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Motivation, Performance and
Satisfaction Among University

Teachers: Comparing Public and Private
Sectors in Pakistan and Malaysia

* Professor, Institute of Clinical Psychology, University of Karachi, Pakistan. E-mail: drseemamunaf@hotmail.com

Seema Munaf *

The research aims to determine the difference in performance, achievement motivation and job
satisfaction of teaching faculties of selected private and public sector higher educational institutions
of Pakistan and Malaysia, which are countries representing South/South-East Asia in
cross-cultural perspective. The sample consisted of 120 Heads of the departments and teaching
faculties of Pakistan (N = 60) and Malaysia (N = 60). With the consent of the Vice Chancellors/
Registrars/Deans of the faculties, the Heads of the Department (HODs) were requested to
rate the performance of their teaching faculty on  University Teacher’s Evaluation Rating
Questionnaire (UTERQ). Then two senior and regular teachers from each teaching faculty of
the department completed Personal Information Form following Costello Achievement Motivation
Scale (CAMS, adapted English version by Misra and Srivastava, 1990) and Job Satisfaction
Scale (Singh and Sharma, 1999). Scoring was made according to the standard procedures as
mentioned in the manuals. In order to treat the scores in statistical terminology, t-test was
applied. The results indicate that when comparison was made separately between private and
public higher educational institutions of Pakistan and Malaysia, the achievement motivation of
teaching faculties of Malaysian private and public sector is higher than that of Pakistan. Similarly,
the performance of public sector Malaysian teaching faculties seems to be better than public
sector Pakistani faculties, although their evaluation mean score fall in the good range. However,
the performance of private sector teachers of Pakistan and Malaysia do not differ. Further
more, Pakistani public sector faculties seems to be more satisfied with their teaching jobs than
Pakistani private sector teachers, although their performance and achievement motivation are
alike. Whereas Malaysian public sector faculties not only seem to perform better than private
sector Malaysian teachers but they are also more satisfied with their teaching profession than
the latter group, regardless of similarity in their achievement motivation.

INTRODUCTION

In higher educational institutions,
teachers play an important role in devel-

opment of motivation in students to strive
for higher grades. Their guidance, sugge-
stions and involvement in administrative
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activities help management of
educational institutions to reach their
goals of accomplishment and having good
national and international standing.

Teachers or any other employee’s
attitude towards their work can be best
measured through their work performance,
achievement, motivation and job
satisfaction. As there are two main types
of higher educational institutions, public
university and private university, the main
focus, especifically in educational research,
is on the grades of students in order to
formulate ranking of particular private or
public sector universities. Whether it is
educational institution or any other
organization, the factors responsible for
better accomplishment of employees are
some what similar. Different theories came
forward to give answer to reasons behind
high and low functioning of the personnel.

What are the factors responsible for
better performance, job satisfaction and
enhancement of achievement motivation
are some of the questions, for which
different theorists came forward to give
answers. Starting from the intrinsic or
extrinsic motives for better performance,
gradually they moved towards content
theories of work motivation—Maslow’s
Hierarchy of Needs, Herzberg’s
Two-Factor Theory of Motivation,
Aldefer ’s ERG Theory, Vroom’s
Expectancy Theory of Work Motivation,
The Porter-Lawler Multi-variable Model,
Adams Equity Theory of Work
Motivation, Organization Justice Theory,
Control Theory and Agency Theory
emphasized on causes of work environment
motivation, job satisfaction and
performance in one way or the other.

Then innumerable theories came
forward emphasizing leadership style as
the core issue for the development of high
level of employee’s performance,
accomplishment, achievement and job
satisfaction. They stressed on manager/
supervisor’s need to demonstrate
particular management style which is
directly and positively related to
employee’s satisfaction on the job.
Mukherjee (2004) stated that, “there are
certain positive and negative leader
attributes which are found to be
universally true across cultures.”
Unfortunately, less attention is given to
make cross-cultural comparison of various
dependent variables resulting from
management in educational system
particularly in the private and public
sector universities of South/South-East
Asia. Hence, there is a need to conduct
cross-cultural research comparing
performance, achievement motivation
and job satisfaction of teaching faculties
of private and public sectors. This would
help us to plan future research of finding
causes of the difference as there is already
dearth of research in this particular area
in the Asian region.

Due to scarce of researches related to
performance, achievement motivation
and job satisfaction of teaching faculty of
two sectors of higher education, this
section focuses on teacher’s performance,
achievement motivation and job
satisfaction with special attention to cross-
cultural perspective and private and
public higher education in Pakistan and
Malaysia. Then, aims and objectives have
been identified and the hypotheses of the
research have been discussed.
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TEACHERS’ PERFORMANCE,
ACHIEVEMENT MOTIVATION
AND JOB SATISFACTION WITH
SPECIAL REFERENCE TO CROSS-
CULTURAL PERSPECTIVE AND
PRIVATE AND PUBLIC HIGHER
EDUCATION IN PAKISTAN AND
MALAYSIA
In education, need for achievement can
be seen in teaching faculty through their
interest in taking class in time, taking
extra efforts to complete course, bring new
and innovative ideas to class in order to
motivate students towards studies and
support management through their active
participation in administrative work.
In higher education, such a faculty or
individual teacher involved in research
brings satisfaction to them due to its
accomplishment. If they are promoted to
the position of the HOD, they appreciate
new ideas, trust their subordinates, set
higher but attainable goals with efforts
and also expect from their teaching faculty
to be achievement-oriented. Whether it
is faculty of private or public sector, if they
have higher achievement motivation and
come with novel attainable ideas then the
chairperson should accept it. The proper
management of both the sectors should
have positive implications on performance,
achievement motivation and job
satisfaction of its faculties. Depending on
difference of management in two sectors,
there can be difference in its impact. For
example, Solomon (1986) found private
sector managers to be more satisfied than
managers from public organizations.
Establishment of private sectors and
privatization policy indicates that it does
have positive consequences. The

Bangladesh government has also
strengthened its privatization program
(Siddiqui, 1994). However, Kumar and
Acharnamba (1993) found administrative
staffs of public sector are more satisfied
than private sectors. On the other hand,
Scheider and Vaught (1993a) found that
there is no significant difference in job
satisfaction between the employees of two
sectors.

Concerning implication in view of Koh
et al. (1995), combination of leadership
style facilitates to predict organizational
commitment, organizational citizenship
behavior, and teacher satisfaction.
Contrary to it, the work of Rao and
Sridhar (2003) indicate that there is no
major effect of management on the
condition of job satisfaction of teachers.
However, not specific to any educational
sector, Lackritz (2004) exploring burnout
among university faculty found that it is
significantly correlated with numbers of
students taught, time spend in various
activities and numerical student
evaluations.

With reference to teaching sectors,
Kingdon (1996) study supports the already
existing evidence of efficiency of private
sector educational system over public
sector. The work on private and public
educational sectors of India by Kingdon
and Teal (2007) indicate that academic
results are related to pay in private sectors
but not in government sectors. Hence, it
appears that there is difference in
functioning of two sectors resulting in
disparity of consequences either positive
or negative. This difference may be
common to more or less all cultures or
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there may be variation in it. The cross
cultural differences and similarities in
performance, achievement motivation
and job satisfaction of personnel can be
seen in various studies.

Important contribution emphasizing
cross-cultural difference can be seen in
the work related to application of theories
of motivation in the US and China (Nevis,
1983) and difference in need for
achievement in the US, Canada, Great
Britain, Chile and Portugal (Hofstede,
1980). In the US, the need for achieve-
ment, growth and self actualization is
extremely important, but it is not so in
every culture. On the other hand, Kim
et al. (1990) reported that there does not
seem to be any difference in the
motivational feeling process based on
feeling of equity in the US and Asian
countries. In Asia, the variation may be
observable in Malaysia due to multicul-
tural society.

Similarly, cultural difference in
Pakistani private and public sector
educational institutions may be noted
which can have its effects on teachers’
functioning. Hyder and Reilly (2005a)
found that the public sector in Pakistan
has both a more compressed wage
distribution and a smaller gender pay gap
than that prevailing in the private sector.

Various other similarities and
differences in private and public higher
educational system of Pakistan and
Malaysia are worth mentioning.

The Malaysian education system
demonstrate the notion of democrati-
zation of education with giving impor-

tance to access, equity, quality in education
together with the efficiency and effecti-
veness of educational management
(Baginda and Schier, 2005). In a bid to
make foreigners to invest in Malaysia and
contribute to a great extent towards the
country’s foreign exchange earnings,
Malaysia has embarked on the mission to
promote the establishment of more private
education institutions (cited in The China
Post, 2006). There are 20 public
universities and university colleges in
Malaysia, whereas 22 private universities
and university colleges with 4 foreign
branch campuses. There are 532 private
colleges; 22 and 34 polytechnics and
community colleges, respectively (Fahim,
2006). “Public Higher Education
Institutions (HEIs) consist of universities
and university colleges; Private HEIs
consist of universities, university colleges,
colleges, oversees branch campuses, open
universities, virtual/e-universities, and IT
academies. Polytechnics offer certificate
and diploma as a source of semi profes-
sional workforce. Community colleges
offer full time academic programs and
short courses, based on the request of the
local community” (cited in Global
Education Digest, 2006).

To ensure quality assurance, the
Lembaga Akreditasi Negara (LAN) was
established in 1996 and is responsible for
public HEIs; whereas the Quality
Assu-rance Division (QAD) was
established in 2001, which is accountable
for private HEIs (Global Education Digest,
2006). Wilkinson and Yussof (2005)
compared public and private provision of
higher education in Malaysia in terms of



11

MOTIVATION, PERFORMANCE AND SATISFACTION AMONG UNIVERSITY TEACHERS:
COMPARING PUBLIC AND PRIVATE SECTORS IN PAKISTAN AND MALAYSIA

Volume 16 No. 4

registrations, expenses, services and
quality of provision. It was concluded that
public universities appear to be more
competent in fulfilling public demand in
terms of quality of provision.

Whereas in order to enhance
education, the Pakistan government has
made it quite easy for the private sector
to set up colleges and universities.
According to Higher Education
Commission (HEC) report (2006), there
are 114 Chartered Universities/Degree
Awarding Institutes of Pakistan in Public
(59) and Private Sector (55). As reported
by Hamid (2005), private sector in
Pakistan is more suitable regarding
organization of tasks in the university. It
is more efficient regarding the provision
of directions to the staff and students,
coordination, collection of reports for
every activity of the organization and
revision of curricula according to
emerging global needs. It is also more
favorable regarding the availability of
quality assurance system. From 2001 to
2004, there is an increase in enrollment
for Bachelor and Ph.D. degrees due to
increased interest in obtaining higher
education. In private sector universities
also, there is an increase in the enrollment
of higher education in spite of heavy
tuition fees. As a result, Pakistan is able
to produce professionals, scholars, leaders
and highly educated people to run the
nation (Xhaferri and Iqbal, 2007).
Moreover, quality assurance cell of HEC
Pakistan keeps a check on the functioning
of public sector universities. It has
established 20 more Quality Enhance-
ment Cells (QEC), additionally to existing

10, which look after the implementation
of regular training workshops, meetings
and quality conferences. Recently, it has
been given the task to restrain the
practice of plagiarism (HEC Pakistan,
2007). HEC prescribes the guidelines
under which all institutions of higher
education may open and operate. It
monitors all degree-granting higher
education programs for quality assessment
and is responsible for chartering both
public and private institutions of higher
education (Sedgwick, 2005).

To increase the performance of tea-
chers, to enhance achievement motiva-
tion and to increase their job satisfaction
in public sectors universities, for regular
permanent teachers, there is an increase
in salary each year. In order to motivate
them towards research, various other
facilities are also provided. This is helping
them to improve their performance and
to update their knowledge also. As cited
in news report by Ghumman (2007), “The
government has given a further 70%
increase in the salaries of university
teachers who have been hired under a
new service structure mainly to lure back
expatriate Pakistanis serving in foreign
universities.”

Salary structure of Pakistani and
Malaysian teachers appears to be quite
different. As per official records at the end
of the financial year 2008, the basic salary
of Pakistani teacher of higher education
ranged from Rs. 19,455 to Rs. 37,095 per
month for Professors, while salary for
Lecturer/Research Officer ranged from
Rs. 8,210 to Rs. 20,610 per month.
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While salary of Malaysian teacher in
education ranged from 1,600 RM to 2,700
RM per month for a senior executive,
the salary for fresh/entry level ranged from
700 RM  to 1,600.00 RM per month
(Job Street.com Malaysia).

Tony (2005) states that “The Ministry
of Education needs to seriously relook at
the entire remuneration and career
advancement package of teachers in
Malaysia.” According to Global Education
Digest (2006), the government has the
authority to appoint professors and
researchers, allocate students to HEIs,
and fix the salary scale of teachers.

Whether it is Malaysian private or
public sector, in a multicultural society, it
appears difficult not only to manage
students of different nations with
difference of views, but also to manage
the faculty who are also managing these
students, and in which some of the faculty
members are again from different culture.
It is the management style to effectively
motivate people across race with different
attitudes and style of living. The HODs
should know the art to motivate the
students and teaching faculty. Here, in
educational field, research culture is
developing in faster rate. Numbers of
educational institutes have also been
established to build cross-cultural
understanding on issues of mutual
concern on education and to maintain a
regional, common system of on-going
education and support for teachers.

While in Pakistan in order to support
research culture and to fill the gap in
education, the HEC Pakistan is

facilitating its teachers; unfortunately,
there is lack of research in the areas
related to performance of teachers of
higher educational system. Hence, there
is a need to conduct research related to
teacher’s performance, achievement
motivation and job satisfactions of private
and public sectors of higher educational
institutions cross culturally, first with the
Asian countries, than the work may be
extended towards other continents.

Owing to prevailing multicultural
society of Malaysia, it appears that
effectiveness of private and public
educational management of Pakistan and
Malaysia as measured through teachers’
performance, achievement motivation
and job satisfaction would differ.

Hence, to enhance teachers’ perfor-
mance, satisfaction and achievement
motivation of different sectors and for
quality assurance, there is a need to find
out the difference on the above three
variables of private and public sector
university teachers of both the countries.
This would help us to fill in the gap due to
lack of cross cultural researches relevant
to the present issue. Difference and
similarities on factors under study would
help in finding out causes of these similarity
and difference in future studies and in
forming guidelines for future implication
of policies regarding private and public
sector educational system pertaining to two
countries under the study.

OBJECTIVES
The purpose of the present cross-cultural
research is to determine the effectiveness
of teachers of selected private and public
educational institutions of Pakistan and
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Malaysia ,which are countries represent-
ing South/South-East Asia through
examining their difference in perfor-
mance, achievement motivation and job
satisfaction. This study investigates the
effectiveness of selected private and public
sector universities of Pakistan and Malay-
sia which are countries representing
South/South-East Asia in cross-cultural
perspective.

Therefore, the present research will
help to fill the gap in our knowledge
through having the results in scientific
way of the effectiveness of private and
public sector educational institutions of
Pakistan and Malaysia seen through
performance, achievement motivation
and job satisfaction of teaching faculty.
Hence, on the basis of the results,
recommendations will be given for public
and private sectors educational
institutions of South/South-East Asian
countries in general and Pakistani and
Malaysian educational institutions in
particular. The results will serve as
guidelines in policy making in the field of
higher education and provide us with idea
of recommendations and avenue for future
research.

In the present work, private and public
universities of Pakistan and Malaysia are
independent variables and performance,
achievement motivation and job
satisfaction of their teaching faculty are
dependent variables.

HYPOTHESES
H1: There would be a difference in

the performance; achievement
motivation and job satisfaction of
private sector teaching faculties of

Pakistani and Malaysian selected
higher educational institutions.

H2: There would be a difference in
the performance; achievement
motivation and job satisfaction of
public sector teaching faculties of
Pakistani and Malaysian selected
higher educational institutions.

H3: There would be a difference in
the  performance; achievement
motivation and job satisfaction of
private and public sector teaching
faculties of Pakistani selected
higher educational institutions.

H4: There would be a difference in
the  performance; achievement
motivation and job satisfaction of
private and public sector teaching
faculties of Malaysian selected
higher educational institutions.

METHODOLOGY
SAMPLE
The first sample comprises 120 Chairper-
sons/heads, 60 working in Pakistan and
60 in Malaysia, in different departments
of private and public sector universities.

The second sample consists of 120
teaching faculties of Pakistan (N = 60)
and Malaysia (N = 60), which include
senior and regular teachers working for
minimum period of two years in the same
department. A sample of two teachers
have been taken from each department
from where the first sample of heads has
been taken.

In Pakistan, the sample was taken from
30 departments of private and 30
departments of public sector universities
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of provinces of Sindh and Punjab.
Whereas in Malaysia, the sample was
taken from 20 private sector and 40 public
sector departments of universities of Kuala
Lumpur and Kedah.

Pakistani sample included male
teachers only from 34 departments, female
teachers only from 12 departments and
both male and female teachers combined
from 14 departments who participated in
the study. In 37 departments, all teachers
were married, in 5, all were unmarried
and 18 departments comprised both
married and unmarried teachers who
volunteered as participants. The mean life
age of teachers was 37.69 years.

Malaysian sample included male
teachers only from 21 departments, female
teachers only from 14 departments and both
male and female teachers combined from
25 departments who participated in the
study. In 39 departments, all teachers were
married; in 3 all were unmarried and 17
departments comprised both married and
unmarried participants. Only 1 department
has one married and one divorced teacher
who served as a sample for the present study.
The mean life age of teachers was 35.71
years.

It may be noted as mentioned earlier
that in present study one faculty/
department included two regular senior
teachers who participated in the study
representing faculty.

DESCRIPTIONS OF SCALES AND
ITS SCORING SYSTEM1

The following two forms were prepared:

Introduction to Participants and
Informed Consent Form

Introduction to Participants and Informed
Consent Forms were similar for the HODs
and teaching faculties working under
them. However, in forms of heads the
Chairman/Director/HOD or Institutions
of public/private sector university of
Pakistan/Malaysia were requested to fill
University Teacher’s Evaluation Rating
Questionnaire (UTERQ). Whereas their
teaching faculty were requested to
complete Personal Information Form,
Costello Achievement Motivation Scale
and Job Satisfaction Scale.

Personal Information Form

Personal information form collected
demographic information of the teaching
department and teaching faculty.

UTERQ

The Proforma of Annual Confidential
Report of the academic staff of Univer-
sity of Karachi, Pakistan was utilized for
the present research in order to evaluate
performance of regular teaching faculty
of the department concerned. Instruc-
tions requested the HODs to rate the last
two years performance of their regular
teaching faculty on ten-point rating scale
(0-10) from ‘unsatisfactory’ to ‘outstanding’,
with additional not applicable category on
variables of ‘Professional Performance’,
‘Co-Professional Performance’, ‘Adminis-
trative Performance’ and ‘Personality and
Behavior’. Sum of weight cent score gives
overall evaluation score of performance.

1 For detail descriptions of Forms, Questionnaires and Scales with Scoring System refer to Munaf (2008).
Effectiveness of Transformational and Transactional management in educational institutions of South/South-
East Asia: A cross cultural study of Malaysia and Pakistan. Post Doctoral Fellowship Research, published by
AMDISA.
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The reliability and validity of the question-
naire can be seen from its applicability for
evaluation of yearly overall performance
of the teaching faculties of University of
Karachi since more than a decade.

Costello Achievement Motivation Scale
(CAMS, Adapted English Version by
Misra and Srivastava, 1990)

Costello Achievement Motivation Scale
(CAMS) is a standard inventory which
measures achievement motivation of a
person. It can be administered very easily
individually or in a group. It contains 24
items and its answer can be given in ‘Yes’
or ‘No’ category. People usually complete
it within 15 to 20 minutes.

The test is directly scored from test
booklet. Question Nos. 2, 3, 5, 7, 9, 11,
13, 17, 19, 20, 22, and 24 are given one
mark if answered positively by the subject.
These items are assigned zero if answered
in negative manner. Item No. 1, 4, 6, 8,
10, 12, 14, 15, 16, 18, 21, and 23 are
awarded one mark if answered in negative
manner. These items are assigned zero if
answered in positive manner. Maximum
score is 24 (Misra and Srivastava, 1990,
p. 12).

Reliability and Validity

The reliability of above mentioned
adapted version of CAMS, for industrial
employees was established through its
administration on the public and private
sector organizations of Kanpur. The
test-retest reliability was 0.77 and split
half reliability was 0.80.

The validity of the scale was set up by
showing that recognized achiever scored
high on this measure. For this purpose,

achievement motivation scores of 20
university professors and 25 executives
holding top positions were compared to
university students. The results indicated
that both professors and executives scored
higher than the students.

Job Satisfaction Scale (Singh and
Sharma, 1999)

It consists of 30 statements inclusive of
both positive and negative statements
related to job satisfaction. The positive
statements carry a weightage of 4, 3, 2, 1
and 0 and the negative ones a weightage
of 0, 1, 2, 3, and 4. The total score
indicates job satisfaction/dissatisfaction of
a worker.

Reliability and Validity

The test-retest reliability of above
mentioned job satisfaction scale with
sample of 52 and after break of 25 days is
0.978. It is positively related with
Muthayya’s job satisfaction questionnaire
and its validity coefficient is 0.743.

PROCEDURE
Consent for data collection was taken
from the Vice-chancellor/Registrar/Dean
of particular university and faculty. Then
the HODs were approached as sample
one. The entire purpose of the research
was explained to them and they were
requested to cooperate in data collection
by acting as first sample by completing
Introduction to Participants and Informed
Consent Form, followed by the  UTERQ.
They were further requested to nominate
two regular teachers of their department
to be sample two. Teachers were then
approached; they were requested to complete
Introduction to Participants and Informed
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Consent Form and Personal Information
form. In addition, they completed CAMS
(adapted version) and Job Satisfaction
Scale. In order to keep confidentiality of
their answers respondents were asked to
place the filled sets in an envelope given
to them and sealed it properly.

When any heads, did not prefer that
the main research or her assistants should
meet their teachers, then all three
envelopes (1 for head and 2 for two
regular teachers) were given to HODs,
to be filled by the self concerned and two
regular teachers. Researchers also
clarified to the heads the main difference
between two types of envelopes. Under
certain conditions when any one or both
the respondents were too busy, then they
were asked to fill the forms at suitable time
of their convenience and handed over the
sealed envelopes to their Secretaries.
Research Assistant then collected
remaining envelopes with questionnaires
from the secretary at mutually agreed time
and date. Scoring of protocols was made
according to the standard procedures of
scoring of scales and questionnaires. In

addition, in order to arrive at the scores
of achievement motivation and job
satisfaction of the teaching faculty, the
total score of two teachers on
achievement motivation and job
satisfaction were added up and divided
by two to provide composite average score
of achievement motivation and job
satisfaction of a teaching faculty.

STATISTICAL ANALYSES
In order to compare the means of two
samples, t-test was applied for statistical
analyses of the scores. In the present work,
it shows the difference in the mean scores
of performance, achievement motivation
and job satisfaction of teaching faculty of
educational institutions functioning
under the management of Pakistan and
Malaysia.

