the R=3.31384

The Multiple correlation coefficients between the dependent variable ROCE and the
independent variables CR, LR, ALR, DER, AOI, AOD and AOC taken together were 0.974.
It indicates that the profitability was almost perfectly influenced by its CR, LR, ALR, DER,
AOI, AOD and AOC. It is also evident from the value of R’ that 94.8 per cent of variation
in ROCE was accounted by the joint variation in CR, LR, ALR, DER, AOI, AOD and AOC.

Joint Impact of Liquidity Indicators on Profitability of J S W Steel Ltd.
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Result of the multiple correlations and multiple regression analysis of JSW Steel Ltd. have
been depicted in Table 3.

The relationship between the dependent variable, ROCE and all the independent variables
taken together and the impact of these independent variables on the profitability, which is
shown in Table 3. It was observed that increase in CR by one unit; the ROCE increased by
10.367 units that were statistically significant at 1 per cent level. For one unit increase in LR,
the profitability of the company decreased by 49.069 units, which was statistically significant
at 1 per cent level. However, when ALR increased by one unit, the ROCE of the company
decreased by 20.850 units though the influence of ALR on ROCE was very significant.
However, when DER increased by one unit, the ROCE of the company decreased by 0.625
units, which was statistically significant at 1 per cent level. Again, three important indicators
of liquidity, AOI, AOD and AOC, increased by one unit, ROCE decreased by 1.187 units,
0.001 units and 0.031 units respectively, which was statistically at 1 per cent level.

Table 3: Multiple Correlations and Multiple Regression Analysis of JSW Steel
Ltd.

Details a/b i Std. Error t value Significance

Constant 37.107 79.234 0.754 0.589 R =0.939

CR 10.367 31.431 0.330 0.797

LR (-) 49.069 93.699 (-) 0.524 0.693 R’= 0.882
ALR (-) 20.850 376.204 (-) 0.055 0.965

DER (-) 0.625 0.894 (-) 0.699 0.612 Adj.R>=0.056
AOI (-) 1.187 1.498 (-) 0.792 0.574

AOD (-) 0.001 0.002 (-) 0.398 0.759 Std. Error of
AOC (-) 0.031 0.074 (-) 0.424 0.745 the R=10.9500

The Multiple correlation coefficients between the dependent variable ROCE and the
independent variables CR, LR, ALR, DER, AOI, AOD and AOC taken together were 0.939.
It indicates that the profitability was perfectly responded by its CR, LR, ALR, DER, AOI,
AOD and AOC. It is also evident from the value of R’ that 88.2 per cent of variation in
ROCE was accounted by the joint variation in CR, LR, ALR, DER, AOI, AOD and AOC.

Joint Impact of Liquidity Indicators on Profitability of Kalyani Steel Ltd.
Multiple correlations and multiple regression analysis of Kalyani Steel Ltd. have been

tabulated in Table 4.

Table 4, clears the strength of relationship between the dependent variable, ROCE and all the
independent variables taken together and the impact of these independent variables on the

profitability. It was observed that increase in CR by one unit; the ROCE decreased by 26.881
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units that were statistically significant at 1 per cent level. When LR increased by one unit,
the ROCE decreased by 2.707 units, which was statistically significant at 1 per cent level.
However, when ALR increased by one unit, the ROCE of the company increased by 18.372
units though the influence of ALR on ROCE was very significant. However, when DER
increased by one unit, the ROCE of the company decreased by 30.286 units though the
influence of DER on ROCE was very significant. Again, three important indicators of
liquidity, AOI, AOD and AOC, increased by one unit, ROCE decreased by 0.135 units and
0.113 units in case of AOI and AOD and increased by 0.161 units in case of AOC

respectively which was statistically at 1 per cent level.

Table 4: Multiple Correlations and Multiple Regression Analysis of Kalyani Steel
Ltd.

Details a/b i Std. Error t value Significance

Constant 63.387 102.271 0.620 0.647 R = 0.948

CR (-) 26.881 23.150 (-) 1.161 0.453

LR (-) 2.707 95.079 (-) 0.028 0.982 R’= 0.898
ALR 18.372 120.531 0.152 0.904

DER (-) 30.286 51.328 (-) 0.590 0.661 Adj.R*=0.183
AOI (-) 0.135 2.244 (-) 0.060 0.962

AOD (-) 0.113 0.289 (-) 0.391 0.763 Std. Error of
AOC 0.161 0.125 1.291 0.420 the R=7.68674

The Multiple correlation coefficients between the dependent variable ROCE and the
independent variables CR, LR, ALR, DER, AOI, AOD and AOC taken together were 0.948.
It indicates that the profitability was highly responded by its CR, LR, ALR, DER, AOI, AOD
and AOC. It is also evident from the value of R* that 89.80 per cent of variation in ROCE
was accounted by the joint variation in CR, LR, ALR, DER, AOI, AOD and AOC.