DATA ANALYSIS
In this section, the results and data were
analyzed. Table 1 and Figure 1 show the
difference in the mean scores of performance,
achievement motivation and job satisfaction
of teaching faculties of selected Pakistani
and Malaysian educational institutions

Performance Pakistani 30 59.99 17.15 1.912  48 0.062
Malaysian 20 50.95 15.12

Achievement Motivation Pakistani 30 14.98 1.88 –2.119  48 0.039
Malaysian 20 16.20 2.14

Job Satisfaction Pakistani 30 68.40 10.49 –0.514  48  0.610
Malaysian 20 69.85 8.52

Table 1:  t-Test Showing Difference in the Mean Scores of Performance,
Achievement Motivation and Job Satisfaction of Teaching Faculties

of Selected Pakistani and Malaysian Educational Institutions Functioning
Under Management of Private Sectors

Sig.
(2-Tailed)Variables

Teaching
Faculties N Mean S.D. t df
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Performance Pakistani 30 55.58 17.03 –3.066 68 0.003
Malaysian 40 66.10 11.69

 Achievement Motivation Pakistani 30 14.65 3.03 –3.461 68 0.001
Malaysian 40 16.90 2.41

  Job Satisfaction Pakistani 30 76.16 11.74 –1.614 68 0.111
Malaysian 40 79.77 6.83

Table 2: t-Test Showing Difference in the Mean Scores of Performance,
Achievement Motivation and Job Satisfaction of Teaching Faculties

of Selected Pakistani and Malaysian Educational Institutions Functioning
Under Management of Public Sectors

Sig.
(2-Tailed)Variables

Teaching
Faculties  N Mean S.D. t df

functioning under management of private
Sectors. Table 2 and Figure 2 indicate the
difference in the mean scores of perfor-

mance, achievement motivation and job
satisfaction of teaching faculty of selected
Pakistani and Malaysian educational

Figure 1: Mean Scores of Performance, Achievement Motivation and Job
Satisfaction of Private Sector Teaching Faculties of Pakistan and Malaysia
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Figure 2: Mean Scores of Performance, Achievement Motivation and Job
Satisfaction of Public Sector Teaching Faculties of Pakistan and Malaysia

M
ea

n 
Sc

or
es

0

10

20

30
40
50
60

70

80

90

1 2 3

Pakistani
teaching
faculties

Malaysian
teaching
faculties

Note: 1 = Performance 2 = Achievement; Motivation 3 = Job Satisfaction



18Volume 16

SOUTH ASIAN JOURNAL OF MANAGEMENT

No. 4

Performance Pakistani
Private 30 59.99 17.15 1.001 58 0.321
Pakistani
Public 30 55.58 17.03

Achievement Motivation Pakistani
Private 30 14.98 1.88 0.512 58 0.611
Pakistani
Public 30 14.65 3.03

Job Satisfaction Pakistani

Private 30 68.40 10.49 –2.699 58 0.009
Pakistani
Public 30 76.16 11.74

Table 3: t-Test Showing Difference in the Mean Scores of Performance,
Achievement Motivation and Job Satisfaction of Teaching Faculties

of Selected Pakistani Educational Institutions Functioning
Under Management of Private and Public Sectors

Sig.
(2-tailed)Variables

Teaching
Faculties  N Mean SD t df

institutions functioning under manage-
ment of public sectors. Table 3 and
Figure 3 are related to difference in the
mean scores of performance, achievement
motivation and job satisfaction of teaching
faculty of Pakistani educational institutions
functioning under management of private

and public sectors and Table 4 and
Figure 4 show the difference in the mean
scores of performance, achievement
motivation and job satisfaction of teaching
faculties of Malaysian educational insti-
tutions functioning under management of
private and public sector.

Figure 3: Mean Scores of Performance, Achievement Motivation and Job
Satisfaction of Private and Public Sector Teaching Faculties of Pakistan
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Performance Malaysian
Private 20 50.95 15.12 –4.28 58 0.000
Malaysian
Public 40 66.10 11.69

Achievement Motivation Malaysian

Private 20 16.20  2.14 –1.10 58 0.275
Malaysian
Public 40 16.90 2.41

Job Satisfaction Malaysian
Private 20 69.85 8.52 -4.87 58 0.000
Malaysian
Public 40 79.77 6.83

Table 4: t-Test Showing Difference in the Mean Scores of Performance,
Achievement Motivation and Job Satisfaction of Teaching Faculties

of Selected Malaysian Educational Institutions Functioning
Under Management of Private and Public Sectors

Sig.
(2-Tailed)Variables

Teaching
Faculties  N Mean SD t df

• There is a significant difference in
achievem ent m otivation (t = –2.119,
df = 48, p = 0.039) between teaching
faculty working under management of
private sector universities of Pakistan
(X = 14.98) and private sector univer-
sities of Malaysia (X  = 16 .20).
Achievement motivation of teaching

faculties of Malaysian private sectors
seems to be more than teaching
faculty of Pakistani private sectors.

• Insignificant difference was found on
the variable of performance (t = 1.912,
df = 48, p > 0.05) and job satisfaction
(t = –0.514, df = 48, p = > 0.05)
between teaching faculties of private

Figure 4: Mean Scores of Performance, Achievement Motivation and Job
Satisfaction of Private and Public Sector Teaching Faculties of Malaysia
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sector universities of Pakistan and
Malaysia indicating that the perfor-
mance and job satisfaction of private
sector university teachers of
Pakistan and Malaysia do not differ.

• There is a significant difference in
performance (t = –3.066, df = 68,
p = 0.003) and achievement motiva-
tion (t = –3.461, df = 68,
p = 0.001) between teaching
faculties working under management
of public sector universities of Pakistan
(X =55.58 and X = 14.65 respectively)
and Malaysia (X = 66.10 and X =
16.90). This difference indicates that
job performance and achievement mo-
tivation of teaching faculty of public
sector universities of Malaysia is sig-
nificantly more than public sector
teaching faculties of Pakistan.

• Insignificant difference was found on
the variable of job satisfaction
(t = –1.614, df = 68, p > 0.05) between
both the groups, indicating that job
satisfaction of both the group is alike.

• There is a significant difference of
job satisfaction (t = –2.699, df = 58, p
= 0.009) between teaching faculties
working under management of private
(X  = 68.40) and public sector
(X = 76.16) universities of Pakistan.
Teaching faculty of public sectors seems
to be more satisfied with their jobs than
private sector university teachers.

• Insignificant difference was found on
the variable of performance (t = 1.001,
df = 58, p > 0.05) and achievement
motivation (t = 0.512, df = 58,

 p > 0.05) between teaching faculties
working under private and public
sector universities of Pakistan, indicating
that the performance as well as
Achievement motivation of private
and public sector university teachers
of Pakistan does not differ.

• There is a significant difference in
performance (t = –4.283, df = 58,
p = 0.000) and job satisfaction
(t = –4.875, df = 58, p = 0.000) be-
tween teaching faculty working under
management of private (X = 50.95 and
X = 69.85 respectively) and public
sector universities of Malaysia
(X = 66.10 and X = 79.77 respectively),
indicating that public sector teaching
faculties seems to perform better and
are also more satisfied with their jobs
than faculties of private sector universi-
ties of Malaysia.

• Insignificant difference was found on
the variable of achievement motiva-
tion (t = –1.102, df = 58, p > 0.05),
indicating that achievement motivation
of both the group seems to be alike.

DISCUSSION
In this section, discussion of hypotheses are
made with special reference to related
researches, followed by conclusion, implica-
tions, recommendations and finally limita-
tion of study and avenues for future research.

Analyses of Tables 1-4 give us some
interesting interpretations of the impact
of selected private and public sectors
higher educational institutions of Pakistan
and Malaysia upon teacher’s performance,
achievement motivation and job
satisfaction.
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When analyses were made (Tables 1
and 2) for private and public sector
universities of both the countries, it is
obvious that mean score of achievement
motivation is more in the teaching
faculties of Malaysian private and public
sector than in the teaching faculties of
Pakistan. But the performances and job
satisfaction of university teaching
faculties of private sector of Pakistan and
Malaysia do not differ. Similarly, Mean
scores of Job satisfaction of public sector
Pakistani and Malaysian teachers do not
differ, however the performance of public
sector faculties of Malaysia is surprisingly
much better than public sector faculties of
Pakistan although rating of latter fall in the
‘good’ range. Hence, the first two hypotheses
were partially proved. The difference in
achievement motivation between two
cultures may be due to Malaysian
multicultural society, as Rowley and Bhopal
(2005) consider it as an old colonially
produced type of multicultural society. Here,
as written earlier, teaching faculties are from
variety of cultures, hence, it is not easy to
adjust in working environment where
students are also from different ethnic
background, yet they may be motivated to
work hard in order to achieve the desired
goal. Therefore, their achievement
motivation is comparatively more than
teaching faculties of Pakistan. The present
achievement motivation results are in
contradiction with the work of Shaari et al.
(2002) on Malaysian teachers. They found
no significant difference between overall job
motivation and different job performance as
well as achievement motivation with
different job performance.

One of the important things to note is
that inspite of good Pakistani public sector
teacher’s performance, the Malaysian
public sector teachers’ performance is
significantly better. Even though in
Pakistan there is an increase in
educational budget and innumerable
facilities are provided to teachers to
update their knowledge since 2006 by
HEC Pakistan, unfortunately performance
of Pakistani public sector teachers is not
equivalent to Malaysian public sector
teachers. One of the possible reasons can
be that in Pakistan before 1984-85, public
expenditure on education was less than
2% of GNP (Mushtaq, 2002) an increase
of 2.5% can be seen in recent years
(Hussain et al., 2006). Therefore, the
benefits and facilities provided to public
sector teachers in 2006 may have taken
time to show its positive effect on
performance. Moreover, rating of
teacher’s performance by their heads was
of last two year and was not of few days
only, while their job satisfaction measured
their present condition which was teachers
own perception, that how much they are
satisfied with their jobs, while their rated
performance was given by their HODs.

Significant observation which needs a
mention here is that more Malaysian
private sector university teaching faculty
avoided to fill complete demographic
information form compared to Pakistan.
However, there appeared to be less
resistance in teaching faculties of public
sector universities of both the countries.
This observation of Pakistani and
Malaysian public sector teachers is in
contradiction with the observation of
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Barrows and Wesson (2001). They found
that response rate of private sector was
higher than that of the public sector.

Further analysis of Table 3 and 4 make
it obvious that Pakistani faculty of public
sectors seems to be more satisfied with
their jobs than private sector university
faculties. However, their performance and
achievement motivation are similar to
private sector faculties. Therefore, only
part of the third hypothesis with reference
to job satisfaction is proved. Research on
Pakistani sample by Halepota (2008)
also indicate that due to difference in
public sector employees from private sector,
due to work environment and work
context, the job satisfaction of employees
may also vary. Hyder and Reilly (2005b)
believes that public sector workers in
Pakistan are comparatively more educated
and have higher average pay than private
sector workers. It is indicated in Pakistan
Education Statistics Handbook (n.d) that
public teachers are better salaried than
non-state teachers. Correspondingly work
of Rahman et al. (1995) specifies that
public sector employees had higher job
satisfaction than private sector employees.

Higher Job satisfaction of public over
private sector university teachers as
mentioned previously is due to advanced
facilities provided to public teachers by
HEC Pakistan in recent years. In order to
increase performance of the teachers,
to enhance achievement motivation and
to increase job satisfaction in public sector
universities; they have been provided with
innumerable facilities which are sufficient
for public sector teachers to make them

satisfied with their jobs. Contrary to the
findings reported by Iqbal and Hussain
(2003), the Pakistani non-government
bank executive are more satisfied than
government executives. This difference
in findings may be due to difference in
jobs and status of employees.

In Table 4, we can also see performance
as well as job satisfaction of Malaysian
public sector university faculties is more
than the private sector faculties. The
results are contrary to Scheider and
Vaught (1993b) work who found no
significant difference in public and private
sector employees on variable of job
satisfaction levels. It appears that there is
high correlation of performance with job
satisfaction scores of both private and
public sectors. Likewise Manaf and
Marzuki (2005) found significant
relationship between performance and job
satisfaction of workers of Malaysian public
organization.

Further, it is also clear from Table 3
and 4 that achievement motivation of
teachers of both private and public sector
of Pakistan do not differ. Similar is the case
with Malaysian teachers. There is no
difference of achievement motivation of
both the cultures and both the sectors go
along with the belief of McClelland as
cited in Accel Team (2007), “the need
for achievement is a distinct human
motive that can be distinguished from
other needs”.

CONCLUSION
It is clear from the discussion that private
and public sector management are playing
significant role in managing teaching
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faculty of educational institutions of
Pakistan and Malaysia. There does not
seem cross-cultural difference between
Pakistan and Malaysia when performance
and job satisfaction of teaching faculty of
private sectors is concerned, however, both
private and public sectors educational
management of Malaysia seems to be
doing vital job in developing more
achievement motivation in their teaching
faculty than Pakistani management.
Moreover, performance of public sector
Malaysians teachers appears to be more
than Pakistan public sector teachers,
although it is not in the low range. Never-
theless, public sectors teachers of Pakistan
are more satisfied with their jobs than
private sector Pakistani teachers. Hence,
it would be injustice to consider any one
sector of Pakistan and Malaysia in particular
and South/South East Asia in General
playing key position in enhancing perfor-
mance, achievement motivation and job
satisfaction of teaching faculties.

IMPLICATIONS

The results of the present study are highly
significant as they highlight the need to
develop high level achievement motiva-
tion in teaching faculty of Pakistan. The
same would help to strengthen already ex-
isting performance and to develop more
job satisfaction in them.

The results draw attention that in
future focus group research may be
conducted to find the major causes of
difference in achievement motivation of
teachers of both the countries. This would
help to make policies which may facilitate
in strengthening the performance.

To enhance quality performance, achi-
evement motivation and job satisfaction
of teaching faculties of private and public
sector higher educational institutions,
workshops, seminars and conferences
needs to be arranged with practical
implications. It would be more imperative
that proper educational management
training program be implemented for both
the sectors. This would help the
management to adopt the style with the
teaching faculty which would help to
increase their performance, achievement
motivation and job satisfaction.

RECOMMENDATIONS

It is suggested that Ministry of Higher
Education of Pakistan and Malaysia may
set committee to develop strategies for
further enhancement of performance,
job satisfaction and achievement motiva-
tion in their teaching faculty. This will
help to raise the standard of both private
and public sector teaching institutions.

For the welfare of teachers and better
functioning of educational institutions
teachers need to be included in decision-
making. Communication with them will
help to find out their needs and
preferences in educational department.

LIMITATIONS OF STUDY AND
AVENUES FOR FUTURE RESEARCH

• The data have been collected from
selected private and public sectors
higher educational institutions of few
cities of Pakistan and Malaysia. It
would have been more appropriate if
the data may have been collected from
all the provinces of both the countries
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as well as other countries of South/
South East Asia in order to generalize
the results with high degree of reliability.

• Respondents in the research were
voluntary and do not represent the
entire teaching faculty of Pakistan and
Malaysia. Although care was taken to
collect data in ideal way by taking
equal number of participants from both
the sectors of two countries, practically
it was not possible.

• Future comparison of performance,
job satisfaction and achievement
motivation of private and public
sector teaching faculties of university,
college, high school and schools would
provide us with wider perspective.

• Suggestions given by various HODs
and teachers of both the countries
were to take response online. It would
save time of both the researcher and

the sample. Hence, future cross-cul-
ture researcher may instead of visiting
different countries for data collection,
get the work done online. This would
save time, energy and finance, but it
would limit the observation and
networking, which are very much
important for cross-cultural researcher.

• In Future research, statistical analysis
may also be taken into consideration
the gender difference, income level,
experience and marital status. This
would make it a cross-sectional study
also.

Acknowledgment:  The author gratefully
acknowledges the academic guidance and financial
support received from the AMDISA Fellowship
Committee, Hyderabad, India and the encouraging
organizational support from the University of
Karachi for the Post-Doctoral Study on which this
paper is based.

REFERENCES
1. Accel Team (2007), “Employees’

Motivation, the Organizational
Environment and Productivity,
Human Relation Contributors”,
http://www.accel-team.com/human
_relations/hrels_06_mcclelland. html

2. Baginda A R and Schier P (2005),
Education in Multicultural Societies.
Perspective on Education in Malaysia,
p. 25, Asean Academic Press Ltd.,
London.

3. Barrows D and Wesson T (2001),
“A Comparative Analysis of Job
Satisfaction Among Public and

Private Sector Professionals”, The
Innovation Journal, http:/ /www.
in no va t i on .cc/ peer-r ev iewed/
job-satisfaction2.htm

4. Fahim Z M (2006), “Malaysia:
Quality Assurance System in
Higher Education”, http://sitere
sources. world bank.org/EDUCA-
T I O N / R e s o u r c e s / m a l a y s i a -
qa-system.pdf

5. GeoUpdate (2006), Retrieved May 30,
2006 from, http://www.webofcul
ture.com/geo_update_may_2006. asp

6. Ghumman K (2007), “Varsity
Teachers given 70pc Raise in



25

MOTIVATION, PERFORMANCE AND SATISFACTION AMONG UNIVERSITY TEACHERS:
COMPARING PUBLIC AND PRIVATE SECTORS IN PAKISTAN AND MALAYSIA

Volume 16 No. 4

Salary: Tenure Track System”, Dawn,
http://server.kbri-islama bad.go.id/

7. Global Education Digest  (2006),
UNESCO, Ministry of  Higher
Education Malaysia (2005), Coun-
try Summary of Higher Education,
http://74.125.39.104/search?q=ca
che:HJCqSXuDRicJ:siteresources.
worldbank.org/EDUCATION/Re-
sources/278200-1121703274255/
1439264 1193249163062/Malaysia_
CountrySummary.pdf

8. Halepota J (2008), “How to Enhance
Job Satisfaction Ratings of Public
Sector Employees?”, Paper No. 27,
Ph.D. Doctoral Symposium, Brunel
University, West London, http://
www.brunel.ac.uk/about/acad/bbs/
r es ea rch /p h dpr o g ra m mes / do c
toralsymposium

9. Hamid U M (2005), “Comparison of
the Quality of Higher Education in
Public and Private Institutions in Pa-
kistan”, Ph.D. thesis, University of
Arid Agriculture, Rawalpindi, http://
eprints.hec.gov.pk/627/

10. Higher Education Commission, Pakistan
(2007), HEC Establishes 20 more
Quality Assurance Cell in Universities,
Retrieved on November 16, 2007 from
http://www.hec.gov.pk/new/Media
Publication/Press_Releases/2007/
April/16thApril.htm

11. Higher Education Commission
Report (2006), http://www.hec.
gov.pk/htmls/hei/collunilist.htm

12. Hofstede G (1980), “Motivation,
Leadership and Organizational:
Do American Theories Apply Abroad?”
Organizational Dynamics , Vol. 9,
Summer, pp. 42-63.

13. Hussain M, Sajid M A and Abbas S
M (2006), “Education Management
and Employment Trends in Pakistan”,
Journal of Management and Social Sci-
ences, Vol. 2, No. 1, pp. 82-87.

14. Hyder A and Reilly B (2005a), “The
Public Sector Pay Gap in Pakistan:
A Quantile Regression Analysis”,
Poverty Research Unit at Sussex,
University of Sussex. Working Paper
No. 33, http://ideas.repec.org/p/pru/
wpaper/33.html

15. Hyder A and Reilly B (2005b), “The
Public and Private Sector Pay Gap in
Pakistan: A Quantile Regression
Analysis”, The Pakistan Development
Review, Vol. 44, No. 3, pp. 271-306.

16. Iqbal F and Hussain R T (2003), “Job
Satisfaction: A Comparison of
Foreign and National Bank Execu-
tives”, Journal of Social Sciences and
Humanities, pp. 116-125

17. Jobstreet.com Malysia. Retrieved on
November 17, 2007 from, http://myjob
street.jobstreet.com/premium/basic
Salar yReport.asp?param=Teacher%
7C000%7Cmy%7C%7Cmy

18. Kim K L, Park H J and Suzuki N
(1990), “Reward Allocations in the
United States, Japan, and Korea:
A Comparison of Individualistic and
Collectivistic Cultures”, Academy of



26Volume 16

SOUTH ASIAN JOURNAL OF MANAGEMENT

No. 4

Management Journal, Vol. 33, No. 2,
pp. 198-199 and Green Berg and
Baron, op.cit., p. 145, in Luthans F
(2005), Organizational Behavior, 10th

Edition, p. 258, McGraw-Hill Irwin,
New York.

19. Kingdon G G (1996), “The Quality
and Efficiency of Private and Public
Education: A Case-Study of Urban
India”, Oxford Bulletin of Economics
and Statistics. Vol. 58, No. 1, pp. 57-82.
Retrieved on June 16, 2008 from
http://www.blackwellpublishing.com/
journal.asp?ref=0305-9049

20. Kingdon G G, and Teal F (2007),
“Does Performance Related Pay for
Teachers Improve Student Perfor-
mance? Some Evidence from India”,
Economics of Education Review,
Vol. 26, No. 4, pp. 473-486. Retrieved
on June 16, 2008 from http://www.
sciencedirect.com/science/ article/
B6VB9-4KGX8DT-1/2/991405f1d3a
35c56dcc6916886 e0c850

21. Koh W L, Steers R M and Terborg J
R (1995), “The Effects of Transforma-
tional Leadership on Teacher Attitudes
and Student Performance in Singapore,
Journal of Organizational Behavior,
Vol. 16, No. 4, pp. 319-333. Retrieved
November 18, 2007 from http://
links.jstor.org/sici?sici=0894-

22. Kumar K G and Acharnamba B A
(1993), “A Comparative Study of Job
Satisfaction and Job Involvement
Among Public and Private Sector
Employees”, Psychological Studies,
Vol. 38, No. 2, in Iqbal F and Talat R
H (2002-03), “Job Satisfaction: A

Comparison of Foreign and National
Bank Executives”, Journal of Social
Sciences and Humanities, pp. 116-125.

23. Lackritz J R (2004), “Exploring Burnout
Among University Faculty: Inci-
dence”, Performance, and Demo-
graphic Issues. Teaching, Vol. 20, No.
7, pp. 713-729. Retrieved on June 16,
2008 from http://www.science
direct.com/science?_ob=Article
URL&_udi= B6VD8-

24. Manaf H A and Marzuki N A (2005),
Job Satisfaction and Individual
Performance from Human Resources
Development Perspective, Quality of
Life: Paper No. 16, Proceedings of 1st

East Asia International Conference
on the Emerging Challenges of
Social and Human Development.

25. Misra O P and Srivastava S K (1990),
Costello Achievement Motivation Scale,
Adapted, Ambika Pustak Sadan
Publishers, Jwalapur, Hardwar, India.

26. Mukherjee K (2004), “Effect of Lead-
ership Style on Followers’ Satisfaction
and Perceived Effectiveness”, South
Asian Journal of Management, Vol. 11,
No. 1, pp. 7-19.

27. Munaf S (2008), “Effectiveness of
Transformational and Transactional
Management in Educational Institu-
tions of South/South-East Asia: A
Cross Cultural Study of Malaysia and
Pakistan”, Post Doctoral Fellowship
Research, Published by AMDISA.

28. Mushtaq S A (2002), “The Eradica-
tion of Illiteracy in Rural Area:
Causes and Effects of Failure of



27

MOTIVATION, PERFORMANCE AND SATISFACTION AMONG UNIVERSITY TEACHERS:
COMPARING PUBLIC AND PRIVATE SECTORS IN PAKISTAN AND MALAYSIA

Volume 16 No. 4

Education Policies”, Quarterly Journal,
National Development and Security
Foundation for Research on International
Environment, National Development
and Security, Vol. 9, No. 1, p. 33, 2000-
2001, in Hussain M, Sajid  M A and
Abbas’s S M (2006), “Education
Management and Employment Trends in
Pakistan”, Journal of Management and
Social Sciences, Vol. 2, No. 1, pp. 82-87.

29. Nevis E C (1983), “Cultural Assump-
tion and Productivity: The United
States and China”, Sloan Management
Reviews, pp. 17-29, in Luthans F
(2005), Organizational Behavior, 10th

Edition, p. 259, McGraw-Hill Irwin,
New York.

30. Pakistan Education Statistics HandBook
(n.d), in A Complete Archive of
Pakistan’s Education News Releases
in 2007, 2008 and 2009, Retrieved on
October 5, 2009 from http://www.
interface.edu.pk/students/July-09/Pa-
kistan-Education-Statistics.asp

31. RahmanTaniaTaaaaasmina and
Khaleque A (1995), “Job Facets and
Job Satisfaction of Bank Employees in
Bangladesh”, Psychological Studies,
Vol. 40, No. 3, pp. 154-156. In Iqbal
F and Talat R H (2002-03), “Job
Satisfaction: A Comparison of Foreign
and National Bank Executives”,
Journal of Social Sciences and Humanities,
pp. 116-125.

32. Rao D B and Sridhar D (2003), “Job
Satisfaction of School Teachers”,
Vedams e Books (P) Ltd., New Delhi.
Retrieved November 17, 2007 from,

=https://www.vedamsbooks.com/no
28322.htm

33. Rowley C and Bhopal M (2005), “The
Role of Ethnicity in Employee
Relations: The case of Malaysia”, Asia
Pacific Journal of Human Resources,
Vol. 43, No. 3, pp. 308-331.

34. Schneider S D and Vaught R C C
(1993b), “A Comparison of Job Satis-
faction Between Public and Private
Sector Managers”, PAQ, Spring.
In Barrows D and Wesson T (2001),
“A Comparative Analysis of Job Satis-
faction Among Public and Private
Sector Professionals”, The Innovation
Journal, Retrieved on October 5, 2009
from http://www.innovation.cc/peer-
reviewed/job-satisfaction2.htm

35. Schneider S D and Vaught R C C
(1993a), “A Comparison of Public and
Private Sector Manager”, PAQ,
Spring. In Iqbal F and Talat R H
(2002-03), “Job Satisfaction: A Com-
parison of Foreign and National bank
Executives”, Journal of Social Sciences
and Humanities, pp. 116-125.

36. Sedgwick R (January/February 2005),
World Education News and Reviews,
Retrieved October 16, 2006 from,
http://www.wes.org/ewenr/05jan/
feature.htm#Pakistan

37. Shaari A S, Yaakub N F and Hashim
R A (2002), “Job Motivation and
Performance of Secondary School
Teachers”, Malaysian Management
Journal, Vol. 6, Nos. 1 and 2, pp. 17-24.
Retrieved on October 4, 2009 from



28Volume 16

SOUTH ASIAN JOURNAL OF MANAGEMENT

No. 4

http://eprints.uum.edu.my/979/1/
JOB_MOTIVATION_AND_PER
FORMANCE_OF_SECONDARY_
SC HOOL_TEACHERS.pdf

38. Siddiqui A B (1994), “Management
Education in Bangladesh”, South
Asian Journal of Management, Vol. 1,
No. 4, pp. 45-55.

39. Singh A and Sharma T R (1999),
“Job Satisfaction Scale”, National
Psychological Corporation, Agra, India.

40. Solomon E E (1986), “Private and
Public sector Managers: An Empiri-
cal Investigation of Job Characteris-
tics and Organizational Climate”,
Journal of Applied Psychology, Vol. 71,
No. 2, pp. 247-259. In Iqbal F and
Talat  R H (2002-03), “Job Satis-
faction: A Comparison of Foreign
and National Bank Executives”, Jour-
nal of Social Sciences and Humanities,
pp. 116-125.

41. The China Post (2006), Supplement.
Strategies for Becoming a Global

Education Center. Retrieved October
16, 2006 from, http://www.chinapost.
com.tw/supplement/detail.asp?on
News=&GRP=K&id=89337

42. Tony P (2005), Education in Malay-
sia: 4 Billion Tuition Fees! Retrieved
on November 17, 2007 from, http://
educationmalaysia.blogspot.com/
2005/12/4-billion-tuition-fees.html

43. Wilkinson R and Yussof I (2005),
“Public and Private Provision of
Higher Education in Malaysia:
A Comparative Analysis”, Higher
Education, Vol. 50, No. 3, pp. 361-386,
Springer Netherlands,  ISSN1573-
174X (Online), Retrieved on
November 17, 2007 from, http://
www.springer link.com/content/
q620623460830871/

44. Xhaferri R and Iqbal K (2007),
“Education: Investing in Higher
Education”, Dawn, November 11,
p. 23.





29

CHANGING PARADIGMS OF LUXURY CONSUMPTION IN INDIA:
A CONCEPTUAL MODEL

Volume 16 No. 4

Changing Paradigms of Luxury
Consumption in India:
A Conceptual Model

* Assistant Professor, Marketing Area, Management Development Institute (MDI), Sukhrali, Gurgaon 122007,
India. E-mail: krishnagupta@mdi.ac.in

Krishna Das Gupta*

INTRODUCTION
As a result of the spectacular growth of
luxury markets over the past 10 years, the
marketing literature has recently seen
substantial interest in the study of
prestige brands. Yet very little is known
about how to best market prestige brands.
Research conducted by Powderly and Mac
Nulty (1990) anticipated important social
changes as the year 2000 neared. Their
research identified that people’s needs for
appearances and materialism were
increasing. That is they recognized an
increasing demand for conspicuous and
status products. Evidences of launch of
MBA programs specialized in luxury
marketing (e.g., ESSEC, Paris) are a few.
A review and attempt to reconcile the
accounts from the literature of economics,
marketing and psychology, show a general

This paper tries to explore the evolution of luxury consumption or prestige seeking consumption
behavior. While it upholds the luxury consumption in the Indian context, citing the statistical
growth of the ‘the rich class’ it rationalizes the origin of such indulgence. It also tries to project
the significant change sweeping the Indian society that has turned conspicuously consumerist
unlike the past when display of wealth was shunned at. The paper unearths the origin of luxury
consumption through sociology and anthropology and tries to explain the cultural factors underlying
luxury consumption.

lack of consensus relating to the definition
of luxury. The concept of ‘luxury’ in different
discipline may have specific definition(s).
Marketing textbooks suggest the concept
of luxury when an organization is plan-
ning to position a product as high quality
or exclusive; “prestige pricing is setting a
rather high price to suggest high quality or
high status” (Mc Carthy and Perreault,
1987, p. 506). Finally, social psychologists
have long been using the concept of
luxury to study the effect of group forces
on the formation and change of opinions
and attitudes (e.g., Lorge, 1936; and
Asch, 1948). Early research on the topic
of luxury started in the last century from
the work of Rae (1834), Veblen (1899)
and Keasbey (1903). Wong and Ahuvia
(1998) conceptualized Asia’s rising signifi-
cance as the market for luxury and
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prestige brands compared to the West.
Their articles examined the cultural fac-
tors that lie behind the ‘luxury’ phenom-
enon based on distinctions between
Southeast Asian and Western cultures.

UNDERSTANDING THE
INDIAN LUXURY MARKET
India’s luxury market is still small, an
estimation of $100 mn at best as on 2007
(Chadha and Husband, 2007). In a near
virgin market, the rewards are almost
instant—research conducted by the
Foreign Investors’ Chamber of Commerce
and Industry (FICCI) found that Louis
Vuitton was the most prestigious accessory
brand, while Armani topped the charts
in apparel category. As signs of the times,
the World Luxury Council has opened an
Indian operation. In terms of the spread
of Luxury Model, India is at the thresh-
old, the emerging middle class is aspiring
for quality of life, while a small elite segment
indulges in luxury brands. This segment
has been acquiring luxury goods interna-
tionally, and hence, they are the first
customers of luxury brands in India.
While India may be the next China in
terms of market size, the forces shaping
its development are quite different.

If China’s starting point was a slate wiped
clean by Mao, India’s chalk board is cov-
ered by myriad of traditions, religious
beliefs and colorful festivals.

India’s multi-tiered consuming classes
are mostly poor but income levels are
improving. In time, the poor are becoming
poorer. The rich are getting richer, as well
as increasing in number, but they will
continue to remain in minority. The myth
of the Great India Middle Class—that
large mass of homogenous consumers with
growing incomes, who are supposed to
form the mainstay of consumer India—
has been exploded. The texture of India’s
population of approximately 1.17 billion
people (as on July, 2009), in many shades
and grades of affluence and price-value
orientation. The five consuming classes
defined by National Council of Applied
Economic Research (NCAER) in Table 1
(benefi t maximizers, cost-benefit
opti-mizers, cash constrained benefit
seekers, new entrants and non
consumers) form the generic model of the
Indian market.

Since 1989-90, the distribution of low
income class has been declining sharply

Rich (Rs. 215,000 +) Benefit Maximizers Owns Cars, PCs 1 3 6

Consuming (Rs. 45,000-215,000) 29 55 75

Climbers (Rs. 22,000-45,000) Cash Constrained Benefit Seekers 48 66 78

Aspirants (Rs. 16,000-22,000) New Entrants 48 32 33

Destitutes (Less than Rs. 16,000) 35 24 17

Table 1: Mapping India’s Income Classes

The Classes 1994-95 1999-2000 2005-06

Source: NCAER’s MISH Report, as reported in 2003-04 BW Marketing White Book
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while the distribution of middle income
class has more than doubled. Table 2 goes
on to confirm the above fact by projecting
50 times growth for the ‘The Very Rich’
by 2006-07.

The growth rate for Super rich as
evident in Tables 3 and 4 has far outnum-
bered the rate of growth for other categories.

INDIA’S MONEYED ELITE
The number of families with an annual
income of between Rs. 50 lakh and Rs. 1 cr
was just 11,000 in 1995-96 rose to 40,000
in 2001-02 and is projected to rise to
255,000 by the end of the decade. As a
result, India’s income demographics are
going to be unrecognizable by the end of

Low 37.1 38.4 33.6 15.9

Middle 59.1 56.7 60.4 69.1

High 3.8 4.9 6.0 15.0

Table 2: Distribution of Income Classes Among Urban Households (%)

 Income 1989-90 1992-93 1994-95 1999-2000

Source: NCAER’s MISH Report, As Reported in 2003-04 BW Marketing White Book

The Very Rich 0.8 1.9 4.0

The Consuming Class 16.6 26.5 40.8

The Climbers 16.8 17.4 13.7

The Aspirants 7.1 9.9 0.7

The Destitute 5.3 2.7 0.9

Table 3: Urban India’s Income Classes by Size

Incom Classes 1995-96 2001-2002 2006-2007

Source: NCAER’s MISH Report, As Reported in 2003-04 BW Marketing White Book

Note: Households (population). All figures in million.

Table 4: Urban India’s Classification Based on Income Class and Number of Families

Source: National Council for Applied Economic Research, India

Strivers 500 – 1,000 3,212 17.50

Near Rich 1,000 – 2,000 1,122 19.40

Clear Rich 2,000 – 5,000 454 21.30

Sheer Rich 5,000 – 10,000 103 23.40

Super Rich 10,000 + 53 25.90

Consumer
Classification

Income Class
(in Rs. ‘000’)

Number of
Families (in ‘000’)

Growth Rate
(in %)

Note: Income figures per annum at 2001-2002 prices.
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the decade. These translate into an enor-
mous buying power for luxury consumption,
and hence justify the title of the paper.
This further warrants academic research-
ers to delve deep inside the buying
psychology for luxury products while
presenting a sizable opportunity for the
world’s most prestigious luxury brands to
establish their footprint in the Indian mar-
ket, almost discovering the new world.

The dazzling array of luxury goods
available today is clearly catering to the
growing number of Indians who are
enjoying unprecedented levels of afflu-
ence. The consumer insights division of
Technopak, The Knowledge Company
(TKC) has attempted to understand the
deeper meanings of the affluent pheno-
menon. At incomes above Rs. 45 lakhs
(US% 100,000) per annum, TKC’s research
indicates that the proportion of disposable
income for spends on luxury products
increases substantially (BW Marketing
Whitebook, 2007-2008, p. 283). Possible
explanation to this phenomenon provided
by economists have shown that decisions
on how much to save and spend depend
on expectations of lifetime income (and not
as is commonly assumed, annual income).
This is here wealth comes in. Consumers
who have substan-tial wealth on financial
assets, real estate, etc., are more confident
to keep spending despite temporary ups
and down in their annual income.

WHAT IS LUXURY?
In the past, prestige was due to real
financial distance. Luxury was consumed
by aristocratic elite. These were very few
in number. So the prestige associated with
luxury consumption was based on real

financial distance. The masses simply
could not afford luxury. They were just
too financially distant from the paintings,
jewellery, clothes, homes and so on
(BW Marketing White Book, 2007-2008,
p. 301). The English word ‘luxury’ is
derived from the latin term luxus and is
defined as ‘the state of great comfort and
extravagant living and an inessential but
desirable item’. According to Boston
Consulting Group, society is experienc-
ing one of the greatest shifts in consumer
buying habits and tastes since the 1950s,
and thus necessitating a redefinition of
the concept of luxury is required, provided
by consumer’s luxury experiences (Dubois
and Czellar, 2002). Marketing textbooks
suggest the concept of prestige, when an
organization is planning to position a prod-
uct as high quality or exclusive; “prestige
pricing is setting a rather high price to
suggest high quality or high status”
(McCarthy and Perreault, 1987, p. 506).
Finally, social psychologists have long been
using the concept of prestige to study the
effect of group forces on the formation and
change of opinions and attitudes (e.g.,
Lorge, 1936; and Asch, 1948). Vigneron
and Johnson (1999) established “three
types of brands which were categorized
as prestigious: up market brands, premium
brands and luxury brands, respectively in
an increasing order of prestige.”

EVOLUTION OF LUXURY
CONSUMPTION
Galbraith (1958) termed contemporary
America as the ‘Affluent Society’ in
which the single-minded pursuit of wealth
led to massive exploitation of resources
and materials through the years.
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Contemporary India reflects the western
ethos while aggressively channelising the
natural resources of the country side to
meet the needs of the urban industrial
sector. From this biased resource-use, arise
the grave inequalities of consumption
within the nation. The ‘Affluent Society’
anatomized the social consequences of
mass consumption age. He highlighted
the ‘pre-occupation with productivity and
production’ in post-war America and
Western Europe. The population in these
societies has for the most part been ad-
equately housed, clothed and fed, now
they expressed a desire for “more elegant
cars, more exotic food and more erotic
clothing, more elaborate entertainment”.
When Galbraith termed America of the
1950s as the ‘Affluent Society’, he not only
meant that this was a society most of
whose members were hugely prosperous
when reckoned against other societies
and other times, but also this was a
society so dedicated to affluence that the
possession and consumption of, material
goods became the exclusive standard of
individual and collective achievement.
He quoted the Anthropologist, Geoffrey
Gorer, who remarked that this was a
culture in which any device or regulation
which interfered or can be conceived as
interfering with the supply of more and
better things is resisted with unreasonable
horror as the religious resist blasphemy,
or the warlike pacifism’ (Galbraith, 1958).

CONSUMPTION:
THE UNASKED QUESTION
The Conservationist Approach: In the
article, “How much should a country
consume?”, Galbraith had noted the
disjunction between ‘private affluence’ and

‘public squalor’ of how this single-minded
pursuit of wealth had diverted attention
and resources from the nurturing of true
democracy which he defined as the
provision of public infrastructure, the
creation of decent schools, parks and
hospital. While often ‘prestige’ and ‘luxury’
are used synon-ymously, economists have
used luxury instead of prestige in
comparisons between luxuries and
necessities (e.g., Besley, 1989). The concept
of prestige has intensively been
investigated in Sociology, referring to the
social position conferred to an individual
by other members of a group (Shils, 1968;
and Wegener, 1992). There seems to be
three empirical consensus that (1) prestige
is a cornerstone of social stratification;
(2) it is a product of both subjective and
objective social reality; and (3) there is
considerable heterogeneity in the
subjective perception of prestige across
members of a society (Wegener, 1992).
According to Dubois and Laurent (1994),
in Asia, more and more consumers were
interested in luxury goods, which led to
find out the motivation behind
consumption of luxury goods. They found
that consumers who choose brands with
high awareness are attracted by the
conspi-cuous value and more often they
are social-oriented. On the other hand,
consumers who choose low brand
awareness are attracted by the hedonism
and more often they are personal-oriented.

CONSPICUOUS CONSUMPTION
In the early 1980s, several researchers
conducted studies based on the original
work of Bourne (1957), which focused on
the influence of the reference groups on
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the consumption of prestige brands
(Mason, 1981 and 1992; and Bearden and
Etzel, 1982). The authors found that the
conspicuousness of a product was
positively related to its susceptibility to
reference group influence. For instance,
Bearden and Etzel (1982) concluded that
publicly consumed luxury products were
more likely to be conspicuous products
than privately consumed luxury products.
Conspicuous consumption claims a
relatively larger portion of the income of
the urban than of the rural population,
and the claim is also more imperative. The
result is that in order to keep up decent
appearance, the former habitually live
hand to mouth to greater extent than the
latter. The requirement of conformity to
higher conventional status becomes
mandatory. Throughout the entire
evolution of conspicuous expenditure,
whether goods or services, or human life,
runs the obvious implication that in
order to effectively explain the consumer’s
good fame, it must be an expenditure of
superfluities. In order to be reputable, it
must be wasteful. Merit would not accrue
from the consumption of bare necessities
of life. If these articles of consumption are
costly, they are felt to be noble and
honorific. Conspicuous consumption still
plays a significant part in shaping prefer-
ences for many products which are pur-
chased or consumed in public contexts
(Braun and Wicklund, 1989; Hong and
Zinkhan, 1995; Bagwell and Bernheim,
1996; and Corneo and Jeanne, 1997).
Veblen (1899) many years ago suggested
that conspicuous consumption was used
by people to signal wealth and, by infer-

ence power and status. Thus the utility
of prestige products may be to display
wealth and power and one could consider
that highly visible prestige brands would
dominate the conspicuous segment of
the consumers.

DEFINING PRESTIGE
The distinction between prestige and
non-prestige brands has been operationally
defined in this paper as the distinction
between brands, exhibiting five perceived
values, contingent on a particular
socioeconomic framework.

• Consumption of prestige brands is
viewed as a signal of status and wealth
and whose price expensive by normal
standards enhances the value of such a
signal (perceived conspicuous value).

• If virtually everyone owns a particular
brand, it is by definition not prestigious
(perceived unique value).

• Prestige is derived partly from the
technical superiority and the extreme
care that takes place during the pro-
duction process (perceived quality
value).

This interpretation recognizes that
prestige may vary from different people,
depending on their socioeconomic
background. Translated into marketing
terms, consumers develop prestige
meanings for brands based upon
interaction with (e.g., Aspired and/or peer
reference group), object properties (e.g., best
quality), and hedonic value (e.g., sensory
beauty). Such interactions occur at
personal and societal levels. Thus, a brand’s
prestige is created from a multitude of
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interactions between consumer and
elements within the environment. In sum,
five values of prestige combined with five
relevant motivation as follows (Table 5).

consumer behavior. Although researchers
agree that the study of prestige is inter-
esting and important, there is currently
little agreement about how best to define,
and hence, understand the psychology of
prestige related consumer behavior. ‘Strat-
egies for status brands are intuitively
recognized by marketing professionals and
practitioners. Prestige brands are an
example of extreme high involvement
decision making. Prestige products are
infrequently purchased, require high level
of interest and knowledge and strongly
related to the person’s self concept.
For instance, Rossiter et al. (1991) stated
that the distinction between high and low
involvement was dichotomous rather than
continuous. Their framework states that
prestige products are high involvement
products, and that transformational brand
choices (i.e., sensory gratification, intel-
lectual stimulation, and particularly social
approval) are the primary factors in selecting
a prestige product. Although the involve-
ment model is used to distinguish prestige
products from normal products, it does not
significantly differentiate the level of
prestige among prestige brands (Horiuchi,
1984). In this research three types of
brands are categorized as prestigious, up
market brands and premium brands and
luxury brands, respectively in an increasing
order of prestige.

Hence, prestige brands represent the
category while ‘luxury’ is used when relating
to the extreme-end of the prestige-brand
category (Figure 1). Table 6 compiles a set
of prestige values into a single framework
using wide range of sources. Self

Table 5: Five Values of Prestige
Combined with Five Relevant

Motivations

Values  Motivation

Conspicuous Veblenian

Unique Snob

Social Bandwagon

Emotional Hedonist

Quality Perfectionist

LITERATURE REVIEW ON
PRESTIGE PURCHASES
Early research on this topic mainly started
last century from the work of Rae (1834),
Veblen (1899) and recently Keasby (1903).
Recently the marketing literature has
focused its study of luxury brand specifi-
cally in terms of brand extensions (Roux,
1995), conflict management between mass
marketing and luxury principles (Bechtold,
1991; and Roux, 1994), and measures of
attitude towards the luxury concept
(Dubois and Duquesne, 1993a, b). Currently,
the luxury market is taking a new direction
with unprecedented demand coming from
Asian countries, and this research has fo-
cused on the cross-cultural comparison of
attitudes towards the luxury concept
(Dubois and Laurent, 1994; and Dubois
and Paternault, 1997) and the comparison
of motivation between Asian and western
societies (Wong and Ahuvia, 1998).
However, these studies have focused on
only some aspects of prestige seeking
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Figure 1: Three Levels of Prestige

– +Other Types of Brands

Up Market Premium Luxury

Source: Vigneron and Johnson (1999)

Table 6: Examples of Research Used to Define the Values of Prestige

Authors Conspicuousness Uniqueness Quality Extended Self Hedonism Others

Veblen
(1899)

Conspicuous
Consumption
Pecuniary
Emulation

Invidious
Consumption

Fashion Bourgeois
Upper Class

Leisure
Class

Unne-
cessary
to Life
and
Health

Veblen EffectLeibenstein
(1950)

Snob Effect Bandwagon
Effect

Mason
(1981)

Conspicuous
Consumption,
Status Seeking

Scarcity
Value

Aesthetic
Quality

Distinction
Conformity
Achievement

Bearden
and Etzel
(1982)

Conspicuous Exclusivity Publicly
Consumed

Privately
Consumed

Horiuchi
(1984)

Most Expensive of
their Category

Limited
Production
Infrequent
Purchase

Best
Functional
or Stylist
Values,
Often
Hand
Made

Show who you
are

Provide
Intrinsic
Enjoyment
and
Satisfaction

Rossiter
and Percy
(1987)

High Involvement
Conspicuous Brand

Social approval
Search
Audience,
Personal
Recognition

Sensory
Gratification

Richins
(1994)

Conspicuous
Socially Visible
expensive Status
Concerned

Success
Achievement,
Expression of
the Self
Stereotypes

Happiness
Hedonic
Potential
Pleasure

Dubois and
Laurent

Very Expensive
Elitism

Few People
Distinguish

Better
Quality

Imitate Rich
Reveal who

Hedonic
Motives

To be
Offered
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consciousness is defined as the consistent
tendency of person to direct attention
inward or outward (Fenigstein et al., 1975).
Public self conscious persons are more
concerned about how they appear to others,
and privately self conscious persons are more
preoccupied on their inner thoughts and
feelings. Much of existing research has
emphasized the role that status plays in
communicating, informing about their
possessions and about social relationships
(Hyman, 1942; Barkow, 1975; Douglas and
Isherwood, 1979; and Ditmar, 1994).

A DISCUSSION ON FIVE
VALUES OF PRESTIGE
In the early 1980s, several researchers
conducted studies based on original work
of Bourne (1957), which focused on the
influence of reference groups on the
consumption of prestige brands (Mason,
1981 and 1992). These authors found that
the conspicuousness of a product was

positively related to its susceptibility to
reference group influence. For example,
Bearden and Etzel (1982) concluded that
publicly consumed luxury products were
more likely to be more conspicuous
products than privately consumed luxury
products. Thus, the utility of prestige
products may be to display wealth and
power and one could consider that highly
visible prestige brands would dominate the
conspicuousness segment of the consum-
ers. Several authors have demonstrated
that the price of product may have
positive role in determining the percep-
tion of quality (Erickson and Johnsson,
1985; Lichtenstein et al., 1988; and Tellis
and Gaeth, 1990). These studies indicate
most often consumers use price cue as an
evidence for judging quality when
choosing between different brands. Snob
effect was proposed by Leibenstein (1950).
Snob effect clearly takes into consider-
ation the personal and emotional desire

Table 6 (Cont.)