Joint Impact of Liquidity Indicators on Profitability of Lloyds Steel Inds Ltd.

Result of the multiple correlations and multiple regression analysis of Lloyds Steel Inds Ltd.

have been depicted in Table 5.
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Table S: Multiple Correlations and Multiple Regression Analysis of Lloyds Steel
Inds Ltd.

Details a/b i Std. Error t value Significance

Constant 274.092 575.876 0.476 0.717 |R =0.814

CR (-) 588.346 1336.659 (-) 0.440 0.736

LR 881.221 2346.157 0.376 0.771 |R’= 0.662

ALR 5803.831 9840.534 0.590 0.661

DER 22.861 44.725 0.511 0.699 |Adj.R’=(-)1.701
AOI (-) 24.842 44.579 (-) 0.557 0.676

AOD (-) 0.077 0.326 (-) 0.237 0.852 |[Std. Error of
AOC 0.180 0.726 0.248 0.845 |the R=24.42945

Table 5 shows the strength of relationship between the dependent variable, ROCE and all the
independent variables taken together and the impact of these independent variables on the
profitability. It was observed that CR increase by one unit; the ROCE decreased by 588.346
units that were statistically significant at 1 per cent level. When LR increased by one unit,
the ROCE increased by 881.221 units, which was statistically significant at 1 per cent level.
However, when ALR increased by one unit, 5803.831 units also increase the ROCE of the
company though the influence of ALR on ROCE was very significant. However, when DER
increased by one unit, 22.861 units also increase the ROCE of the company though the
influence of DER on ROCE was very significant. Again, three important indicators of
liquidity, AOI, AOD and AOC, increased by one unit, ROCE decreased by 24.842 units and
0.077 units in case of AOI and AOD and increased by 0.180 units in case of AOC
respectively which was statistically at 1 per cent level.

The Multiple correlation coefficients between the dependent variable ROCE and the
independent variables CR, LR, ALR, DER, AOI, AOD and AOC taken together were 0.814.
It indicates that the profitability was almost perfectly influenced by its CR, LR, ALR, DER,

AOI, AOD and AOC. It is also evident from the value of R’ that 66.2 per cent of variation
in ROCE was accounted by the joint variation in CR, LR, ALR, DER, AOI, AOD and AOC.

Joint Impact of Liquidity Indicators on Profitability of Mahindra Ugine Steel Co Ltd.

Result of the multiple correlation and multiple regression analysis of Mahindra Ugine Steel
Co Ltd. have been tabulated in Table 6.
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Table 6: Multiple Correlations and Multiple Regression Analysis of Mahindra
Ugine Steel Co Ltd.

Details a/b i Std. Error t value Significance

Constant 106.861 82.843 1.290 0.420 | R =0.9984
CR (-) 6.740 42.593 (-) 0.158 0.900

LR 108.121 43.458 2.488 0.243 | R>= 0.995
ALR (-) 307.929 267.118 (-) 1.153 0.455

DER () 21.118 11.857 (-) 1.781 0.326 | Adj.R’=0.962
AOI (-) 1.703 0.903 (-) 1.886 0.310

AOD (-) 0.506 0.697 (-) 0.726 0.600 [ Std. Error of
AOC (-) 0.530 0.322 (-) 1.649 0.347 | the R=5.25658

Table 6 shows the strength of relationship between the dependent variable, ROCE and all the
independent variables taken together and the impact of these independent variables on the
profitability. It was observed that increase in CR by one unit; the ROCE decreased by 6.740
units that were statistically significant at 1 per cent level. When LR increased by one unit,
the ROCE increased by 108.121 units, which was statistically significant at 1 per cent level.
However, when ALR increased by one unit, the ROCE of the company decreased by 307.929
units though the influence of ALR on ROCE was very significant. However, when DER
increased by one unit, the ROCE of the company decreased by 21.118 units though the
influence of DER on ROCE was very significant. Again, three important indicators of
liquidity, AOI, AOD and AOC, increased by one unit, ROCE decreased by 1.703 units, 0.506
units and 0.530 units respectively, which was statistically at 1 per cent level.