Authors Conspicuousness Uniqueness Quality Extended Self Hedonism Others

(1994) Snob not mass
Produced

you are
Refined People

as a
Guilt

Pantzalis
(1995)

Selling High Prices
Status Symbol

Exclusivity
Uniqueness
Selectively
Accessible

Aspirational
Groups
Imitation

Dubois
Paternault
(1997)

Expensiveness Exclusive
Clientele
Scarcity

Extreme
Quality
Craftman-
ship

Hedonic
Experience
Aesthetic
Appeal

Rituals
Useful-
ness

Wong
and
Ahuvia
(1998)

Conspicuous Wealth
and Social Class
Expensive and
Ostentatious
Materialism

Conformity
versus
Distinction

Brand
manufa-
cture
Country
of Origin

Public
Appearances,
Self Concept
Family
Reputation

Hedonic
Value
Pleasure
Experience

Gift
Giving
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when purchasing or consuming brands.
Snob effect may occur during two circum-
stances: (1) when new prestige product
is launched, the snob will adopt the prod-
uct first to take advantage of the limited
number of consumers at that
moment; and (2) snob effect is in evidence
when status sensitive consumers come to
reject a particular product as and when
it is seen to be consumed by the general
mass of people (Mason, 1981). Unique
perception of a brand is also related to its
cost. ‘Brand exclusivity’ is the positioning
of a brand such that it can command a
high price relative to similar products.
Leibenstein (1950) called the effect which
influence the “lower-end brand
extension”, the bandwagon effect. People’s
desire to possess prestige brands may serve
as symbolic to the group membership.
Bandwagon effect induces an individual
to conform with prestige groups and/or to
be distinguished from non-prestige groups
reference groups (French and Raven,
1959; Sirgy, 1982; Midgley, 1983; Solomon,
1983; Mick, 1986; McCracken, 1986;
Belk, 1988; and Dittmar, 1994). The
literature on materialism provides a
framework which helps to understand the
meaning that consumers attach to
worldly possessions (Belk, 1985). The link
between materialism and prestige has
received recent attention (Richins, 1994b;
and Wong and Ahuvia, 1998). The
consumption of prestige brands represents
one type of materialistic consumer
behavior. Certain goods and services have
known to possess emotional value in
excess of their functional utility
(Hirschman and Holbrook, 1982; and

Sheth et al., 1991). Recent studies in
luxury consumption have identified that
luxury products are likely to provide sub-
jective intangible benefits. For example,
Dubois and Laurent (1994) recognized
that the emotional value was an essential
characteristic of the perceived utility
acquired from luxury products. Hedonic
motive implies that one buys luxury goods
primary for one’s pleasure. Responses
associated with the consumption such as
sensory pleasure, aesthetic beauty or
excitement (Allérès, 1990; Benarrosh,
1991; Fauchois and Krieg, 1991; and Roux
and Floch, 1996). The hedonic effect is
felt when consumers value the perceived
utility acquired from a prestige brand to
arouse feelings and affective states.

CONCLUSION AND SCOPE
FOR FUTURE RESEARCH
Implications of this research are of
significance for marketers in India. It
offers a wide range of understanding about
the concept of prestige and luxury and
how customers perception reflect in their
purchasing habit. This reinforces the
commitment of global players with luxury
brands to widen their reach in the Indian
market. Customers in India aspire for
luxury brands and believe in purchasing
from abroad or in their foreign trips.
Redding (1990) concluded in his study
of Chinese economic behavior that any
attempts to explain social behavior from
a western model would be incomplete
without due consideration of cultural
factors. The western rationality inherent
in most consumer theories needs to be
reinterpreted through the eyes of Indian
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reality. That is, the premise that
consistency exists between private and
public selves in independent cultures
needs to be reexamined in an Eastern
framework, where such consistency is not
as crucial. Research is necessitated to
explore the Indian emphasis of self-
concept construct behind luxury
consumption behavior. When one sees
Southeast Asians consuming luxury goods,
it is tempting to come to the same con-
clusion one would draw were one to see
westerners behaving in the same way.
However, this behavior needs to be un-
derstood in light of the specific cultural
context in which it takes place. Because

Asian culture is based on an interpersonal
construal of self. Asians value group norms
or group goals more highly (Miller, 1984;
Markus and Kitayama, 1991; and Abe
et al., 1996). The Indian context research
may examine which of the perceived
values discriminate most significantly
among three level of prestige brands (i.e.,
luxury and premium and up market
brands). With luxury market in India
poised for growth, marketing literature
needs to be enriched through borrowing
and integrating fundamental concepts of
‘luxury consumption behavior’ as an
extended and evolving paradigm of
consumer behavior.
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INTRODUCTION
India is one of the high saving economies
of the world (Athukorala and Sen, 2002).
The Gross Domestic Savings (GDS) as a
proportion of Gross Domestic Product
(GDP) at current prices increased to
34.8% in 2006-07 from 23% in 1990-91
(RBI, 2008). A large part of the overall
improvement in domestic savings emanate
from higher household savings. Indian

Current Investment Decision Making (IDM) models present numerous variables that influence
investment choice, and thereby, providing a theory base for how investment decisions are made
by investors. The study reported here investigated the underlying dimensions in the selection of
different investment avenues for the households. An examination of a sample of 500 investor
respondents led to unraveling the difference in the household’ IDM process both present and
future with regard to varied investment alternatives. The results of factor analysis revealed
emphasis on familiarity, satisfaction, opinion and demographic dimensions for all investment
avenues. Univariate analyses of mean and proportion showed a significant difference amongst
households with respect to their decision to invest vis-à-vis abstain in a particular investment
avenue on the satisfaction dimension with regard to present investment and the opinion dimension
with regard to future investments. The analyses are relevant since they reiterate the fact that the
holistic development of capital market can take place only if a concerted effort is made to
educate the household investors. The paper also provides direction for future research by
identifying a number of issues and areas that have remained totally unexplored in the context of
household investment participation and diversification in India.

households constitute nearly 80% of the
economy’s aggregate savings (RBI, 2008).

A vibrant capital market is character-
ized by the active participation of retail
investors. However, the robust economic
expansion and the resulting increase in
per capita GDP have not translated in an
increased household investor base.
According to the report of the working
group on savings in the 11th Five-Year



45

ANTECEDENTS OF HOUSEHOLDS’ INVESTMENT DECISION-MAKING PROCESS:
A STUDY OF INDIAN HOUSEHOLDS

Volume 16 No. 4

Plan, the estimates of financial savings of
the households have shown a decline over
recent years, whereas physical savings
have increased (Patnaik and Narayan,
2007). Over the past five years, house-
holds had a mere 5% of their savings invested
in the capital markets on an average.
According to the estimates provided by
SEBI-NCAER (2003), there are only 13
million households out of the total 177
million surveyed with investments in the
capital markets. This is equivalent to a
mere 7% of total Indian households. Such
a low participation of households in the
capital markets does not augur well for
investment and economic growth of the
country.

In the realm of households, one of the
biggest trends that have arisen in the past
few years is disintermediation of financial
services. Household investors are being
called upon to make complex and
important decisions that they did not have
to make in the past (Merton, 2003). The
fast socioeconomic changes in India are
increasingly forcing people to provide for
their own retirement during their working
life (Engardio and Matlack, 2005).
Furthermore, the householders confront
lots of opportunities and choices among
financial products. Although having
choices is nice, it is a quite daunting task
to select amongst them.

The Indian household investors’ saving
and investment preferences have also
been changing overtime. There is a clear
shift in the preference pattern as there
has been a rise in the rate of contractual

savings and decline in the rate of net
deposits. As per the related literature, the
quantum of the household savings and
investments tracks a host of theoretically
well-established determinants, the prime
among them being the growth in per
capita income, financial liberalization,
greater opportunities for diversification
across financial assets and market related
returns.1 At the international level, there
have been substantial theoretical as well
as applied evidence or disevidence about
the explanatory facets of investor’s
perception and Investment Decision
Making (IDM). At the national level, a
number of such studies have picked up
during the preceding decade at best. Set
in this frame, the present paper is an
attempt to shed light on various aspects
of households’ IDM.

LITERATURE REVIEW
AND HYPOTHESES
Current IDM models present numerous
variables that influence investment
choice, and thereby providing a theory
base for how investment decisions are
made by investors. There is a general
agreement among scholars concerning the
individual variables that influence invest-
ment decisions. The positive IDM mod-
els and their theoretical underpinnings
identify key constructs that assist in
understanding the factors that have the
greatest effect on an individual’s IDM.
Criticisms of normative models of
investment, which often assume absolute
truths about appropriate decision making,
led to the development of positive

1 A succinct discussion can be found in Report of the High Level Committee on Estimation of Savings (RBI,
2009); Report of the Working Group on Savings for the 11th Five Year Plan (RBI, 2007); Athukorala and Sen
(2001); and EPWRF-NCAER Study (2003).
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perspectives and models. Unlike
normative models that specify decision
rules for how to make an optimum or
correct decision, positive models are more
readily evaluated, using different modes
of inquiry (Blume and Friend, 1978;
Schlarbaum et al., 1978; Juster and Smith,
1997; Kennickell, 1998; Grinblatt and
Keloharju, 2000; Kopczuk and Saez, 2004;
Calvet et al., 2006; Campbell, 2006; and
Massa and Simonov, 2006).

In the past three decades, many res-
pected finance theorists and behavioral
scientists have studied how people should
and actually do make investment
decisions. Theorists have produced
optimization models that capture impor-
tant features of reality, such as changing
investment opportunities (Merton, 1973;
Breeden, 1979; Campbell and Viceira,
2001; and Wachter, 2003), unpredictable
labor income (Bodie et al., 1992; Heaton
and Lucas, 2000; Viceira, 2001; Gourinchas
and Parker, 2002; Lynch and Tan, 2004;
Cocco et al., 2005; and Massa and Simonov,
2006), habit formation (Sundaresan,
1989; Abel, 1990; Constantinides, 1990;
Ferson and Constantinides, 1991; Boldrin
et al., 1995; Heaton, 1995; and Campbell
and Cochrane, 1999) and transaction costs
(Davis and Norman, 1990; Haliassos and
Bertant, 1995; Alexander et al., 1998;
Bernheim, 1998; and Vissing-Jorgensen,
2003). At the same time, scientific studies
of actual financial behavior have revealed
that people consistently make certain
mistakes because of lack of knowledge
(Lichtens-tein et al., 1982; Yates, 1990;
Griffin and Tversky, 1992; Haliassos and
Bertant, 1995; Shleifer and Vishny, 1997;

Campbell and Cochrane, 1999; Hirshleifer,
2001; Vissing-Jorgensen, 2003; Graham et
al., 2005; Calvet et al., 2006; Campbell,
2006; and Lusardi and Mitchell, 2006),
faulty logic (Shefrin and Statman, 1985;
Kroll et al., 1988; Shiller, 1989; Ippolito,
1992; De Bondt, 1993; Odean, 1998; and
Bange, 2000), cognitive dissonance
(Lewellen et al., 1977; Huberman and
Regev, 2001; Zhu, 2002; and Mitchell and
Utkus, 2003), and biased statistics
(Mankiw and Zeldes, 1991; Kennickell,
1998; Vissing-Jorgensen, 2003; Banks et
al., 2005; and Graham et al., 2005).
Insights into the strength of positive
models of IDM come from empirical studies
that have assessed these relationships.
There have been over time continuous
refinements, additions and changes in
these theories.

A number of research studies/surveys
have been undertaken in India to identify
the preferential structure of retail
investors/households amongst general and
specific avenues of investment. The
summary of these studies is presented in
Table 1. A perusal of literature shows that
bulk of the research work on IDM has
been carried out during the preceding
decade at best. With regard to location,
some surveys have covered selected cities,
states and union territories whilst others
are on an all-India basis. The favored
sampling method has been convenience/
judgmental although random and
stratified sampling techniques have also
been used. Various statistical tools varying
from the computation of basic statistical
measures to rigorous statistical framework
have been used for the analyses.
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Authors Location Sample Statistical Tools

Table 1: A Comparative Profile of Research on IDM

Gupta and
Jain* (2008)

21 States/UT n = 1,463 households
Stratified random sampling

Frequency Distribution,
and Percentages

Shollapur
and
Kuchanur
(2008)

Bijapur n = 300  household
investors Judgment and
convenience sampling

Mean,  and Coefficient of
Variation

Verma
(2008)

Jaipur n= 500  retail investors
Judgment and
convenience sampling

Frequency Distribution,
Mann-Whitney U-Test,
Kruskal-Wallis Test, and
MANOVA

Mittal and
Vyas (2007
and 2008)

Indore n = 428  retail investors
Judgment and
Convenience sampling

Cluster Analysis, Kruskal-
Wallis Test, and
Correspondence Analysis

Mittal and
Dhade
(2007)

Indore n = 167  investors
Convenience sampling

Mann-Whitney U-Test,
Sum test, and Chi-square

Srivastava
(2007)

Delhi NCR n = 500 households
Judgment and random
sampling

Frequency Distribution,
and Percentages

Ranganathan
(2006)

Mumbai n = 100 retail investors
Random and judgment
sampling

Principal Component
Analysis, and Multinomial
Logistic Regression

Gupta*
(2005)

24 States/UT n = 5,908 households
Stratified random sampling

Frequency Distribution,
and Percentages

Gupta et al.*
(2004b)

20 States/UT n = 531 households
Stratified random sampling

Frequency Distribution,
and Percentages

Gupta et al.*
(2004a)

20 States/UT n = 542 households
Stratified random sampling

Frequency Distribution,
and Percentages

Khanna
(2004)

Delhi, Chandigarh,
Ludhiana, Bangalore,
Chennai, Hyderabad,
Mumbai, Ahmeda-
bad and Kolkata

n = 792 retail investors
Judgment and snow ball
sampling

Frequency Distribution,
and Cluster Analysis

MARCH
Marketing
Consultancy
and Research
(2004)

Delhi, Mumbai,
Hyderabad,
Bangalore,
Chennai, Kolkata
and Ahmedabad

n = 200 retail investors per
city (total 1,400)
Convenience sampling

Frequency Distribution,
and Percentages

Singh
(2003)

Punjab, Delhi and
Mumbai

n = 260 retail investors
Convenience and
purposive sampling

Weighted Average Scores,
and Factor Analysis
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Table 1 (Cont.)

Swarup
(2003)

Kolkata, Bangalore,
Pune, New Delhi,
Jaipur, Vadodara,
Mumbai, Surat and
Ahmedabad

n = 367 retail investors
Convenience sampling

Factor analysis

Panda and
Tripathy
(2002)

Orissa n =100  retail investors
Convenience sampling

Spearman’s Rank
Correlation, and Multi-
dimensional Scaling
Techniques

Ranjith
(2002)

Ahmedabad n = 50  retail investors
Convenience sampling

Mean, and Probability
Approach

Singh and
Vanita
(2002)

Delhi n =150  retail investors
Convenience sampling

Frequency Distribution,
and Percentages

Dutta
(2001)

16 cities n = 600 investors Random
sampling

Principal Factor Analysis

Gupta et al.*
(2001)

21 states/UT and
130 cities/towns

n = 2819 households
Stratified random sampling

Frequency Distribution,
and Percentages

Gupta and
Choudhury*
(2001)

23 states/UT and
107 cities/towns

n = 312 households
Stratified random sampling

Frequency Distribution,
and Percentages

Raju
(2001)

West Godavari
district

n = 810 retail investors
Stratified random sampling

Frequency Distribution,
and Percentages

Rajarajan
(2000)

Chennai n = 405 investors Judgment
sampling

Cluster Analysis, and
Kruskal Wallis Test

Rajeshwari
and
Moorthy
(2000)

Delhi, Madras,
Bombay, Calcutta,
Bangalore,
Hyderabad,
Coimbatore,
Jamshedpur, Trichy
and Anantapur

n = 350 retail investors
Judgment sampling

Frequency Distribution,
Percentages, and Factor
Analysis

SEBI-
NCAER
(2000)

All-India n =25,000 households
Judgment sampling

Frequency Distribution,
and Percentages

Shanmugham
(2000)

Coimbatore n = 201 retail investors
Judgment sampling

Multiple Discriminant
Analysis, ANOVA, and
Factor Analysis.

Rajarajan
(1998)

Chennai n = 405 retail investors
Judgment sampling

Frequency Distribution,
and Percentages
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Table 1 (Cont.)

Gupta*
(1993)

19 states/UT and 76
cities/towns

n = 1,755 households
Stratified random sampling

Frequency Distribution,
and Percentages

Gupta*
(1991)

23 states/UT and
100 cities/towns

n = 5,822 households
Stratified random sampling

Frequency Distribution,
and Percentages

Prasad and
Subhas
(1991)

Hubli and Dharwar n = 142 retail investors
Judgment sampling

Frequency Distribution,
and Percentages

Note: * Survey conducted by the Society for Capital Market Research and Development (SCMRD), Delhi.

A number of studies highlight a
relationship between investors’ awareness
and investment behavior. Investors, in
general, have good knowledge about
simple forms of investments, like fixed
deposits and government savings schemes
(Prasad and Subhas, 1991; Khanna, 2004;
Gupta, 2005; and Shollapur and
Kuchanur, 2008). The awareness
conversely was the lowest for public and
private sector bonds (Khanna, 2004; and
Gupta et al., 2004). It was observed that
households hardly differed in their
perception about equity shares and
debentures as distinguishable ‘risk classes’
in earlier studies (Gupta, 1991; and SEBI-
NCAER, 2000). However, later the
findings revealed that household
investors have become more sophisticated
and discerning (Khanna, 2004; Gupta,
2005; and Srivastava, 2007). The capital
market’s development depends on the
willingness of the investing public to invest
in capital market instruments. Such
willingness of investors, in turn, depends
on their satisfactory past investment
experience. There was relatively a high
level of satisfaction with respect to
investment in equity shares (SEBI-
NCAER, 2000; Gupta et al., 2004; and

Gupta, 2005). The satisfaction level was
low with regards to investment in mutual
funds (SEBI-NCAER, 2000; Panda and
Tripathy, 2002; Singh and Vanita, 2002;
Singh, 2003; Gupta et al., 2004; and
Gupta, 2005). The highest proportion of
unsatisfactory investment experience was
reported for private-sector bonds (Gupta
et al., 2004; and Gupta, 2005). Generally,
the household investors’ selection of
investments is guided by their judgment
about the overall suitability of each
investment avenue. A comparison of
responses of just about all the studies
shows a similar pattern; the safety
considerations dominated the overall
suitability criterion (Gupta, 1991; SEBI-
NCAER, 2000; Gupta and Choudhury,
2001; Gupta et al., 2001; Singh, 2003; and
Gupta, 2005). Accordingly, it is arguable
that familiarity, past investment
experience and opinion about an
investment avenue influences the IDM
process of a household. Therefore, we
predict the following:

H1: A significant difference exists
between households’ present
IDM apropos an investment
avenue with respect to:
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(a) Familiarity in terms of
knowledge and awareness about
investments; (b)Satisfaction in
terms of overall experience; and
(c) Opinion about safety, return,
and overall suitability.

Pertinent insights about household
investors’ IDM have also been put forth
by investigations on the impact of
demographic factors, such as, age, education,
occupation, and income. Generally, as age
increases, the tendency to take risk
declines (Ranjith, 2002; Gupta and Jain,
2008; and Verma, 2008). According to
Gupta et al. (2001) bonds were regarded
as an investment for the retired people
and did not have much appeal for young
people except in the case of Development
Financial Institution (DFI) bonds. The
market penetration achieved by mutual
funds was found to be much lower than
equity shares for all age-classes (Gupta
et al., 2001; Singh, 2003; Gupta
et al., 2004; Gupta, 2005; and Gupta and
Jain, 2008). Higher the education, higher
was the level of understanding of
investment complexities. Graduates and
above in qualification preferred to invest
in equity shares as well as mutual funds
(MARCH MC and R, 2004; Mittal and
Vyas, 2007 and 2008; and Verma, 2008).
Further, the investment performance
experience of share owners was related
to their educational level (Gupta, 1991;
SEBI-NCAER, 2000; Ranjith, 2002; and
Singh, 2003). The incidence of investing
in equity shares has been the highest
amongst the service class (Gupta, 1991;
SEBI-NCAER, 2000; Ranjith, 2002; and
Mittal and Vyas, 2007 and 2008). The
business class showed inclination to invest

in real estate and bullion (Mittal and
Vyas, 2007 and 2008). Verma (2008)
showed that mutual funds were popular
amongst professionals, students and the
self employed. Retirees displayed their risk
aversion by not investing in mutual funds
and/or in equity shares (Gupta, 2001; and
Verma, 2008). There was a marked
preference for fixed-interest type of
investments amongst all income groups
while mutual funds have found favor only
with middle and high income groups
(Gupta et al., 2001; Panda and Tripathy,
2002; Gupta et al., 2004; and Gupta and
Jain, 2008). Equity shares uniformly have
been found to have a high degree of
acceptability across all income classes;
particularly the level of penetration was
very high for the middle class investors
(Gupta, 1991; Ranjith, 2002; Khanna,
2004; Gupta, 2005; and Gupta and Jain,
2008). Appropriately, it is predicted that
demographic factors certainly influence
households’ decision to invest in a
particular investment avenue. Therefore,
we predict the following:

H2 : A significant difference exists
between households’ present
IDM apropos an investment
avenue with respect to: (a) age;
(b) education; (c) occupation;
and (d) income.

The cynosure of likely future
investment to a large extent conforms to
the risk perception (safety criterion) of
households about different investment
avenues. A comparison of responses with
regard to likely future investment avenue
showed diverse but much higher
preference for less risky, fixed-interest type
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investment avenues (Gupta, 1991; Gupta,
1993; SEBI-NCAER, 2000; Gupta et al.,
2001; Singh and Vanita, 2002; Gupta
et al., 2004; and Gupta, 2005). Further,
a good number of educated investors in
the age group of 45-55 years developed
well planned out investment structures in
terms of their future investment plans
suggesting that such investors prefer to
take moderate risk (Rajarajan, 2000;
Ranjith, 2002; and Singh, 2003). Gupta
and Jain (2005 and 2008) revealed that
the past experience of an investor in a
particular investment avenue to a very
large extent influenced the future IDM.
Correspondingly, it is predicted that
demographic factors certainly influence
households’ decision to invest in a
particular investment avenue. Therefore,
we predict the following:

H3: A significant difference exists
between  households’ future IDM
apropos an investment avenue
with respect to: (a) opinion about
safety, return, and overall suit-
ability; (b) satisfaction interms of
overall experience; and
(c) demographic factors.

Most of the surveys/studies on the
Indian household/retail investors have
looked into the investment preferences
and the effect of demographic and
psychographic factors on the IDM.
However, there is dearth of evidence on
the epistemological underpinnings to the
selection of different investment avenues
for investors especially in the Indian
context. In general, discerning differences
in the IDM of households and the way
investors intend to invest in the future is

of paramount importance. The results
presented in this paper have addressed this
gap in literature.

OBJECTIVES
Extensive review of the extant literature,
as well as the current IDM models has
resulted in the formulation of two
objectives:

1. To discern the underlying
dimensions in the selection of dif-
ferent investment avenues for
households; and

2. To determine differences in the
households’ present and future IDM
process.

RESEARCH DESIGN
A BRIEF PROFILE OF THE
RESPONDENTS
As the focus of the study has been on the
identification of the IDM process of the
households, the data has been collected
from the respondents on the income and
investments of the households as a whole.
In the present paper, the term ‘household’
implies the investor/respondents’ family
and the same has been taken as a sam-
pling unit.

In terms of geographical location, the
scope of the study has been restricted to
Chandigarh as well as to some extent the
satellite towns of Mohali and Panchkula.
Chandigarh is fast coming up as the center
for trading in financial markets in North
India (SEBI-NCAER, 2003). It has more
than thrice the number of total investors
(household investing in equity or bond or
both) as compared to average number of
total investors in India. The city ranks sixth
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in terms of volume of transactions in the
stock markets in India (Gera, 2005).

It is fairly well-known from the
available facets of the residents of
Chandigarh and its satellite towns that
only certain segments of the population
are of direct interest for the present study.
As such the focus for collection of data
has been on the subjectively but relevant
segments of the population.2 The ‘targeted
relevant population segment’ comprises of
those respondent investors who:

• Possess reasonable level of income, are
educated and well employed or en-
gaged in economic activities such as
professionals, entrepreneurs, etc.

• Are well aware of their social/
economic needs and of the
investment scenario; and

• Have availability of investible funds
and are presently engaged in invest-
ment activity.

The subjectively decided sample size
of 500 investors/respondents has been
taken from the ‘targeted relevant
population segment’ based on the
combined judgment and random sampling
covering different age, education,
occupation and income groups. For the
purpose of comparisons, a reasonably large
number of avenues have been covered:
equity shares, various mutual fund
schemes, and ‘others’ (government bonds,
company debentures, bank-fixed deposits,
gold/bullion, and real estate).

A brief demographic profile of the
respondents can be seen from Table 2.
With regard to equity shares as an
investment alternative, it can be observed
that the households did not differ
significantly on any demographic factor,
viz., age, education, occupation and
income. For mutual funds, however, there
were significant differences between
households that invested vis-à-vis those
abstained on the basis of level of
education ( 2 = 14.521; p < 0.001),
occupation composition ( 2 = 18.781;
p < 0.001), and income class ( 2 = 7.768;
p < 0.05). Investors in mutual funds,
essentially, comprised that segment of the
households who were highly educated,
belonged to service class, and were
affluent. In the case of ‘others’, there was
a significant difference only on one factor
namely, age (2 = 16.396; p < 0.001).
In general, investment in ‘others’ was the
lowest for respondents over the age group
of 55 years.

PREPARATION AND
ADMINISTRATION OF THE
SURVEY INSTRUMENT
A detailed and exhaustive questionnaire
was prepared to carry on an in depth
exploratory and empirical level research
(Annexure 1). The questionnaire was
prepared keeping in view the targeted
class of investors in terms of desirable
characteristics of good sampling research
design. The survey instrument used in the
present study has been adapted and
developed from the previous published
research work.3

2 Several studies like Rajarajan (1998); Rajeshwari and Moorthy (2000); Gupta et al. (2001); Singh and Chander
(2004), etc., have used similar kind of methodology.

3 For example, Gupta and Choudhary (2000); SEBI-NCEAR Investor Survey (2000); Gupta et al. (2001); Gupta
et al. (2001); Singh and Vanita (2002); Singh and Chander (2004); Swarup (2003); and MARCH MC and R (2004).
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Subsequent to observing a
series of individual observa-
tions, i.e., 61 variables, 11
clustered variables were iden-
tified on which statistical
analysis has been carried out.
In order to understand the
nature of the distributions, the
variables were given a figural
representation(s); and in most
of the cases the variables
involved have been observed to
be ‘more or less’ normally
distributed. The variables are
defined in Table 3.

The variables reflected four
IDM dimensions keeping in
view the scope of the present
research work. The IDM
dimensions were familiarity,
satisfaction, opinion, and
demographics as shown in
Table 4. The multidimensional
nature of IDM necessitated this
variety so as to obtain more
reliable measures of general
tendencies and to distinguish
them from more situational ones.

Several steps were taken to
ensure the validity of the
survey instrument representing
the four IDM dimensions. First,
they were verified using a panel
of two experts. Second, the
questionnaires were pretested
for general readability and
design. The face validity of the
survey instrument was
established subsequent to the
modifications which were



55

ANTECEDENTS OF HOUSEHOLDS’ INVESTMENT DECISION-MAKING PROCESS:
A STUDY OF INDIAN HOUSEHOLDS

Volume 16 No. 4

Table 3: Variable Definitions

Variable Definition

KFR Knowledge of financial ratios comprises four ratios: (a) P/E ratio; (b) Dividend Yield;
(c) Yield to maturity; and (d) NAV.

KCFC Knowledge of complex financial concepts as a measure of understanding complex
concepts and investment avenues available comprises eight concepts: (a) Gilt funds;
(b) Index funds; (c) Stock futures; (d) Index futures; (e) Index options; (f) Book
building method of share issue; (g) Dematerialization; and (h) Fund-to-Funds.

LAWR Investors level of awareness about the capital market investment vagaries has been
measured in terms of six prominent Indian securities scams: (a) The Securities Scam:
1992; (b) MS Shoes Scam: 1994; (c) CRB Scam: 1997; (d) Vanishing Companies
Scam: 1998; (e) Plantation Scam: 1999; and (f) Ketan Parekh Scam: 2001.

LSATIS Level of satisfaction has been measured in terms of overall experience of investors of
investing with regards to equity shares, mutual funds and ‘others’.

OAS Opinion about safety has been measured in terms of viewpoint of investors on safety
with regards to equity shares, mutual funds and ‘others’.

OAR Opinion about return has been measured in terms of viewpoint of investors on return
with regards to equity shares, mutual funds and ‘others’.

OAO Opinion about overall suitability has been measured in terms of viewpoint of overall
suitability with regards to equity shares, mutual funds and ‘others’.

AGE Respondents’ age is a continuous variable and has been measured in years as follows:
(a) Less than 30 years; (b) 30-45; (c) 45-55; and (d) Above 55 years.

EDU Education  is   a  demographic   variable   and   has   been   measured  as   follows:
(a) Graduate; (b) Postgraduate; and (c) Ph.D.

OCCU Respondents’ occupation is a demographic variable and has been measured as follows:
(a) Government service; (b) Professional practice; (c) Own business; (d) Retired;
and (e) Other Service.

LINC Level of income refers to respondents’ total household monthly income and has been
measured in rupees as follows: (a) Less than Rs. 20,000; (b) Rs. 20,000-25,000;
(c) Above Rs. 25,000.

PINVST Present Investment has been measured in terms of respondents’ (including household
members) presently invested funds in equity shares, mutual funds and ‘others’.

FINVST Future Investment has been measured in terms of respondents’ intention of investing
funds within the next one year in equity shares, mutual funds and/or ‘others’ depending
upon the availability of funds (1= Below Rs. 25,000; 2 = Rs. 25,001-50,000;
3 = Rs. 50,001-1,00,000; and 4= Above Rs. 1,00,000). The field of study was
transformed into three dummy variables: (a) Low; (b) Medium; and (c) High.
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made on the basis of the responses
received.

The reliability of the instrument was
examined using Cronbach’s alpha to assess
its internal consistency. Table 5 shows the
coefficient alpha estimates of internal
consistency reliability ranged from 0.63 to
0.74 across the four IDM dimensions. The
scale showed high reliability coefficients
in all the four IDM dimensions.4 It was
concluded that the survey instrument
could be used to assess household
perceptions on investments.

A total of 700 questionnaires were
personally administered, out of which 526
could be obtained as complete for usage.
At the screening stage, 26 questionnaires
had to be rejected due to inconsistent or
incongruous responses. Thus, the final
sample size in the present study has been
that of 500 investor respondents, providing
a 71.42% response rate which is
considered to be reasonably satisfactory.

DATA ANALYSIS AND
METHODOLOGY
To determine the underlying dimensions
in the selection of different investment
avenues for households, the principal
component approach to factor analysis has
been used. The criterion of minimum
salient loading of variables on components
has been considered (Guilford, 1956; Cliff
and Hamburger, 1967; Horn, 1967;
Pennell, 1968; Humphrey’s et al., 1969;
Lawley and Maxwell, 1973; Nunnally,
1979, etc.). Accordingly, the minimum
absolute magnitude of 0.50 for
component’s loadings is taken for the
rotated factors (components) respectively.
The Kaiser-Meyer-Olkin (KMO) measure
of sampling adequacy has been used to
gauge the appropriateness of the factor
analysis approach. The decision for the
extraction and retention of significant
components has been taken by keeping
in view the recommendations about the

4 According to Nunnally (1979) a scale having a reliability coefficient of 0.50 and above should be included in the
study.

Mean (SD) 2.44 (1.40) 1.33 (0.89) 2.21 (0.43) 2.27 (0.56)

Alpha () 0.7438 0.6274 0.6667 0.6656

Table 5: Mean Sub-Scale Score and Coefficient Alpha

Familiarity
(3 Items)

Satisfaction
(1 Item)

Opinion
(3 Items)

Demographics
(4 Items)

KFR LSATIS OAS AGE

KCFC OAR EDU

LAWR OAO OCCU

LINC

Table 4: Eleven Items to Reflect Four Investment Decision Making Dimensions

Familiarity
(3 Items)

Satisfaction
(1 Item)

Opinion
(3 Items)

Demographics
(4 Items)

–

–

– ––
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same by Guttman’s (1940), Kaiser ’s
(1958), and Bentler’s (1968) mathemati-
cal/psychometric/statistical criterion of
latent roots greater than or equal to unity.
Further, the Bartlett’s (1950 and 1951)
multivariate test of sphericity revealed
that the correlation matrix R obtained was
positively definite.5

To investigate differences in the IDM
process of households for different
investment avenues, the data was
subjected to univariate analysis by
invoking one-way analysis of variance
(ANOVA) using the general linear
model. An ANOVA was performed for
each of the 11 IDM variables.

LIMITATIONS
The present study is subject to the
following limitations:

• A statistical inquiry pertaining to
personal incomes and investment
involves considerable difficulty due to
confidential and sensitive nature of such
information. Such information can be
collected only from those willing to
cooperate in filling up the question-
naires.

• Those falling below the poverty line,
having little voluntary savings for
financial investments and/or no
ability/knowledge/awareness at all to
understand investments in financial
instruments of various kinds have been
excluded from the scope of the present
study. Further, quite higher and top-
end social classes have also been
excluded.

RESULTS AND DISCUSSION
UNDERLYING DIMENSION IN THE
SELECTION OF INVESTMENTS
The factor analysis (varimax rotation)
yielded a four-five factor solution with
eigen values greater than one explaining
within the range of 64.919% to 56.147%
of the common variance as reported in
Table 6.

The first factor is loaded heavily and
positively by the familiarity dimension
irrespective of the fact whether
households have invested or abstained in
the case of all investment avenues. This
class of households is knowledgeable and
appreciates the fact that without the right
information, the financial world can be a
labyrinth where one can easily lose a lot
of money. However, for households who
have abstained to invest in equity shares,
this factor is indexed on the satisfaction
dimension as well. The second factor,
which seems to index the opinion
dimension, was composed of the three
variables OAS, OAR and OAO for all
investment avenues. Such predominant
loading on opinion implies that the
investing policy of householders hinges on
safety of capital, adequacy of return and
overall suitability. For households who
have invested in equity shares this factor
is indexed on OAS and OAO. The third
factor is positively loaded by the
demographics for households in the case
of equity shares as well as ‘others’. In the
case of mutual funds, this dimension is
indexed both on the demographics as well
as satisfaction dimension. For equity
shares as an investment avenue, this factor

5 All the 11 eigen values are positive, i.e., the correlation matrix is of full rank. Further, the explanatory variables
under investigation do not suffer from serious degree of multicollinearity.
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is positively loaded on EDU and LINC
for investors, while bipolar with loadings
of 0.703 on OCCU and –0.713 on AGE
for non-investors. For this class of house-
holds, with growing age the tendency to
invest and take risks declines. For mutual
funds, this factor is positively loaded on
LSATIS and OCCU for investors, while
is bipolar for non-investors with loadings
of 0.512 and 0.714 respectively on LSATIS
and OCCU as well as –0.685 on AGE.
Generally, the level of satisfaction as well
as the occupation class of the householder
determines the decision with regard to
investment in mutual funds. However,
with age the propensity to invest in mutual
funds declines. For ‘others’, this factor is
positively loaded on EDU and LINC for
all households. The fourth factor is loaded
by demographics in the case of mutual
funds and ‘others’ for all households. For
investors in equity shares, this factor is
indexed both on the satisfaction and
demographic dimension. While those who
refrained from investing in equity shares,
this factor was loaded on EDU and LINC.
Similar factors were also observed for all
households that invested in mutual funds.
For ‘others’, this factor is bipolar with
loadings of 0.779 on AGE along with
–0.705 on OCCU for investors; and 0.811
on OCCU along with –0.648 on AGE for
non-investors. This class of investors in
‘others’, undoubtedly with growing age
develops maturity and experience for
making decisions about the usage of their
surplus and/or available funds in the light
of overall economic needs of their family
life. It seems that the rational investors’
occupation irrespective of their age does

not play a significant role in the overall
IDM process beyond a certain level. The
fifth factor is bipolar factor with loadings
of 0.743 on OCCU along with –0.733 on
AGE for investors in equity shares;
positively loaded on AGE for non-
investors in mutual funds; and heavily and
positively on LSATIS for all households
in the case of investment in ‘others’.

The underlying dimension in selection
of investments by households reveals
emphasis on all the four IDM dimensions,
viz., familiarity, satisfaction, opinion and
demographic for all investment avenues.
Such kind of empirical results indicate
inter-domain factors underlying the
selection of investments and are quite
realistic and rational.

DIFFERENCES IN THE
HOUSEHOLDS’ IDM
The ANOVA procedure for present
investment (PINVST) is shown in Table 7.
Panel A shows that there were significant
differences between households that have
currently invested vis-à-vis abstained on
the familiarity (KFR, KCFC, and LAWR),
satisfaction (LSATIS), and opinion
(OAS, OAR, and OAO) dimension. Only
one demographic variable, namely LINC
was found to be significant at the 0.05
level. Further analyses of the ‘means’
revealed a higher level of familiarity,
satisfaction, opinion on safety, risk and
return as well as income for those who
have presently invested in shares.
A plausible explanation to a relatively high
percentage of satisfaction level of high
income households with respect to
investment in equity shares can be that
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Equity Shares KFR 2.1472 1.5041 28.044***

KCFC 2.9126 2.1099 48.847***

LAWR 3.2427 2.1047 25.958***

LSATIS 2.8511 0.8325 256.527***

OAS 1.0485 0.3613 32.731***

OAR 3.7961 2.7906 33.395**

OAO 2.1327 0.8534 66.832***

AGE 2.5243 2.5243 0.390

EDU 1.6699 1.6806 0.035

OCCU 2.6311 2.8063 1.230

LINC 2.2686 2.0942 5.210*

Mutual Funds KFR 2.8102 2.2024 25.336***

KCFC 3.1446 2.1429 18.746***

LAWR 2.0808 1.5471 17.906***

LSATIS 1.0807 0.2831 98.976***

OAS 1.9351 1.4349 22.737***

OAR 2.6233 2.1363 20.951***

OAO 2.3025 1.8431 14.622***

AGE 2.4488 2.6071 2.730

EDU 1.7440 1.5357 12.614***

OCCU 2.8795 2.3393 11.268***

LINC 2.2711 2.0655 0.009**

Others KFR 2.6468 2.5445 0.496

KCFC 2.8175 2.7984 0.007

LAWR 2.0649 1.7355 7.486

LSATIS 1.7263 0.4396 213.577***

OAS 3.2540 3.2200 0.118**

OAR 2.0133 1.8151 2.435

OAO 2.4758 2.4918 0.018

AGE 2.4206 2.5847 3.287

EDU 1.7103 1.6371 1.710

OCCU 2.7897 2.6048 1.450

LINC 2.2103 2.1935 0.051

Table 7: One-Way Analysis of Variance for Present Investment (PINVST)

Investment Avenues Variables Invest Abstain F-Statistics

Note: *significant at the 0.05 level; **significant at the 0.01 level; and ***significant at the 0.001 level.
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factors such as risk-tolerance capacity, the
extent of diversification achievable,
awareness level and accessibility to
consultants, etc., enhances with the level
of household income. Panel B reveals
statistical differences between households
with regard to their decision to put in or
withhold investment in mutual funds on
the familiarity (KFR, KCFC, and LAWR),
satisfaction (LSATIS), opinion (OAS,
OAR, and OAO) and demographic
(EDU, OCCU, LINC) dimensions. An
examination of ‘means’ revealed a higher
level of familiarity and opinion for house-
holds currently invested in mutual funds.
Further, higher ‘means’ were observed for
investors on education, occupation and
the level of income. Investors in mutual
funds are not only more discerning but
belong to that section of households who
are better educated, affluent and belong
to the service class. Panel C highlights
significant difference between investors
and non-investors regarding investments
in ‘others’ on only two variables, namely
LSATIS and OAS. Investors in ‘others’
perceive their investment to be safer than
other avenues.

Overall, the results show that
satisfactory past experience in a particular
investment avenue seem to be of
paramount importance to investing house-
holds. Further, familiarity is significant
and higher for knowledge investment
products like equity shares and mutual
funds. A significant difference thus exists
between households’ present IDM apropos
an investment avenue with respect to
familiarity, satisfaction, opinion as well as

demographic factors. Hence, the hypo-
theses H1 and H2 stands accepted.

The ANOVA procedure for future
investment (FINVST) taking into
consideration the availability of funds with
households is shown in Table 8. Panel A
shows that there were significant
differences between intention to invest
vis-à-vis abstain in equity shares on the
dimension of familiarity (KFR, KCFC, and
LAWR), and opinion (OAS, OAR, and
OAO) irrespective of the availability of
funds. Added, the demographic variable
LINC was also found to be significant for
all households irrespective of funds
availability. The variable AGE was found
to be significant provided households had
access to high funds in the future. Further
analyses of the ‘means’ revealed a higher
level of familiarity, opinion as well as
income for those who intend to invest in
shares. The relatively aged householders
even with high availability of funds do not
intend to invest in equity shares. Panel B
reveals statistical differences between
households with regard to their decision
to invest or not in mutual funds in future
on the opinion (OAR and OAO) and
demographic (OCCU) dimensions
regardless of the availability of funds. An
examination of ‘means’ revealed a higher
level of opinion about return and overall
suitability for householders who intend to
invest. Further, higher ‘means’ was
observed on the OCCU variable.
Households belonging to the service class
have shown market preference for
investment in mutual funds. Statistical
differences were also found with regard
to future investment in mutual funds on
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variable AGE (low availability of funds);
KFR, OAS, and EDU (medium availability
of funds); as well as KFR, LASTIS and
AGE (high availability of funds). While
the results are mixed with regard to
availability of funds, it is imminent that
investment in mutual funds would be
determined to a large extent by opinion
about returns and overall suitability.
Further, relatively younger householders
preferred this investment avenue for both
low and high funds availability. Panel C
highlights difference between the
intention to opt or restrain investment in
‘others’ by the households on the opinion
(OAR and OAO) dimension. An
examination of ‘means’ revealed a higher
level of opinion about returns and overall
suitability amongst householders who
intend to invest regardless of the
availability of funds. Statistical differences
were also found with regards to future
investment in ‘others’ on variable EDU
(low availability of funds); KFR, KFCF,
OAS, EDU, OCCU (medium availability
of funds); as well as KFCF, AWR, OAS,
AGE and OCCU (high availability of
funds). What is very forthcoming is that
households with lower familiarity and low
level of education consider ‘others’ to be
a promising investment even when the
availability of funds is medium to high.
Added, for the same availability of funds,
the opinion about safety is of paramount
importance to investors.

Overall, the results suggest that
opinion about returns and overall
suitability in the case of all investment
avenues seem to be a key determinant
with respect to future investments. A

significant difference thus exists between
households’ future IDM apropos an
investment avenue with respect to
familiarity, satisfaction, opinion as well as
demographic factors. Hence, the
hypothesis H3 stands accepted.

CONCLUSION
AND IMPLICATIONS
The study of household finance is
challenging because household investors’
behavior is difficult to measure, and
households face constraints not captured
by textbook models (Campbell, 2006).
This paper chronicles research on house-
holds that has tested the major IDM
constructs. The studies reviewed were
related explicitly to the constructs and
relationships set forth in positive theories,
which is one of the first steps to assess our
overall level of understanding of IDM.
Understanding why and how Indian
households make investment decision
could lead to initiatives resulting in
active participation of investors, under-
pinned by their long-term investment
goals, with adjustments made in response
to their short-term liquidity needs. The
present paper is motivated by such a
viewpoint, as it endeavors to unravel the
difference in the IDM of households with
regard to varied investment alternatives.

The empirical results put forth by the
study make the IDM process of investors
very forthcoming. The underlying
dimension in selection of investments
reveals emphasis on familiarity,
satisfaction, opinion and demographic
dimensions for investment avenues in the
way various IDM variables were grouped
by factor analysis. Univariate (item-by-
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item) analyses of mean and proportion
show statistically significant differences
between the households for both present
and future IDM regarding the choice of
an investment avenue with respect to
familiarity, satisfaction, opinion as well as
demographic dimensions. There exists a
significant difference amongst households
with respect to their decision to invest or
abstain in a particular investment avenue
on the satisfaction dimension with regard
to present investment and the opinion
dimension with regard to future invest-
ments. The investors’ preferences are
supposedly related to the actual
performance of the various investment
avenues over a certain investment time
horizon. Seemingly, investors consciously
or unconsciously take into account their
previous experiences while forming an
opinion about making investment
decisions for the future. The findings also
suggest that demographic factors like
age, education, occupation and income
have a significant influence on IDM
process. Generally, the most affluent,
educated and younger investors have
favored to invest in equity shares and
mutual funds. With regard to future
investments, irrespective of funds
availability the affluent preferred equity
shares as an investment avenue, while the
service class preferred mutual funds.
Investors intending to invest in ‘others’
belong to that class of households that has
low knowledge and awareness about
capital market investments and value
safety of investments over returns. This
class of households can be targeted as

potential investors through systematic
investment education programs. The
setting up of the Investor Education and
Protection Fund (IEPF) by the Ministry
of Company Affairs is a commendable
attempt in this direction. However, the
content and the delivery mechanism for
investor education on a countrywide basis
need to be reworked.

Inevitably, the extant literature on
households’ IDM brings to fore a number
of issues and areas that have remained
totally unexplored in the context of
household investment participation and
diversification in India. A few possible
theoretical and empirical directions are
suggested herewith.

• Portfolio theory suggests that
everyone should participate in all
security markets. Nonparticipation
may derive from salience bias, or from
mere exposure effects.6 Although, the
latter has been explored in the Indian
context, it would be appealing to
explore the former.

• An interesting research question is
whether stock market investors are more
risk tolerant than non-investors. The
effect of poor health or owning signifi-
cant private business assets on asset
allocation can be looked into.

• There is a need to further  empirical
literature on how households construct
their portfolios within each asset class.
It has been established, for example,
that employees invest heavily in their
own firm’s stock and perceived it to be
low on risk.7

6 See, for example, Hong et al. (2004), Puri and Robinson (2005), and Gusio et al. (2008).
7 See, for example, Benartzi (2001), and Mitchell and Utkus (2003).
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• There is an active debate about
performance of concentrated portfo-
lios. For instance, among wealthier
households, concentrated portfolios
have higher average returns than
diversified portfolios although they also
have higher risk and low Sharpe
ratio.8

• A small recent literature finds strong
evidence for inertia in asset allocation.
It has been observed that participants
in retirement savings plans rarely
alter the allocation of their contribu-
tions or rebalance their portfolios, and
default options have long-lasting
effects on their portfolios.9 These
issues need further exploration in the
Indian context.