The Multiple correlation coefficients between the dependent variable ROCE and the
independent variables CR, LR, ALR, DER, AOI, AOD and AOC taken together were 0.998.
It indicates that the profitability was highly responded by its CR, LR, ALR, DER, AOI, AOD
and AOC. It is also evident from the value of R* that 99.5 per cent of variation in ROCE
was accounted by the joint variation in CR, LR, ALR, DER, AOI, AOD and AOC.

Joint Impact of Liquidity Indicators on Profitability of Tata Steel Ltd.

Result of the multiple correlations and multiple regression analysis of Tata Steel Ltd. have
been tabulated in Table 7.
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Table 7: Multiple Correlation and Multiple Regression Analysis of Tata Steel Ltd.

Details a/b i Std. Error t value Significance
Constant 368.747 56.443 6.553 0.097 |R =0.999
CR 55.506 25.772 2.154 0.277
LR (-) 230.482 83.460 | (-) 2.762 0.221 |R*= 0.998
ALR 40.476 47.959 0.844 0.554
DER (-) 94.083 16.771 | (-) 5.610 0.112 Adj.R220.985
AOI 3.143 0.666 4.717 0.133
AOD 1.066 0.394 2.709 0.225 |[Std. Error of
AOC (-) 4.017 0.722 | (-) 5.565 0.113 |[the R=2.55793

The strength of the relationship between the dependent variable, ROCE and all the
independent variables taken together and the impact of these independent variables on
the profitability are given in Table 7. It was observed from the above that an increase
in CR by one unit; the ROCE increased by 55.506 units that were statistically
significant at 1 per cent level. When LR increased by one unit, the ROCE decreased
by 230.482 units, which was statistically significant at 1 per cent level. However,
when ALR increased by one unit, the ROCE of the company increased by 40.476
units though the influence of ALR on ROCE was very significant. However, when
DER increased by one unit, the ROCE of the company decreased by 94.083 units
though the influence of DER on ROCE was very significant. Again, three important
indicators of liquidity, AOI, AOD and AOC, increased by one unit, ROCE increased
by 3.143 units and 1.066 units in case of AOI and AOD and decreased by 4.017
units in case of AOC respectively which was statistically at 1 per cent level.

The Multiple correlation coefficients between the dependent variable ROCE and
the independent variables CR, LR, ALR, DER, AOI, AOD and AOC taken together
were 0.999. It indicates that the profitability was highly responded by its CR, LR,
ALR, DER, AOI, AOD and AOC. It is also evident from the value of R’ that 99.8
per cent of variation in ROCE was accounted by the joint variation in CR, LR, ALR,
DER, AOI, AOD and AOC.

Conclusions of the Study

On the basis of above findings, it is observed that

[l Higher degree of multiple correlations implying the presence of some explained
variables that have led to lower profitability over and above lower liquidity, are in
action for all the companies under study. To remove such problems, internal
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intervention, specifically working capital investment in terms of short-term
liquidity is to be improved.

Appropriate  symphony of working capital components should always be
maintained in which profitability are not affected. It should be prepared through
global steel indexes.

Care should be given to improvement of profitability of the company so that the
management of the companies should maintain appropriate level of inventory,
receivables and cash.

Proper planning and control of cash should improve cash management
performance.
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Introduction :

Globalization is defined as free cross-border flow of goods, services, capital,
labour, information, ideas, and intellectual property. In fact, every thing defined thus,
globalization is more than mere trade reform. Globalization has a descriptive
component, as well as a prescriptive one, with the latter more important than the
former. The former is simply a factual statement. Globalization is the process of
bringing the entire world into the system of division of labor and thus into the
system of social cooperation, of which division of labor is the essence. Its
completion will mark the highest level of division of labor and social cooperation
that it is possible for human beings to achieve, given the size of the world's
population. Broadly speaking, the globalization implies accepting a global outlook. It
is to realized that the concept of globalization can aborted by understanding it in the
wrong manner. Sometimes people tend to reject the idea of globalization for its
future consequences which are perceived in the wrong manner. And this is time when
the professionals are called upon to play their role to bring it all together to give a
complete outlook of it. However, this is a very crucial as well as challenging task for
a professional to be accomplished with. The challenge for the professionals may
depend on the following factors :

[ First, the liberalization and intensely competitive environment;

0 Second, the consumer enjoying wider choices of products and services and the
satisfaction of his growing expectations now inevitably assuming a critical
strategic response of industry;

U Third, unleashing of the discipline of market-determined prices, except where the
system of administered pricing is still prevalent (e.g. petroleum products);

U Fourth, imperatives of productivity drivers in the manufacturing operations and in
the overall corporate culture;
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0 Fifth, the pressures of globalizing prices of almost all industrial products and
consequential compulsions of globalizing profit margins.