• An additional priority of future
research is to determine the
underlying dimensions in the
selection of different investment av-
enues for female and male
investors.

• There is a lack of significant data on
quantified fees charged by each mu-
tual fund available to investors and the
effect of these fees on household IDM
and portfolio performance.

• Another important aspect of house-
hold finance is the existence of bor-
rowing costs. It has been seen that con-

sumption responds to predictable
changes in income and age in a man-
ner that suggests the relevance of bor-
rowing constraints for many house-
holds.10

• An appealing direction for future re-
search is to gauge benefits out of the
emergence of markets for new finan-
cial instruments, such as options,
swaps, etc., which offer  interesting
new opportunities for people to achieve
financial security.

• A different empirical direction is to
analyze how behavioral investment
psychology drives IDM. A vast
psychological literature shows that
emotional state can significantly
affect decision making.11

The literature on household IDM is a
rapidly expanding area of study that has
matured considerably, both theoretically
and empirically. Despite the growing
popularity of this research stream, the
review indicates that much needs to be
done in the Indian context. Research on
suggested areas can provide a lot of
interesting and reliable information
enabling better understanding of Indian
households’ IDM process. It may be then
feasible for the field to contribute ideas
to improve the confidence and welfare of
household investors at large.

8 See, for example, Ivkovic´ et al. (2004).
9 See, for example, Madrian and Shea (2001), Choi et al. (2002), Agnew et al. (2003), and Ameriks and Zeldes

(2004).
10 See, for example, Gourinchas and Parker (2002), Cocco (2005), Zinman (2005), Davis et al. (2006), Johnson et al.

(2006).
11 See, for example, Kahneman and Tversky (1979), Damasio (1994), Elster (1998), Charlton (2000), Hermalin and

Isen (2000), and Shiller (2000).

´
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ANNEXURE 1

Respondent’s S. No.__________

Interviewer Code_____________

Kindly facilitate the study entitled “Investment Decision-making: Perceptual View of Investors”
by filling up the questionnaire. The information provided is to be used aggregatively only for
academic research work. We shall feel highly obliged for the same.

1. How effective has SEBI been in regulating the stock market with regards to the following:
(Please tick ) The rankings are in descending order of effectiveness.

STRICTLY CONFIDENTIAL

Protecting
Investor’s
Interest

1 2 3 4 5 6

Curbing
Insider
Trading

1 2 3 4 5 6

Preventing
Share Price
Manipulation

1 2 3 4 5 6

Improving
Disclosure of
Information

1 2 3 4 5 6

Can’t
Say

Extremely
Effective

Reasonably
Effective

Moderately
Effective

Somewhat
Ineffective

Totally
Ineffective

2. Which of the following financial concepts do you understand? (Please tick )

a. P/E ratio

b. Dividend yield

c. Yield to maturity

d. NAV

e. Gilt funds

f. Index funds

g. Stock futures

h. Index futures

i. Index options

j. Book building method of share issue

k. Dematerialization

l. Fund to Funds
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3. Do you endorse the view that pension and provident funds in India should invest part of their
funds in equities?

Yes/No/Can’t say

4. Are you aware of any of the following event(s): (Please tick )

ANNEXURE 1 (CONT.)

The Securities
Scam: 1992

1 2 3 4 5 6

MS Shoes
Scam: 1994

1 2 3 4 5 6

CRB Scam:
1997

1 2 3 4 5 6

Vanishing
Companies
Scam: 1998

1 2 3 4 5 6

Plantation
Scam: 1999

1 2 3 4 5 6

Ketan Parekh
Scam: 2001

1 2 3 4 5 6

Not At All/
Can’t Say

Fully Reasonably
Well

Quite
Reasonably

Moderately
Well

SomewhatEvents

5. Do you believe that equity shares shall give higher returns than fixed-income investments
over:

a. The short-term Yes/No/Can’t say

b. The medium-term Yes/No/Can’t say

c. The long-term Yes/No/Can’t say

6. Have you and/or any member(s) of your family invested in shares: (Please tick )

a. Only through Mutual Fund (MF)Schemes

b. Directly in equity shares-IPO’s

c. Directly in equity shares-Secondary

7. Do you and/or any member(s) of your family presently own: (Please tick )

Shares

Mutual Fund Growth Schemes

Mutual Fund Income Schemes

Mutual Fund Balanced Schemes

Money Market/Liquid Mutual Fund

GILT-Edged
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ANNEXURE 1 (CONT.)

ELSS

Tax Saving Mutual Fund Schemes

Industry specific Mutual Fund Schemes

Mutual Fund Index Schemes

Mutual Fund Sectoral Schemes

Government Bond

Company Debentures

8. If you and/or any member(s) of your family have invested in Mutual Funds, in how many
schemes (number) of the following categories have you preferred to make investment(s) in:

A Bank Sponsored
Joint Ventures-Predominately Indian (e.g. SBI Funds
Management Ltd.)

Others (e.g., UTI Asset Management Co. Pvt. Ltd.)

B Institutions (e.g., GIC Asset Management Co. Ltd.)

C Private Sector

Indian (e.g., Kotak Mahindra Asset Management Co. Ltd.)
Joint ventures-Predominately Indian (e.g., HDFC Asset
Management Co. Ltd.)
Joint Ventures-Predominately Foreign (e.g., Morgan Stanley
Investment Management Pvt. Ltd.)

Categories Number of Schemes

9. How much satisfactory, in over all terms, is your experience of investing in the following:
(Please tick )

Shares 1 2 3 4 5 6

Mutual Fund
Growth
Schemes 1 2 3 4 5 6

Mutual Fund
Income
Schemes 1 2 3 4 5 6

Mutual Fund
Balanced
Schemes 1 2 3 4 5 6

Can’t Say/
Not

Applicable

Extremely
Satis-

factory
Reasonably
Satisfactory

Moderately
Satisfactory

Unsatis-
factory

Extremely
Unsatis-
factory

Investment
Types
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ANNEXURE 1 (CONT.)

Can’t Say/
Not

Applicable

Extremely
Satis-

factory
Reasonably
Satisfactory

Moderately
Satisfactory

Unsatis-
factory

Extremely
Unsatis-
factory

Investment
Types

Money Market
/ Liquid
Mutual Fund 1 2 3 4 5 6

GILT-Edged 1 2 3 4 5 6

ELSS 1 2 3 4 5 6

Tax Saving
Mutual Fund
Schemes 1 2 3 4 5 6

Industry
Specific
Mutual Fund
Schemes 1 2 3 4 5 6

Mutual Fund
Index
Schemes 1 2 3 4 5 6

Mutual Fund
Sectoral
Schemes 1 2 3 4 5 6

Government
Bond 1 2 3 4 5 6

Company
Debentures 1 2 3 4 5 6

10. According to you, which SIX of the following investment types are the best from the viewpoint
of safety? Give ranks against the selected five in the column under safety (Rank 1= topmost,
Rank 2 = Next best…… Up to 6). Similarly, please select the best SIX from the ‘Return’ and
‘Overall Suitability’ level by assigning ranks in each case:

Shares

Mutual Fund Growth Schemes

Mutual Fund Income Schemes

Mutual Fund Balanced Schemes

Money Market Mutual Fund

I II  III
Investment Types Security

Point
Returns

Point
Overall Suitability

Point
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11. Where would you like to invest within the next one year if you had funds with the following
ranges? Please choose NOT MORE THAN SIX investment types. (Please tick )

I II  III
Investment Types Security

Point
Returns

Point
Overall

Suitability Point

GILT-Edged

ELSS

Tax Saving Mutual Fund Schemes

Industry Specific Mutual Fund Schemes

Mutual Fund Index Schemes

Mutual Fund Sectoral Schemes

Government Bond

Company Debentures

Bank-Fixed Deposits

Gold/Bullion

Investment Types
Below

Rs.
25,000

Rs. 25,001
to

50,000

Rs. 50,001
to

1,00,000

Shares

Mutual Fund Growth Schemes

Mutual Fund Income Schemes

Mutual Fund Balanced Schemes

Money Market Mutual Fund

GILT-Edged

ELSS

Money Market Mutual Fund

Tax Saving Mutual Fund Schemes

Industry Specific Mutual Fund Schemes

Mutual Fund Index Schemes

Mutual Fund Sectoral Schemes

Government Bond

Above
Rs.

1,00,000
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Investment Types
Below

Rs. 25,000
Rs. 25,001
to 50,000

Rs. 50,001
to 1,00,000

Above
Rs.

1,00,000

Company Debentures

Bank Fixed Deposits

Gold/Bullion

Real Estate

12. Which of the following is your usual investment sale/purchase policy regarding shares? (Please
tick )

a. Sell within 1 year

b. Hold the shares for a period 1-2 years

c. Hold the shares for a period more than 2 years

d. Sell/buy as per availability/need of funds

13. How important are the following factors in your choice of a Mutual Fund organization?
(Please tick )

Strong
Possibility of
Capital
Appreciation 1 2 3 4 5 6

Better
Annual
Dividend
Income 1 2 3 4 5 6

Your Previous
Satisfactory
Experience
as its Client 1 2 3 4 5 6

Friends
Suggestion 1 2 3 4 5 6

Agent’s
Recommen-
dations 1 2 3 4 5 6

Advertising 1 2 3 4 5 6

Can’t
Say

Extremely
Important

Very
Important Important

Not Much
Important

Not
Important

at All

Factors in
Choice of a

Mutual Fund
Organization
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Can’t
Say

Extremely
Important

Very
Important Important

Not Much
Important

Not
Important

at All

Factors in
Choice of a

Mutual Fund
Organization

General
Reputation
and Popularity 1 2 3 4 5 6

‘Early Bird’
Incentive
Offered 1 2 3 4 5 6

Schemes
Suiting
your Needs 1 2 3 4 5 6

Other
Factors
(Please
Specify)

…………… 1 2 3 4 5 6

14. Particulars of Household:

a. Age__________ years

b. Education:
Graduate Post-graduate Ph.D.

c. Occupation:

Government service                Professional practice

Own business Retired                                  Other service

d. Total household monthly income in rupees (Please tick )

Less than Rs. 20,000   Above
Rs. 20,000 Rs. 25,000 Rs. 25,000

e. How many member(s) are there in your family? ____________________

f. How many member(s) of your family are earning? __________________

g. Name __________________________________

h. Residential Address __________________________________________________

___________________________________________________________________

i. Telephone Number (Residence/Mobile) ____________________________________

Thanks for Sparing your Valuable Time
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INTRODUCTION
High percentage of child labor is one of
the critical problems of most of the
developing nations and dealing with it has
emerged as a big challenge (Basu, 1999;
and Ranjan, 2001). Many authors (for
example, Bhukuth and Ballet, 2006) have
pointed out that laws and policies banning
child labor are inefficient and insufficient
to deal with this malaise. In India, this is a
critical social and economic problem as
more than 5% of the children in the age
group of 5-14 years are trapped under it
(according to Census of India, 2001

Child labor in India is a critical socioeconomic issue which generates interest among the
international and national bodies to initiate appropriate policies to control it. The policy makers
have mostly focused on the welfare aspects without looking into the important economic aspects.
Both welfare and economic aspects are especially important in the context of a developing
nation like India. In order to have effective policies to deal with the problem of child labor, one
needs to understand the factors influencing it. This paper studies the macro level indicators of
the major factors influencing child labor incidence for the following four categories: male children
in rural areas, female children in rural areas, male children in urban areas, and female children
in urban areas. The effect of these factors differs across the four categories in this cross-sectional
study covering 28 states and 7 union territories of the Indian federation. The results show that
besides welfare aspects like educational and developmental factors, economic aspects like work
force participation rate, poverty factors, and family factors show significant effect on child labor.

data).1 This problem increases because
children are denied equal opportunities
and rights. As a result, it has a negative
effect on the growth of these children and
is a critical problem for the nation as a
whole.

Developed nations have continuously
made demands and pressurized the
developing nations to introduce strict
mechanisms to control child labor
(Diamond and Fayed, 1998; and Ranjan,
2001). This has led to the merging of
trade issues with the child labor clauses

1 Source: http://www.censusindia.gov.in/Census_Data_2001/Census_Data_Online/Economic_Data.html



85

CHILD LABOR IN INDIA: FROM WELFARIST TO ECONOMIC PERSPECTIVE

Volume 16 No. 4

(Nardinelli, 1992). Recent changes in the
General Agreement on Tariffs and Trade
(GATT) dispute settlement procedures
now provides powers to the WTO to en-
force the provisions its members choose
to adopt (Castle et al., 1997; and Basu,
1999). However, before planning the
mechanisms to eradicate this problem of
child labor from India and other developing
nations, there is a need to analyze criti-
cally the forces that actually influence it.

This paper focuses on the child labor
incidence and the factors affecting it.
It is a cross-sectional study of all the
Indian states and Union Territories (UT)
using macro indicators to measure various
factors. Earlier study (Maheshwari and
Singh, 2008) found varying effect of the
influencing factors across rural and urban
population and also across male and
female population. Chaudhri (1997a)
found that various factors affect male and
female child labor differently. This led us
to study the factors influencing child labor
in more specific categories: male and
female in rural areas and male and female
in urban areas. This study is based on the
premise that by understanding factors in
specific categories, better policies can be
formulated. Also on the basis of gender
there are various factors that affect child
labor incidence differently (Chaudhri,
1997a and 1997b).

CONCEPTUAL BACKGROUND
There has always been lots of confusions
related to the concept of ‘child labor’. In
Asian countries like India where cultural
patterns are different from those in the
developed nations, the problem is more

complex (Castle et al., 1997; and
Duraisamy, 1997). Partially, it is due to
lack of clarity in the definition that the
results of various studies on child labor
do not completely concur with each other
(Gayathri and Chaudhri, 2002). For
Example, it is also said that if child labor
in India is measured according to
concepts used by developed nations then
this figure will be over 100 millions. The
problems faced by developing nations
increase when the international trade
relations and International Labor Orga-
nization (ILO) clauses related to ‘child
labor’ are clubbed together (Lieten, 2002).
So it becomes essential to understand the
reference in which the term ‘child labor’
is used in a study (Singh, 1997). In the
presence of so many differences among the
terminologies used, definition of child
labor has not yet reached any consensus.
But, the basic concept that is to an
extent accepted worldwide is based on the
ILO’s produced statistics on child labor
on a uniform definition, i.e., economically
active population under the age of 15
years (Grootaert and Kanbur, 1995).

Though child labor is a disease that
needs to be eradicated from any society,
it cannot be viewed just from the simple
perspective of welfare without considering
the economic aspects attached to it.

WELFARIST PERSPECTIVE

Welfarist perspective looks into the health
hazards and other negative effects of child
labor. The group of international bodies
and governments of various nations have
always focused on the aspect of welfare,
which they have stated to be an essential
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requirement to control child labor. The
welfarist perspective is based on
implementing policies that keep children
away from hazardous work environment.
Education forms a major element of
welfare perspective (Castle, 2002). Most
of the nations have been focusing on the
development of educational resources
(Bhukuth and Ballet, 2006). This aspect
is essential as without adequate educa-
tional facilities, children cannot be made
to shift from work to education. Besides
this, investment on infrastructure and
medical facilities is also an essential part
of welfare aspect.

Policy decisions regarding child labor
are mostly guided by welfarist perspective
and fail to incorporate the economic
perspective. This is one of the key reasons
for the inefficient implementation of these
policy decisions. This fact has emerged
as the most important factor that actually
reduces the effectiveness of policy
interventions taken to control child labor.
These have always focused more on the
welfare of poor sections of the society
whose children are involved in workforce.
However, this literature also emphasizes
the fact that along with welfare there are
crucial economic aspects attached to
child labor.

ECONOMIC PERSPECTIVE

Economic perspective deals with
economic reasons for child labor like
augmenting family income, etc., and
many times justify the prevalence of child
labor (Grootaert and Kanbur, 1995; Basu
and Van, 1998; and Dessy, 2000). The
economic perspective is based on the

‘luxury axiom’ by Basu and Van (1998).
This posits that a household sends its
children to work only if the household’s
income is inadequate to meet the family
needs, implying that the use of children
is responsive to the income earning
status of a family. In the literature on
child labor, this aspect is stated as ‘sub-
sistence hypothesis’. The literature has
emphasized that the economic aspects
plays a critical role in supply of child labor.
In Basu and Van (1998), it has been
clearly expressed that unfavorable labor
markets actually leads to fall in the
wages of adults below a basic minimum
required point, which pushes the children
to workplace. The authors have very
strongly expressed their views that by simply
incorporating welfare measures and
banning child labor will not work, as
need to survive and sustain will ultimately
lead to new problems (Grootaert and
Kanbur, 1995; Basu and Van, 1998; and
Dessy, 2000). There is a need to introduce
policies that helps to raise the income of
adults, which is a critical instrument to
reduce child labor.

There are other aspects that
emphasize the economic perspective on
child labor. The high fertility rate has
been associated with the increase in
supply of child labor (Guilmoto and
Rajan, 2002). However, welfare measures
by themselves may not be enough to have
significant influence in reducing the
fertility rate. Hence, there is a need to
increase the income of adults of the
house, instead of  just looking for
measures to control fertility rate. This
difference in the focus motivated us to
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study the differences in welfare and
economic interventions required for all
the categories.

CHILD LABOR IN INDIA

According to The Child Labor (Prohibition
and Regulation) Act, 1986 of India, the
law prohibits the employment of children
below the age of 14 years in the factories,
mines and in other forms of hazardous
employment, and regulates the working
conditions of children in other employ-
ment.2 According to this clause of the act,
‘child’ means a person who has not completed
his 14th year of age. Child labor includes
the children in the age-group of 5-14
years, working as paid workers, bonded
laborers and unpaid workers employed in
family’s business by compromising their
education. According to the census of
India, even in the complete population
survey done every 10 years the dimensions
of child labor have changed. Till 1991,
the census included only the main work-
ers, but in 2001 it has changed to include
marginal workers. In 2006, the Government
of India added the domestic help and
hospitality sector to the 13 occupations
banned from employing children below 14
years. However, the effectiveness of this
law has being questioned, mainly because
causes of child labor and its remedies have
been overlooked in it (Gayathri and
Chaudhri, 2002). This empirical study
endeavors to determine the factors that
affect child labor. We have taken the
following definition of child labor based
on the definition of the Census of
India, 2001:

Child labor incidence is basically
the population in the age-group of
5-14 years, both male and female,
involved in the workforce of the
country. This includes both the
main as well as the marginal
workers.

FACTORS AFFECTING CHILD
LABOR IN INDIA AND THE
HYPOTHESES
Literature has emphasized that there is
major influence of community factors in
both the individual and household
decisions that affect the instances like
child labor (Singh, 2001). These factors
have both positive and negative enforce-
ments: positively known as virtuous spiral
and negatively as vicious spiral. The
major factors that have emerged as the
result of previous studies and analysis are
educational, family, workforce participation,
developmental and poverty factors. The
study by Rosenzweig and Evenson (1977)
has emphasized the significance of
educational and fertility factors for rural
India. Figure 1 shows the hypothesized
relationships of the child labor incidence
with the five factors studied here.

Educational Factors

Education has emerged as the most
significant factor reducing child labor
incidence. It is not only the education
level of children but also the education
status of their parents which determine
the future status of children (Sharma and
Sharma, 1997). Chadhuri (1997b) has
found significant correlation of child labor
with literacy rate and the percentage of

2 Source: http://labour.nic.in/cwl/ChildLabour.htm
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school-going children (5-14 years) at rural
and urban level. Percentage of children
going for school actually influences their
involvement in workforce as choice
between education and employment takes
place (Buragohain, 1997; and Lieten,
2002). Lack of adequate education
facilities has always been a major factor
leading to child labor. It is due to this that
many countries have developed the
universal uni-modal systems of elementary
education, which has led to reduction in
child labor practices. In this context, the
policy of compulsory education has been
a major component (Weiner, 1996). But
still this cannot be taken as a perfect
mechanism to fight against child labor as
is the case in India. For example, with
similar policies wide variation in literacy

rates can be seen between the two Indian
states of Bihar and Kerala, with Kerala
achieving 100% literacy (Duraisamy,
1997).

Education factors here are taken
predominantly from welfarist perspective,
though economic perspective is also
embedded in it. Any decision between
investment in child’s education and her/
his employment is primarily based on
economic considerations in many
households; education is the best option
for children from welfare perspective. It
keeps them away from the hazardous work
environment and improves their future
prospects. Also, these children realize the
value of education and in future would
be keener towards education of their own
children.

Figure 1: Hypothesized Relationships of the Factors Affecting
Child Labor Incidence

Educational Factors
• Literacy Rates
• Percentage of Children Studying

Family Factors
• Total Fertility Rate
• Average Household Size

Workforce Participation Factor
• Workforce Participation  Rate

Poverty Factors
• Below Poverty Line
• Houseless and Slum Population

Developmental Factors

• Infrastructure Index
• Per Capita Medical Expenditure

Child Labor
Incidence

• Male-Rural
• Female-Rural
• Male-Urban
• Female-Urban

+

+

–

+

–
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Effect of education on child labor has
also got influenced by the structural
changes in the industrialization policy of
the Asian countries. Most of these
countries moved from import substituting
to export oriented units, which were
initially based on the textile and garments
industry (Kuruvilla and Venkataratnam,
1996). This led to vast employment of
young girls and elder females. This took
young girls away from education to enter
into workforce. Except Japan that has
compulsory education policies focused on
girls, the above phenomenon can be seen
in most of these recently industrializing
countries and is a major pull factor that
led to child labor (Kuruvilla and
Venkataratnam, 1996). So it can be said
that the rise in literacy rate of people and
also the increase in the percentage of
children going for formal education will
actually reduce child labor. This effect was
studied at the aggregate level of total state
population by Diamond and Fayed (1998).
Our study looks at these factors for the
following four categories: male children
in rural areas, female children in rural
areas, male children in urban areas, and
female children in urban areas. We
hypothesize that for each of these
categories:

H1: Educational factors have
negative impact on child labor
incidence.

Family Factors

Industrialization led to population
explosion due to rise in birth rate and
decline in child mortality and death rates.
This created imbalance in the demo-
graphic profile of the population and

survival in poor families depended on
more of their members joining workforce,
which in turn, increased child labor at
the rural and urban level (Cadwell, 1990
in Chadhuri, 1997b, and Castle, 2002).
The situation has further got degraded
due to high fertility rate in certain areas,
especially in rural India. The fertility rate
also has a supply effect where more
children (particularly male) means more
family members working in field and
augmenting family earnings (Singh, 1997;
and Chaudhuri, 1997a). This has been a
crucial factor affecting child labor, mainly
in rural areas, where people want to have
more children to increase their family
income (Singh, 2001; and Guilmoto and
Rajan, 2002).

The other family factor affecting child
labor is the average size of households.
Naturally, the basic requirements in
larger households having are more.
Similar to high fertility rate, larger
household size also influences family’s
tradeoff in favor of child employment
rather than education. This is based on
intra-house resource allocation model,
which is one of the main theoretical
frameworks in economic perspective of
child labor. Grootaert and Kanbur (1995)
looked at various studies on choices that
households make regarding child’s
education versus employment and
inferred that in developing countries,
there is higher possibility of child labor
in larger households. The family factors,
i.e., fertility rate and average household
size, are expected to increase child labor,
particularly of male children in rural
areas. Hence, for  each of the four
categories—male-rural, female-rural,
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male-urban and female-urban, we infer
the following hypothesis.

H2: Child labor incidence is positively
affected by the family factors.

Workforce Participation Factor

This factor emphasizes on the workforce
participation rate of the people in the age
category of 15-60 years. This factor has
been examined earlier by Lieten (2002)
and has also emerged as a significant
factor affecting child labor in a study by
Maheshwari and Singh (2008). It is
stated that for certain segments of labor
markets, particularly lower segments,
entire families (including children) are
pulled into the workforce when there is
high demand for labor (Lieten, 2002).
At times when wages do not increase,
male workers move to other areas and
then more children are pulled to join
workforce (Lieten, 2002). So in the
areas where workforce participation of
population is high, child labor also
increases. Another part of economic
perspective is the substitution theory,
where firms are keen to substitute adult
labor with child labor in order to reduce
their wage burden. Diamond and Fayed
(1998) looked into the substitution of
adults by children at work place and
found that lower wage rates of children
lead to their higher demand. Consider-
ing the pull factor and substitution
theory, workforce participation has
emerged as a significant factor affecting
child labor and we can say the following
for all the four categories in our study.

H3: Higher workforce participation
factor increases child labor
incidence.

Poverty Factors

Poverty is one of the crucial economic
reasons that push children into workforce
in order to take care of their family’s
basic needs. The result of earlier studies
also shows the influence of poverty on
child labor. Poverty is easily visible in the
form of houseless people taking staying on
streets and slums. It is also estimated
through factors like sufficient availability
of nutritious food. In households where
basic needs of food and shelter are not
being met, involvement of children in
workforce is very high (Duraisamy, 1997;
Chaudhuri, 1997b; and Lieten, 2002).
A qualitative study by Myers (1989) on
urban child labor in four countries of
South America also underlines the need
for focusing on the economic aspects of
child labor along with welfare aspects.
Myers (1989) found that due to high rate
of poverty in the slum areas of urban
regions and inadequacy of the earnings
of adults, children are pushed into
workforce. So poverty factors are directly
related to increase in child labor in case
of each of the four categories studied here
and we can state the following:

H4: Child labor incidence is positively
affected by the poverty factors.

Developmental Factors

These factors are related to the develop-
mental role of the state. Development of
infrastructure in terms of power,
communication, and transport opens new
avenues for overall improvements in the
living conditions of people (Duraisamy,
1997; and Chaudhri, 1997b). Also,
support from the government in providing
better medical facilities and its focus on
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health of children should lead to
welfare of children and help to fight
against the social evils like child labor.
With the increase in the developmental
factors, child labor is expected to reduce
for each of the four categories. Hence,
we hypothesize that:

H5: Child labor incidence is negatively
influenced by the developmental
factors.

Developmental role of any state
government is influenced by the economic
development of the state. So even though
we are primarily looking at developmental
factors from welfare aspects, economics
aspects are also embedded in this.

METHOD
SAMPLE
The study is cross-sectional in nature with
35 sample points including 28 states and 7
union territories of Indian federation. The
data is collected primarily from the reports
of the Census of India, 2001. In addition,
we have also gathered information from the
IndiaStat website (a data source on Indian
statistics) and Centre for Monitoring Indian
Economy (CMIE) database. The data has
been collected for the Indian states and UTs
for rural male and female and urban male
and female population. The study is based
on the data collected in the most recent
census conducted in 2001. The Census of
India data is the most reliable data source
which is collected in every 10 years.

MEASURES
Dependent Variable – Child Labor
Incidence (CLI)

In this paper, CLI is measured as the
proportion of children in the age-group

of 5-14 years working both as main and
marginal workers to the total children in
this age-group (Castle et al., 1997; and
Duraisamy, 1997). Children in the following
four categories are covered here: male-
rural, female-rural, male-urban, and
female-urban. For illustration: CLI for
male-rural is the proportion of male child
labor (5-14 years) in rural areas to the total
male child population in the rural areas
(5-14 years) of the state.

CLIMR = Total male child labor in
rural areas (5-14 years)/Total male
child population in rural areas
(5-14 years)

CLIFR = Total female child labor in
rural areas (5-14 years)/Total female
child population in rural areas (5-14
years)

CLIMU = Total male child labor in
urban areas (5-14 years)/Total male
child population in urban areas
(5-14 years)

CLIFU = Total female child labor in
urban areas (5-14 years)/Total female
child population in urban areas (5-14
years)

The data is taken from Census of
India, 2001, which gives total as well as
rural, urban, male, and female workers in
broad age-groups.

CONTROL VARIABLES

Population Density (PD)

It is the number of population living per
square kilometer in a state and is calcu-
lated by dividing total population of the
state by the area of the state. This reflects
the concentration of people in a state and
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is also based on population data collected
by Census of India, 2001. The data is also
available for rural and urban areas
separately and has been taken as PDR and
PDU in our analysis. There is a wide
variation between PDR and PDU in
Indian states and UTs.

Per Capita State Domestic Product (PSDP)

It is the per head share of individuals of
the total domestic product of the state.
The State Domestic Product (SDP)
consists of the states’ consumption
expenditure, government expenditure,
investments, and net exports in a year. The
data is for 2001-02 and has been calcu-
lated at the constant base year of 1993-
1994. This data is based on the reports of
Economic Survey of India, 2001 and has
been taken from the IndiaStat data
source. The same state level data has
been taken for all the four categories.

INDEPENDENT VARIABLES

Educational Factors

Two measures have been taken to
represent the educational factors: literacy
rate and percentage children studying.
Literacy rate has been taken to capture
the overall educational status in the
respective category, whereas percentage
children studying capture the education
level of children in the age-group 5-14
years.

Literacy Rate (LR)

Literacy rate of the population is defined
by Census of India, 2001 as the percentage
of literates to the total population in the
age-group of 7 years and above for the

state. It has been calculated separately
for male-rural, female-rural, male-urban
and female-urban population. For illustration:
male-rural literacy rate is the proportion
of total male-rural literates of a state to
the total male-rural population (7 years
and above) of the state.

LRMR = Total male literates in rural
areas (7 years and above)/Total male
population in rural areas (7 years and
above)

Percentage of Children Studying (PCS)

It is calculated as the proportion of children
(in the age-group of 5-14 years) attending
educational institution to the total popu-
lation in this age-group. It has also been
calculated separately for male-rural,
female-rural, male-urban and female-urban
population. For illustration: the percentage
of female children studying in the female-
urban category is the proportion of female
children in the age-group 5-14 years in
urban area attending education institution
to the female-urban population in this
age-group only.

PCSFU = Total female children going
for education in urban areas (5-14
years)/Total female child population
in urban areas (5-14 years)

Family Factors

This factor focuses on the specific family
related issues which affects child labor. To
study this influence, total fertility rate and
average household size have been taken.
Total fertility rate reflects the increase or
decrease in the number of children,
whereas average household size shows the
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total number of members in a family. This
is based on the economic perspective of
supply effect and intra-house resource
allocation model discussed earlier.

Total Fertility Rate (TFR)

Fertility rate is, basically, the number of
children that an average woman have in
the age-group of 15-49 years. It has been
taken from Guilmoto and Rajan (2002),
who have calculated total fertility rate
based on Census of India, 2001 data. Same
data for total fertility rate has been taken
for all the four categories: male-rural,
female-rural, male-urban and female-
urban population.

Average Household Size (AHS)

It has been taken from the data of
Census of India, 2001. It has been mea-
sured by dividing the total population of
a state by the total number of households
in it. It depicts the average number of
members in a family in each state. This
data is available for rural and urban ar-
eas separately and has been taken as
AHSR and AHSU.

WORKFORCE PARTICIPATION
FACTOR

This factor is measured through workforce
participation rate.

Workforce Participation Rate (WPR)

It is defined as the percentage of total
workers (main and marginal) to total
population. It has been calculated for the
age group of 15 years and above on Census
of India, 2001 data. It also has been
calculated separately for male-rural,
female-rural, male-urban and female-

urban population. For illustration: male-
urban workforce participation rate of a
state is the total male workforce (main +
marginal) in the urban areas in the age
group of 15 years and above to the total
male-urban population of the state in this
age group.

WPRMU = Total male working
population in urban areas (15 years
and above)/Total male population in
urban areas (15 years and above)

Poverty Factors

Poverty has been measured with the help
of BPL and slum and houseless population
ratio. These have been used to indicate to
specific aspects of poverty. BPL is for the
minimum intake of calories to survive and
slum and houseless depicts the lack of
shelter.

Below Poverty Line (BPL)

This variable represents the poverty
related factor that pushes children into
labor force. The Planning Commission of
India has been estimating the incidence
of poverty at National and State level
(both in rural and urban areas) since the
Sixth Five Year Plan on the basis of the
recommendations of the Task Force
(1997) on projections of minimum needs
and effective consumption demand (Joshi,
2002). This data has been taken from
IndiaStat for the year 2001-02. It is available
separately for rural and urban areas of
each state/UT: BPLR and BPLU.

Homeless and Slum Population Ratio (HS)

It is calculated as the proportion of the
population of states who are either homeless



94Volume 16

SOUTH ASIAN JOURNAL OF MANAGEMENT

No. 4

or are living in slums.3 The data for homeless
population for rural and urban areas and
slum population of male and female popu-
lation in urban areas has been taken from
the Census of India, 2001. In 2001, the
data for slum population was collected for
the first time by Census of India.

HSR = Homeless population in rural
areas/Total population in rural areas

HSMU = Homeless population in
urban areas/Total population in urban
areas + Male population in slums/
Total male population in urban areas

HSFU = Homeless population in
urban areas/Total population in urban
areas + Female population in slums/
Total female population in urban areas

Developmental Factors

The developmental role of the state has
been measured by two factors in this study.
Infrastructural index represents the
overall development of a state, and
per-capita medical expenditure indicates
the medical support provided to the people
of a state. These two measures show the
focus of the state on the development of
the people.

Infrastructure Index (II)

This is a composite measure of power,
communication, and transport infrastruc-
ture index of the states. This index was
initially developed by the 10th Finance

Commission of India and then 11th and
12th Finance Commissions used the same
construct for developing this index for
subsequent years. Index used in this study
was developed for 12th Finance Commission
and is based on the CMIE data for the
year 2001. In this study, the same state
level data has been taken for all the four
categories. This data is available for the
28 states only and not for the seven UTs.

Per Capita Medical Expenditure (PME)

It is basically the ratio of expenditure on
medical benefits by a state to its total
population. The data for total medical
expenditure by each state/UT for the year
2001-02 is taken from IndiaStat website.
This data is also same for all the four
categories.

PME = Total medical expenditure on
people/Total population of the state

ANALYSES

The analysis has been carried out for all
the four categories of child labor as
focused in the paper. The analysis has been
done separately for four categories of
population—male-rural, female-rural,
male-urban, and female-urban—to study
the specific factors that are influencing
child labor in each of these categories.
For regression analysis, natural log of the
dependent variable child labor incidence
has been taken to correct the heteros-
kedasticity problem.

3 According to the Census of India, 2001, slum areas broadly constitute of:

(1) All specified areas in a town or city notified as slum by State/Local Government and UT Administration
under any Act including a ‘Slum Act’. (2) All areas recognized as slum by State/Local Government and UT
Administration, Housing and slum Boards, which may have not been formally notified as slum under any act;
(3) A compact area of at least 300 population or about 60-70 households of poorly built congested tenements, in
unhygienic environment usually with inadequate infrastructure and lacking in proper sanitary and drinking
water facilities.
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Considering significant correlations
among measures of the five factors studied
here, the analysis has been done taking
each group of factors separately. This will
help us to see the affect of each of these
five factors on child labor incidence
separately. Altogether in our paper, we
have analyzed seven models for each of
the category. An illustrative example of
the equations in these models is given for
the case of male-rural population.

Model 1: Control Variables – CLIMR =
 + 1PDR + 2PSDP + 

Model 2: Educational Factors – CLIMR =
 + 1LRMR + 2PCSMR + 

Model 3: Family Factors – CLIMR =  +
1TFR +2AHSR + 

Model 4: Workforce Participation Factor
– CLIMR =  + 1WFPMR + 

Model 5: Poverty Factors – CLIMR = 
+ 1BPLR + 2HSR + 

Model 6: Developmental Factors – CLIMR

=  + 1II + 2PME + 

Model 7: It is taken as an overall model
for all the factors.

However, significantly correlated
variables have not been included in the
overall model to avoid multi-collinearity.

Similar equations have been used
for the other three categories: female-
rural, male-urban, and female-urban
population.

Also, in our analysis, only population
density has been taken as control variable.
Per-capita SDP has not been included
because of its high correlation with other
independent variables.

RESULTS
MALE-RURAL POPULATION
Table 1 shows the means, standard
deviations, and correlations of the depen-
dent and independent variables. Mean
value of child labor incidence in male-
rural category is 5.9%, which is higher
than the average figure for the total popu-
lation, almost similar to rural population
but less than male population statistics
given in Maheshwari and Singh (2008).
The signs of all the significantly corre-
lated influencing factors are in the
expected direction, except for per-capita
medical expenditure. Both the educa-
tional factors are negatively correlated
and total fertility rate and BPL are
positively correlated. In case of develop-
mental factors, infrastructure index is
negatively correlated as expected but
per-capita medical expenditure is
positively correlated.

The results show that there is high
correlation among explanatory variables.
The two control variables, population
density and per-capita SDP, are
correlated at p  0.001 significance level
(0.577). There is negative correlation
between per-capita SDP and total fertility
rate and BPL at p  0.001 level (–0.582
and –0.639 respectively). Literacy rate is
significantly correlated at p  0.001 level
with percentage children studying (0.566)
and total fertility rate (–0.668).
Percentage children studying is
significantly correlated with total fertility
rate (–0.596) and infrastructural index
(0.625) at p  0.001 level. Total fertility
rate is negatively correlated with average
household size (0.617) at p  0.001 level.
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Same is the case between average
household size and workforce
participation rate (–0.750) and
also between BPL and
infrastructural index (–0.652).
Due to high correlation between
various explanatory variables,
seven models have been used to
study them in the regression
analysis.

Table 2 shows the results of
regression analysis. Control
variables are taken in Model 1 and
are found to have significant
negative effect on child labor
incidence. Model 2a, where both
the educational factors are
considered along with control
variable, has adjusted R2 of 0.483
and R2 of 0.247 having F-statistic
of 8.125 at p  0.01 level.
Considering the fact that both
the educational factors are
significantly correlated to each
other, only percentage children
studying is taken in Model 2b. In
case of Model 2b, adjusted R2 is
0.400 and  = –0.405. Model 3
and Model 4 include family factors
and workforce participation factor
respectively along with control
variable. They have adjusted R2 of
0.393 and 0.328 respectively. R2

for these two models are 0.165 and
0.086 having F-statistic of 4.611
and 4.333 at p  0.05 level.
Model 5a includes poverty factors,
which are insignificant when taken
along with control variable.
However, in Model 5b when
control variable is excluded, BPL
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emerged as significant factor with  value
of 0.526 at p  0.001 level. Model 6 shows
the influence of development factors
(along with control variable) on child
labor incidence. Adjusted R2 is 0.448 and
infrastructural index is significant with 
= –0.587 at p  0.001 level. Thus in the
case of male-rural population, all five
hypotheses are supported. Models having
higher explanatory powers are those of
educational and developmental factors.
Variance inflation factors for any variable
never exceeded two in Models 1 to 6 and
never exceeded 2.5 in Model 7.

Finally, we have Model 7, which has
all the factors together (excluding highly
correlated factors causing multi-
collinearity) with adjusted R2 of 0.680 and
F-value of 10.552 at p  0.001 level. In
this model, child labor incidence is
affected by literacy rate (= –0.450) at
p  0.01 level, workforce participation
( = 0.408) at p  0.05 level and
infrastructural index (= –0.595) at
p  0.001 level.

FEMALE-RURAL POPULATION
Means, standard deviations, and correla-
tions of the dependent and independent
variables are shown in Table 3. Mean
value of child labor incidence in female-
rural category is 6.11%, which is higher
than the average figure for the total popu-
lation, female population and also the
rural population as studied in Maheshwari
and Singh (2008). This reflects the
severity of the problem of child labor for
this category. The correlation results are
similar to male-urban category, except for
workforce participation rate been
significantly positive and BPL not been
significant in this case.

The results show high correlation
among explanatory variables. Other than
the common variables mentioned for
male-rural population, population density
is significantly correlated with workforce
participation rate at p  0.001 level with
coefficient of –0.706. There is positive
correlation of per-capita SDP with
percentage children studying (0.589).
Literacy rate is significant at p  0.001
level with percentage children studying
(0.607) and total fertility rate (–0.668).
Percentage children studying is
significantly correlated with total fertility
rate (–0.639).

The results of regression analysis are
given in Table 4. Here also, control
variable shows significant effect on child
labor incidence in Model 1. Both the
models of educational factors show
significant change in R2 (respective
F-statistics are 6.553 and 6.115 at p  0.01
level and p  0.05 level) when compared
with Model 1, thus supporting H1 for this
category. Though Model 3 also has
significant change in R2 (with total
fertility rate been the significant variable),
major difference is seen in Model 4. For
this category, workforce participation rate
shows positive effect on child labor at
p  0.001 level. Poverty factors are
insignificant when taken along with
control variable but both factors are
positively significant when control
variable is excluded. Model 6 has adjusted
R2 of 0.514 where infrastructural index is
significant with = –0.496 at p  0.01
level. Thus all five hypotheses are
supported in the case of female-rural
population also. Other than poverty
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factors, all other factors have higher
explanatory powers. Variance
inflation factors for any variable
never exceeded two in Models 1 to
6 and never exceeded three in
Model 7.

Model 7 has adjusted R2 of 0.812
and F-value of 20.392 at the
significance level of p  0.001. In
case of female-rural population,
child labor incidence is affected by
literacy rate ( = –0.370) at
p  0.01 level, workforce partici-
pation (= 0.607) at p  0.001
level and infrastructural index
(= –0.314) at p  0.05 level of
significance.

MALE-URBAN POPULATION
Table 5 shows the means, standard
deviations, and correlations of the
dependent and independent
variables. Here the mean value of
child labor incidence is 2.6%,
almost similar to urban population
average given in Maheshwari and
Singh (2008). This shows that the
incidence of child labor is higher
in the case of male in rural areas
compared to those in urban areas.
No explanatory variable showed
significance correlation with the
dependent variable in the expected
direction. Only per-capita medical
expenditure is significantly
correlated and that too positively.

Other than common variables
mentioned in earlier cases,
correlation is significant at p  0.001
level between percentage children
studying and literacy rate, total
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fertility rate, average household
size, and workforce participation
(0.624, –0.745, 0.562, 0.565, respec-
tively). Total fertility rate is signifi-
cantly negatively correlated with
average household size (0.576).
Average household size is signifi-
cantly negatively correlated with
work-force participation (–0.750).

Table 6 shows the results of
regression analysis. Control variable
was insignificant in all the models.
In this category, only the H1 finds
support. Model 2 has adjusted R2 of
0.107 and literacy rate emerges
significant at p  0.05 level with
= –0.455. This shows that for
male-urban population welfarist
perspective plays a major role.
Literacy rate has emerged as the
significant factor in Model 2 and
percentage children studying was
not significant even when literacy
rate was not included in it. Model 7
has adjusted R2 of 0.429 and
F-value of 3.903 at the significance
level of p  0.01. This model shows
that the female-rural child labor
incidence is affected by literacy rate
(= –0.619) at p  0.01 level and
per-capita medical expenditure
( = –0.549) at p  0.01 level of
significance. Variance inflation
factors for any variable never
exceeded two in all models.

FEMALE-URBAN
POPULATION

Means, standard deviations, and
correlations of the dependent and
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independent variables are shown in
Table 7. Mean value of child labor
incidence in female-urban
category is lowest at 1.9%: slightly
less than urban population average
but far less than the total popula-
tion and female population average
(Maheshwari and Singh, 2008).
Explanatory variables showing
significant correlations in expected
directions are workforce participa-
tion rate and infrastructure index.
BPL and per-capita medical
expenditure are significant with
opposite signs. This shows that the
incidence of child labor is more in
the case of females in rural areas
than those in urban areas. Other
than common variables, variables
correlated at p  0.001 level are:
literacy rate and percentage
children studying (0.725);
percentage children studying and
total fertility rate (–0.749);
percentage children studying and
average household size (–0.561);
and workforce participation rate and
per-capita medical expenditure
(0.672).

The results of regression analysis
are shown in Table 8. Similar to
male-urban population, population
density is not significant in any
model. Unexpected results are seen
in Model 2 where both the
educational factors turned out to
be insignificant. Mixed results are
seen in Model 3 (adjusted R2 of
0.170) where total fertility rate is
positively related with child labor
(= 0.445) but average household
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size is negatively related (= –0.505) at
p  0.05 level of significance. In case of
Model 4 (adjusted R2 of 0.221), workforce
participation rate has significant positive
effect on child labor incidence with
= 0.481 at p  0.01 level. In Model 5,
BPL emerged as significant factor but not
with hypothesized sign ( = –0.397
at p  0.05 level). Model 6 has adjusted
R2 of 0.368 with infrastructure index
(= –0.416) been significantly related
with child labor with at p  0.05 level.
H2 and H3 find weak support and H5 has
strong support. H1 and H4 found no support.

Adjusted R2 is 0.535 for Model 7 and
F-value is 7.215 at p  0.001 of
significance. In this model, child labor
incidence is significantly affected by
workforce participation rate (= 0.397)
and infrastructural index (= –0.459).
This analysis shows that for female-urban
population, workforce participation rate
and infrastructural index have strongest
influence. Variance inflation factors for
any variable never exceeded two in
Models 2 to 6 and never exceeded 2.5 in
Models 1 and 7.

DISCUSSION
The results show that affect of educa-
tional, family, workforce participation,
poverty, and developmental factors var-
ied across the four categories. In case of
male population living in rural areas, all
five hypotheses found support with
educational and developmental factors
having strong effect. Chaudhri (1997a)
had also found schooling and infrastructure
index to be significant in case of male
children in rural areas. Among the four
categories studied here, the effects of the

five factors were strongest in case of
female-rural population. All five hypoth-
eses were supported in this category also.
This analysis showed that the factors
affecting male and female children in
rural areas were similar but their signifi-
cance differs. In addition to educational
and developmental factors, family and
workforce participation factors also have
strong influence. Workforce participation
rate was found to be significant at p  0.001
level for rural population and female popu-
lation and only at p  0.05 level for male
population in the study by Maheshwari
and Singh (2008). In this study, workforce
participation rate had strong effect in case
of female-rural category but weak impact
in case of male-rural population. Tilak
(1994) also found that workforce partici-
pation of women and literacy affect child
labor in rural areas. Rosenzweig and
Evenson (1977) studied the influence of
fertility rate, schooling and the economic
contribution of both male and female
children in rural India and found that push
of male and female children to workplace
is influenced by the high fertility rate in
rural India. This finding was supported
in our paper where fertility rate was
significant at p  0.01 level in Model 3 for
both male and female population in rural
areas.

Workforce participation factor was
expected to have a major influence on
male-rural population (Diamond and
Fayed, 1998; and Lieten, 2002). However,
it turned out to be weakly significant for
this category. It was insignificant in case
of males in urban areas. The pull factor
and substitution theory was found to be
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having a major impact on female-rural
population and lesser but significant
influence on female-urban population.
This shows that according to data
collected in 2001, female children are
getting more affected by the pull factor
and any policy measure to counter this
affect has to target female children rather
than male children.

Explanatory powers of models are the
least for male-urban children. In the
literature where causes and reasons for
child labor has been discussed from rural/
urban and males/females dimensions, the
focus is more on rural areas and on female
children. One of the reasons for this bias
may be that these groups are considered
to have social and economic
disadvantages. More research is needed
to identify other factors having major
influence on child labor in case of male
urban children. Even push effect of
poverty discussed by Myers (1989) found
no support in this study for male children
in urban areas.