U Last, the legal framework that regulates the industrial market.

Objective :

The objective of the paper is:

1) To give an overview of the competitive environment in the globalization period.

2) To show a brief analysis, with the help of few case studies, regarding the anti-
competitive trade practices in the global market.

3) To identify the role of professionals in the competitive world.
The New Era of Competition :

“Survival of the fittest” is the concept in the new regime of competitive environment
today. To be able to survive in the market one has to battle with the competitors.
Those who win will derive the cream of share from the market and losers will be
washed away. The new concept of competition encompasses various fields of
strategies like; joint venture, merger & acquisition, price cartel, promotional strategy,
brand management etc. To obtain the best result a professional has to be technically
correct in these areas. Therefore, he or she has to have a sound knowledge in these
fields. The efficient market economy can only be achieved if the competition in the
market is fair and there should no indulgence for unfair trade practices. The market
should be opened for competition and optimum utilization of resources must be
ensured. So far, the Indian industry was blessed with favourable terms of trade for a
prolonged period. Barring a few exceptional years, the rate of price rise in
manufacturing goods has generally been higher than the general level of inflation.
The prevalence of a seller's market in the wake of endemic shortages of quality
industrial products made this eminently feasible. Of course, there are units in each
and every industry, which are doing well, thereby shoring up the overall corporate
results. The disaggregated performance evaluation, however, brings out the winners
and the losers in the new battle of the competitive market place. However, operations
of a firm are subject to some legal enactments which it should not violate. To bring
about congenial, strong and healthy environment in the market economy India had
introduced the Monopolistic and Restrictive Trade Practices Act in 1969. The
Monopolistic and Restrictive Trade Practices Act, 1969, was enacted
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U To ensure that the operation of the economic system does not result in the
concentration of economic power in hands of few,
To provide for the control of monopolies, and
To prohibit monopolistic and restrictive trade practices.

However, this act had been amended from time to time to incorporate new
concepts so that it could go parallel to the changing circumstances or concepts of
competition. In 2002, the MRTP Act 1969 was repealed by the Competition Act
2002. The new Competition (Amendment) Act 2007 is now regulating in the market.
The new Act seeks to restrict practices like cartels, bid rigging, exclusive supply and
distribution agreements. Due to lack of procession in the clauses of the MRTP Act,
one had to depend on the interpretations of the MRTP commission or courts. This
incongruity was sought to be corrected through the Competition Act.

The objectives of Competition Act are :

1. to prevent practices having adverse effect on competition,
2. to promote and sustain competition in markets,

3. to protect the interests of consumers and
4

to ensure freedom of trade carried on by other participants in markets, in India,
and for matters connected therewith or incidental thereto.

An Overview of the Competition Act :

There are some salient features of Competition Act. The main focusing areas may be
laid down as follows:

1. Prohibition of anti-competitive agreements;

2. Prohibition against abuse of dominant position;

3. Regulation of combinations;

4. Establishment of Competition Commission of India.

Prohibition of Anti-competitive Agreement
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According to Section 3 of the Competition Act “No enterprise or association of
enterprises or person or association of persons shall enter into any agreement in
respect of production, supply, distribution, storage, acquisition or control of goods or
provision of services, which causes or is likely to cause an appreciable adverse effect
on competition within India.” The major attention in this section is to key out the
situation or incident which may have an adverse effect on competition. The section
identifies the following types of agreements which are likely to cause an adverse
effect on competition :

1. Any agreement entered into between enterprises or associations of enterprises or
persons or associations of persons or between any person and enterprise or
practice carried on, or decision taken by, any association of enterprises or
association of persons, including cartels, engaged in identical or similar trade of
goods or provision of services, which

(a) directly or indirectly determines purchase or sale prices;

(b) limits or controls production, supply, markets, technical development,
investment or provision of services;

(c¢) shares the market or source of production or provision of services by way of
allocation of geographical area of market, or type of goods or services, or
number of customers in the market or any other similar way;

(d) directly or indirectly results in bid rigging or collusive bidding;

2. Any agreement amongst enterprises or persons at different stages or levels of the
production chain in different markets, in respect of production, supply,
distribution, storage, sale or price of, or trade in goods or provision of services.

tie-in arrangement;
exclusive supply agreement;
exclusive distribution agreement;

refusal to deal;

NS kW

resale price maintenance.

It is important to note that the MRTP Act 1969 had also covered many of these
agreements under Section 33. But the so called Act failed in many ground to regulate
and control the situations especially where the concentration of power is concerned.
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adverse effect on competition. They are as follows :

a)
b)

creation of barriers to new entrants in the market;

driving existing competitors out of the market;

foreclosure of competition by hindering entry into the market;
accrual of benefits to consumers;

improvements in production or distribution of goods or provision of services;

promotion of technical, scientific and economic development by means of

production or distribution of goods or provision of services.

The Microsoft Case:

How is competition policy applied to the industries in an international arena can be
demonstrated with the Microsoft Case. In June 1990, the Federal Trade Commission
(USA) launched a probe into possible collusion between Microsoft and IBM. In October
1997, the Department of Justice (DoJ) filed a complaint claiming Microsoft had violated
the consent decree by demanding PC makers bundle its Internet Explorer web browser
with their PCs in order to obtain a license for Microsoft's Windows 95 operating system.
The District Court ordered Microsoft to stop forcing PC manufacturers to ship Internet
Explorer with Windows 95. The DoJ charged four specific antitrust violations (i)
unlawful exclusive-dealing arrangements, (ii) unlawfully tying MSIE to Windows 95 and
98, (iii) unlawful maintenance of a monopoly in the PC operating system market, and
(iv) attempted monopolisation of the internet browser market.

The District Court found Microsoft guilty of three antitrust violations. Specifically, it
found that: (i) Microsoft employed anti-competitive means to maintain a monopoly in the
operating system market ;( ii) Microsoft illegally attempted to monopolise the internet
browser market; and (iii) Microsoft unlawfully tied its browser to the operating system.

Abuse of Dominant Position

According to Section 4 of Act No enterprise or group shall abuse its dominant
position. There shall be an abuse of dominant position under sub-section (1), if an

enterprise or a group

a)

directly or indirectly, imposes unfair or discriminatory
i) condition in purchase or sale of goods or services; or

ii) price in purchase or sale (including predatory price) of goods or service; or
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limits or restricts
i) production of goods or provision of services or market therefore; or

ii) technical or scientific development relating to goods or services to the
prejudice of consumers; or

indulges in practice or practices resulting in denial of market access in any
manner; or

makes conclusion of contracts subject to acceptance by other parties of
supplementary obligations which, by their nature or according to commercial
usage, have no connection with the subject of such contracts; or

uses its dominant position in one relevant market to enter into, or protect, other
relevant market.

The following factors should be considered while determining whether an

enterprise is enjoying dominant position :

a)
b)

¢)
d)

e)

f
g)

h)

y)
k)
D

market share of the enterprise;
size and resources of the enterprise;
size and importance of the competitors;

economic power of the enterprise including commercial advantages over
competitors;

vertical integration of the enterprises or sale or service network of such
enterprises;

dependence of consumers on the enterprise;

monopoly or dominant position whether acquired as a result of any statute or by
virtue of being a Government company or a public sector undertaking or
otherwise;

entry barriers;

countervailing buying power;
market structure and size of market;
social obligations and social costs;

relative advantage, by way of the contribution to the economic development, by
the enterprise enjoying a dominant position having or likely to have appreciable
adverse effect on competition;
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m) any other factor which the Commission may consider relevant for the inquiry.

The power to decide on dominant position is vested in the hands of the
Commission, having regard to the factors listed above.

Dominant Position: The Intel Case:

The US Federal Trade Commission (FTC) issued a complaint against Intel (the
computer hardware company) in June, 1998, alleging that Intel sought to maintain its
dominance by, among other things, denying advance technical information and product
samples of microprocessors to Intel's Original Equipments Manufacturers (OEMs)
customers, who develop, manufacture, and sell computer system products such as servers,
workstations, and desktop and portable personal computer. It was also alleged that Intel
was threatening to withhold product from those OEMSs as a means of coercing those
customers into licensing their patented innovations to Intel.

Regulation of Combination :

According to Section 6 of the Act no person or enterprise shall enter into a
combination which causes or is likely to cause an appreciable adverse effect on
comp