Our study found that overall literacy
was having stronger impact than
percentage children studying. This
showed that intra-house resource
allocation gets highly influenced by the
education of parents. Interestingly
educational factors have no influence on
child labor incidence on female-urban
population. Literacy rate in case of female
population in urban areas was much
higher compared to that in rural areas.
Introducing measures to improve
education will not make much difference
for female child labor in urban areas. On

the other hand, our findings showed that
other factors like workforce participation
of adult females and basic infrastructure
were playing more important role.

Push effect of poverty was more
significant in rural areas compared to
urban areas. However, in our findings
poverty factors did not emerge as critical.
Infrastructure index played a more
significant role in reducing child labor for
male-rural, female-rural, and female-
urban population. Our findings showed
that larger family size was not leading to
increased child labor incidence. These
findings were not aligned with the
arguments of subsistence hypothesis given
by Basu and Van (1998). The supply effect
of fertility rate found support in the case
of male-rural, female-rural, and female-
urban population.

CONCLUSION
Though there is a lot of discussions
globally, related to the eradication of child
labor, the crucial issue in this context is
to understand the differences that exist
in the conceptualization of child labor in
different nations. The findings of this
paper clearly support the key premise on
which this paper focuses. In order to
control the critical issue of child labor, the
policy makers have to understand the
basic forces that are highly prevalent in a
particular situation. This will help to
target the issue specifically and will
create more impact. The results show that
to control child labor in rural areas, focus
on different factors need to vary for males
and females. Educational factor is more



107

CHILD LABOR IN INDIA: FROM WELFARIST TO ECONOMIC PERSPECTIVE

Volume 16 No. 4

crucial for male children and so more
thrust is needed on various education
related policies. On the other hand,
though it cannot be denied that female
children are getting affected by the lack
of educational support, pull and
substitution effect of workforce participation
factor also plays a critical role in their case.
By considering the case of male and
female children in urban areas, it becomes
clear that infrastructure support plays an
important role.

Our recommendations in the case of
female-rural children will be to
implement policies that would dilute the
effect of pull factor of workforce
participation. Individual families focusing
on short-term monetary gains may pull
their daughters to work with them at a
very early age. This is done at the cost of
their long term overall development.
Many times work is either too strenuous
for a girl child or work conditions are
hazardous and their physical well being
gets adversely affected. They get trapped
for life to be low skilled workers and same
scenario gets repeated even with the
future generations. Hence, in addition to
properly enforcing laws regarding child
labor, strong actions are to be taken by
the government organizations as well as
NGOs so that a girl child is not pulled
into the workforce. Instead, every
opportunity should be provided to develop
more rewarding skills that facilitates their
ability to be financially independent and
to lead a more satisfying life. The actions
needed in such scenario would involve
clearly establishing the age of the child
through proper documentation processes

like birth certificate and Unique
Identification Number. As our study
clearly establishes the focus on the
economic perspective than just the
welfaristic perspective, economic
incentives and financial instruments are
needed to ensure that the pull effect is
controlled. Chakrabarty and Grote (2009)
suggested micro credit as one of the
instruments to bring families out of debt
cycle without sacrificing children’s future.
For example, children’s schooling is
acceptable collateral for the micro credit
in the Grameen Bank model implemented
in Bangladesh. The results also show that
literacy rate and better infrastructure
index would also help in reducing child
labor incidences for rural girls.

In order to reduce child labor among
male-rural population, more emphasis
needs to be given on developing the
infrastructure and the literacy level of the
state. Such policies would help male
population to gain better education and
the opportunities to get higher skilled
work thus reducing their dependence on
the unskilled poorly paid jobs. This would
reduce the incidences of parents’
compromising their children’s future by
pulling them into workforce.

We are not saying that policy-makers
should only cater to the factors that have
emerged significant in statistical tests.
But special focus on these important
factors will definitely help in making their
policies more effective. Primarily policy
makers need to focus on the development
of the education systems for higher literacy
rate and more enrollment of children in
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schools. Along with this, economic reasons
for the high drop-out rates in schools
should also be taken care of. Secondly,
policy makers should focus on specific
factors like infrastructure, poverty, etc.,
in order to create better impact. These
measures will concentrate on developing
the infrastructure, reducing the fertility
rate, eradicating poverty, etc. In addition,
the concept of child labor should be looked
at from the context of welfarist and
economic perspectives in India. Simply
following the successful practices of other
nations, particularly welfarist ones, may
not create much difference.

One of the major limitations of this
study is that it was constrained by the
number of states and the union territories
in the Federation of India; therefore our
sample size limited to only 35. In some
cases, the independent variables were
highly correlated with each other, so
taking all independent variables together
in a single model was not feasible. This
study was entirely based on the secondary
sources of data, so we have made best
possible efforts to identify reliable sources
to verify our model. However, some degree
of caution should be exercised while
interpreting the results as it was not
possible to validate the data, due to the
extensive nature of the data involved in
the study.

This study is cross-sectional in nature
where the factors affecting child labor
have been categorized into urban-rural
within the boarder category of male-
female as given in the 2001 census.
However, this level of categorization was
not done in earlier censuses, so a
longitudinal study was not possible. A
longitudinal study would help in analyzing
the long-term effects of five factors
discussed here on child labor incidences.
In future, such a study can be undertaken
which would help to empirically verify the
causality between the factors and the
child labor incidence. A longitudinal
study would also help to capture the
difference in the influence period of
various factors, for example the
developmental factors generally take
longer to create an impact on child labor
as compared to workforce participation
factor. Also, the factors considered in this
study could explain only to a limited
extent the variation in the dependent
variable in the case of male-urban
children. So, future studies can be carried
out to identify the factors affecting the
child labor incidence for this category.
The independent variables considered in
this study were social and economic
factors highly correlated with each other.
Therefore, future studies could explore for
the mediating and moderating effects.
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INTRODUCTION
During the past two decades there has
been a serious disagreement among
entrepreneurship researchers on the
dispositional (trait) and demographic
approach to explore entrepreneurial
success. The dispositional (trait) and
demographic approach to explore
Entrepreneurial Success (ES) was widely
debated after the publication of Gartner’s
(1988) famous article, “Who is an entre-

Entrepreneurial success is one of the areas in entrepreneurship that have not been adequately
explored by researchers. The present study attempts to find the influence of demographic factors
on entrepreneurial attributes and success. For the purpose of the study, 200 start-ups in the
Small and Medium Enterprises categories (SME) have been selected across five states in India.
Personal interviews were carried out with the founders/entrepreneurs of these enterprises.
The entrepreneurial attributes like Industry Knowledge (IK), Street Smarts (SS), Tolerance for
Ambiguity (TFA), Impact of Personal Selling on Start-up Success (IPSS) and Entrepreneurial
Success (ES) have been compared with respect to socio-demographic factors. The interesting
highlights of the study are high level of education does not guarantee entrepreneurial success and
senior citizens do not achieve a higher level of entrepreneurial success. It is worthwhile to mention
that those who were unemployed in their previous occupation turned out to be the most successful
entrepreneurs.

preneur? Is the wrong question”. Follow-
ing David McClelland’s pioneering
research, several studies have adopted the
trait and demographic approach to explore
the personality and success of entrepre-
neurs. One of the phenomenal studies
using the trait approach was conducted
by John A Hornaday. Hornaday’s (1982)
study lists 42 attributes of entrepreneurs.
Among these 42 attributes, only five
attributes have been widely explored in
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many studies. These attributes include
need for Achievement (nAch), Tolerance
for Ambiguity (TFA), risk taking propen-
sity, internal locus of control and type A
behavior. Norman Smith’s 1967 study
distinguished between ‘Craftsman
Entrepreneur’ and ‘Opportunistic Entre-
preneur’. Craftsman Entrepreneur had
more limited cultural backgrounds and
social involvement and lower inclination
for long-term planning and the likelihood
of heading adaptive firms (Smith, 1967).

Some studies have examined the
influence of demographic diversity on
building an effective entrepreneurial
team. Diversity in terms of gender, age,
and functional background does not
contribute to the team level cognitive
comprehensiveness and team commitment
(Chowdhury, 2005). Entrepreneur ’s
achievement motivation is significantly
and positively related to entrepreneurial
performance regardless of the munificence
level in the environment (Jingtong and
Zhi, 2007).

A majority of ES factors are directly
related to not only skills, expertise and
traits but also to the support systems
available. The failure in explaining ES can
be mostly attributed to measurement
problems. The complexity in developing
instruments to measure the factors
influencing ES have also been an
impediment to entrepreneurship
researchers. The failure in explaining ES
has also been attributed to the
disagreement on what encompasses
success in business.

The early studies in entrepreneurship
focused on the industry characteristics
and personal traits of entrepreneurs. The

earliest work in the field of entrepreneur-
ship also focused on personal characteris-
tics that distinguished entrepreneurs from
non-entrepreneurs (Brockhaus, 1982).
Entrepreneurship research is exceedingly
difficult to do well because of the complex
nature of the field (Gartner, 1989).
Brockhaus (1982) has focused on personal
characteristics that distinguish between
entrepreneurs from non-entrepreneurs
Johnson (1990) and Gartner (1985) have
studied consistent relationships between
individual factors, viz., ‘achievement’,
‘ locus of control’, ‘motivation’ and
‘entrepreneurship’. Miner et al. (1989)
provided additional insights into the
motivation-entrepreneurship association.
Their research concluded that positive
relationships exist between managerial
motivation, firm expansion, and firm
growth. A strong combination of four
components, viz., great team, right
market, focused execution, and market
leadership are critical to start-up success
(Occhipinti, 2001). Start-up success is one
of the areas of entrepreneurship that has
not been considered seriously by
researchers. Researchers have neglected
the study of start-ups for various reasons
such as ‘complexity in gathering reliable
data’, ‘absence of a well-defined theory’
and ‘inadequate financial rewards’. Over
the past two decades, there has been a
meteoric rise in the number of start-ups,
especially in the US, UK and India.

ES appears to derive from two key
sources; personal profile and managerial
competence of the entrepreneur (Panda,
2005). In the context of start-ups, some
of the important tasks that entrepreneurs
will embark upon are (1) Working
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intensely despite uncertainty and lack
of capital and other resources;
(2) Fending off retaliatory activities from
rivals in the market place; (3) Dealing
with informed investors (like venture
capitali sts, angel  investors, etc.);
(4) Transforming technological
discoveries into marketable items; and
(5) Identifying hospitable niches and
strengthening their presence in the
market place. Miner (1990) conducted
a research study on entrepreneurs with
an aim to identify personality types
among entrepreneurs and explore
entrepreneurial success. Ambition is
more important than ‘strategic knowledge’
and ‘sales savvy’ for entrepreneurial
achievement (Champy, 2001).

A growing area of  interest in
entrepreneurship concerns differences in
the demographics and attributes of
entrepreneurs and non-entrepreneurs.
Research gaps are evident in the
literature. First, a conceptual framework
is lacking to integrate the available
literature on entrepreneurial attributes
and ES with socio-demographic factors.
Second, there has not been any focus on
the influence of demographic factors and
entrepreneurial attributes on entrepre-
neurial success. Third, the majority of
studies on ES are conceptual in nature
and did not conduct an empirical
investigation on entrepreneurial success.
Fourth, instruments to measure Industry
Knowledge (IK), Street Smarts (SS) and
IPSS have not been developed. The
present study seeks to address this
deficiency through an exploration of
influence of demographic factors on

entrepreneurial attributes, which contri-
bute to ES.

RESEARCH METHODOLOGY

The study was mainly based on primary
data collected through personal
interviews and a structured questionnaire
has been used for collection of responses
from the enterprise and the entrepreneur
which covered the following aspects;
socioeconomic profile of the entrepreneur,
entrepreneurial performance and growth
of the firm, entrepreneurial attributes and
their impact on business. The following
are the criteria of the firms chosen for the
research study:

• The firms must be start-ups.
In other words, the founders of the
firms must be first generation
entrepreneurs and should have not
have bought an already existing busi-
ness. Holding companies and regulated
banks and utilities are not eligible.

• The age of the firm should be
between 5-20 years.

• The firm must have been privately held
as on May 1, 2005 and was never listed
on the stock exchange.

• The firm had to have annual revenues
of at least INR 50 lakh but not more than
INR 100 crore in the past five years.

• The firms must have registered a sales
increase between 2001 and 2004.

• The firms must not have been grown
through joint ventures or alliances
with either overseas or domestic com-
panies.
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The interviews were held in five
states, viz., Delhi, Andhra Pradesh, Tamil
Nadu, Gujarat, and Maharashtra in India.
Firms operating in the manufacturing,
service, distribution and trading sectors
were chosen for the study. The interviews
took place from May 2005 to March 2006
at the entrepreneur’s place of business.
The questionnaire used for collection of
responses from entrepreneurs covers the
following aspects and its measurements
are given in Appendix 1.

ENTREPRENEURIAL SUCCESS

In this study, financial and non-financial
parameters are used to measure ES. The
financial parameters used in this study are
‘growth in total sales’, and ‘growth in
employment’. The non-financial parameters
are ‘support received by the entrepreneur’,
‘work experience of the entrepreneur’, and
‘involvement of the entrepreneur’. The
reasons for including non-financial
parameters in the measurement of ES are
(1) The success of an enterprise cannot
be evaluated by just the total sales
generated by the entrepreneur and his
team; (2) It is a greater achievement to
operate an enterprise without adequate
resources than to operate with adequate
resources; and (3) Research shows that
in many situations, the support received
by entrepreneurs plays an important role
in the success of an enterprise.

INDUSTRY KNOWLEDGE

Current literature on entrepreneurship
does not have an instrument for
measuring IK. Hence, a special instrument
was developed for measuring IK. A pilot
study was carried out to ensure the

validity and reliability of the instrument.
The instrument used to measure IK
comprised four major aspects, viz.,
‘education pertaining to the specific
business’, ‘work experience in the industry’,
‘awareness about changes in the industry’,
and ‘knowledge gained through involvement
in industry aspects’. The 10 items in this
instrument encompassed all the above-
mentioned aspects.

STREET SMARTS

There is no appropriate instrument from
earlier studies on entrepreneurship to
measure SS. A special instrument for
measuring SS was designed after
consultations with entrepreneurs,
academicians and researchers. Further
more, a pilot study was carried out. All
these were made to ensure the validity
and reliability of the instrument. The
instrument used to measure SS contained
eight items covering four aspects, viz., ‘gut
reactions’, ‘dealing with people to get
things done’, ‘experience and observation’,
and ‘decision making’.

TOLERANCE FOR AMBIGUITY

The instrument for TFA captured
information on five aspects, viz., ‘experi-
mentation’, ‘reaction to uncertainty’,
‘attitude towards ambiguity’, ‘tastes and
preferences’, and ‘inclination to seek
information’, and contained 10 items.

IMPACT OF PERSONAL SELLING
ON START-UP SUCCESS (IPSS)

The instrument used to measure the
IPSS was aimed at capturing information
on three aspects, viz., ‘contribution of
personal selling to start-up success’,
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‘involvement of the entrepreneur in
personal selling’ and ‘effectiveness of
personal selling verses advertising’, and
contained six items.

THEORITICAL FRAMEWORK
AND HYPOTHESES
 The existing literature on ES does not
have a strong theoretical framework
encompassing all the relevant factors
contributing to the success of
entrepreneurs. The framework for the
study is shown in Figure 1.

Based on the review of the existing
literature and the framework developed
for the study, the following hypotheses
have been framed:

H1: A high level of education is criti-
cal to start-up success.

H2: Higher aged individuals achieve
a higher level of ES.

H3: Prior work experience enhances
the level of ES.

DISCUSSION AND ANALYSIS
OF DATA
Out of 200 entrepreneurs considered for
the study, 198(99%) were males, and only
2(1%) were females. These females were
unemployed before taking up entrepre-
neurship. There are certain restrictions
for the inclusion criteria, like minimum
of five years track record in business, no

Figure 1: Impact of Socio-Demographic Factors on Entrepreneurial Success
and Entrepreneurial Attributes

Educational Qualifications

Family Occupation

Prior Work Experience

Age

IPSS IK

SSTFA

ES
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joint venture, only first generation entre-
preneurs, and firms only in the Small and
Medium Enterprises categories (SME).
Because of these reasons, there is very low
representation of female entrepreneurs.
Again, 191(95.5%) respondents were
married, and the remaining 9(4.5%) were
unmarried. Most of the respondents started
entrepreneurship after the age of 30 years
and so majority of them belong to married
group. The mean ± standard deviation of
age in years for the study sample is 45.85
± 10.17 with minimum age is 29, and the
maximum age is 70 years. About 136(68%)
respondents were below 50 years of age and
it indicates that 30-50 years of age is well
suited for entrepreneurship. The educa-
tional status is a crucial factor for not only
taking up a career in entrepreneurship but
also in becoming successful.

Table 1 reveals that only 12(6%) out
of 200 respondents have education below
graduation and 106(53%) have had

postgraduation. Out of the 200 respon-
dents, 78(39%) had a family occupation
of agriculture, 102(51%) had a family
occupation of business and 20(10%) had
public or private service as their family
occupation. The family occupation
includes the occupation of the parents or
the respondents themselves. With regard
to the previous employment of the
respondents, 84(42%) have engaged in
white-collar jobs, 57(28.5%) in professional
jobs, 41(20.5%) in skilled worker jobs and
18(9%) have been unemployed.

The educational qualification of the
respondents and their family occupation
are compared for possible association.
The chi-square test for independence of
attributes given in Table 2 indicates that
the educational qualification and family
occupation are highly statistically
associated ( 2 = 30.04, p = 0.00).
It highlights that the proportion of
respondents whose family occupation is

Educational Qualification MBA 34 17

Postgraduation 72 36

Graduation 82 41

Below Graduate 12  6

Family Occupation Agriculture              78        39

Service              20        10

Business            102        51

Previous Employment Unemployed              18          9

Skilled Worker              41 20.5

White Collar Job              84        42

Professional              57 28.5

Table 1: Education, Family Occupation and Previous Employment
of the Respondents

%Socio-Demographic
Factors

Particulars
Number of Respondents

(N = 200)
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business invariably insisted that their
wards should go for MBA education. Also,
these respondents had in mind to start
their own business using their academic
knowledge gained through the MBA
program.

From Table 3, we infer that family
occupation and previous employment of
the entrepreneurs are associated. Those
respondents whose family occupation is
business ventured into white-collar job or
professional service, prior to becoming
entrepreneurs. These proportions are
found to be statistically significant
( 2 = 21.642, p = 0.001).

Table 4 gives the descriptive statistics
for 200 entrepreneurs with respect to five

attributes: IK, SS, TFA, IPSS, and ES. It
may be noted that the mean score is
maximum for SS followed by ES. The
entrepreneurs on the whole scored less in
IK. It could be due to the fact that they
started the business on their own without
much work experience in the industries.

Whenever we are interested in
comparing the equality of more than two
population medians, we use Kruskal-Wallis
test. In Tables 5 and 6, the scores of the
above said five attributes are compared
with respect to education. The scoring
pattern is same for all levels of education
with respect to all attributes expect for
ES and is found to be statistically
significant ( 2 = 31.661, p = 0.00).

Table 2: Educational Qualification Versus Family Occupation*

Below Graduate 5 5 2 12

Graduate 25 47 10 82

Postgraduate 44 23 5 72

MBA 4 27 3 34

78 102 20 200

Educational

Qualification

Total

Family Occupation

Agriculture Business Service Total
Socio-Demographic Factors

Note: * 2 = 30.04, p = 0.00.

Table 3: Family Occupation Versus Previous Employment*

Agriculture 3 21 25 29 78

Business     10 14 53 25 102

Service       5 6 6 3   20

Total      18 41 84  57 200

    Note: * 2 = 21.642, p = 0.001.

Family
Occupation

Previous Employment

Total
Unemployed Skilled

Worker
White Collar

Job
Professional
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Table 4:  Descriptive Statistics of Entrepreneurial Attributes

IK 200 2.4120 0.95390 1.00 5.00

SS 200 4.2283 0.77903 1.13 5.00

TFA 200 2.8560 0.90360 1.00 5.00

IPSS 200 2.8479 1.48468 1.00 5.00

ES 200 2.9680 0.63320 1.80 5.00

Attributes

Descriptive Statistics

MaximumN Mean Std. Deviation Minimum

Table 5:   Comparison of Scores of Attributes with Respect to Education

Mean RankAttributes Educational Qualification N

IK Below Graduate 12 71.04

Graduate 82 95.21

Postgraduate 72 112.08

MBA 34 99.12

Total 200

SS Below Graduate 12 66.96

Graduate 82 103.95

Postgraduate 72 101.76

MBA 34 101.37

Total 200

TFA Below Graduate 12 92.33

Graduate 82 95.71

Postgraduate 72 103.80

MBA 34 107.95

Total 200

IPSS Below Graduate 12 116.50

Graduate 82 95.66

Postgraduate 72 103.95

MBA 34 100.47

Total 200

ES Below Graduate 12 118.92

Graduate 82 124.69

Postgraduate 72 74.13

MBA 34 91.50

Total 200
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Table 6a, b: Test Statistics Related to Comparison of Scores
of Attributes with Respect to Education

Chi-Square 6.930 4.496 1.632 1.715 31.661*

df 3 3 3 3 3

Asymp. Sig. 0.074 0.213 0.652 0.634 0

Statistics ESIK SS TFA IPSS

Note: a. Kruskal-Wallis Test; b. Grouping Variable: Educational Qualification; * Significant at 0.01 level
(2-sided).

It shows that graduate has the highest
mean rank of 124.69 followed by under
graduate with 118.92 whereas postgraduate
and MBA have got less mean ranks. It
signifies that very high level of education
is not really essential for ES as it demands
more of technical and managerial

strategies rather than academic and
theoretical knowledge and excellence.

The comparison of scores of attributes
with respect to family occupation for
sample is given in Table 7 and 8. Out
of the five attributes, ES is the only
attribute that is statistically significant

Table 7: Comparison of Scores of Attributes with Respect to Family Occupation

Mean RankAttributes Family Occupation N

IK Agriculture 78 104.15

Business 102 101.45

Service 20 81.43

Total 200

SS Agriculture 78 100.01

Business 102 103.55

Service 20 86.83

Total 200

TFA Agriculture 78 101.85

Business 102 98.54

Service 20 105.20

Total 200

IPSS Agriculture 78 101.12

Business 102 100.07

Service 20 100.28

Total 200

ES Agriculture 78 85.02

Business 102 104.26

Service 20 141.68

Total 200

Ranks
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Table 8a, b: Test Statistics Pertaining to Comparison of Scores of Five Attributes
with Respect to Family Occupation

Chi-Square 2.597 1.449 0.297 0.015 16.318*

df 2 2 2 2 2

Asymp. Sig. 0.273 0.485 0.862 0.992 0.000

Statistics

Descriptive Statistics

ESIK SS TFA IPSS

Note: a. Kruskal-Wallis Test; b. Grouping Variable: Educational Qualification; * Significant at 0.01 level
(2-tailed test).

Table 9: Comparison of Scores of Five Attributes
with Respect to Previous Employment

Mean RankDomain Previous Qualification N

IK Unemployed 18 40.53

Skilled Worker 41 109.54

White Collar Job 84 102.64

Professional 57 109.79

Total 200

SS Unemployed 18 99.47

Skilled Worker 41 74.41

White Collar Job 84 97.61

Professional 57 109.46

Total 200

TFA Unemployed 18 109.61

Skilled Worker 41 104.13

White Collar Job 84 97.05

Professional 57 100.08

Total 200

IPSS Unemployed 18 90.92

Skilled Worker 41 104.78

White Collar Job 84 101.03

Professional 57 99.67

Total 200

ES Unemployed 18 164.28

Skilled Worker 41 94.34

White Collar Job 84 99.23

Professional 57 89.82

Total 200
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(2 = 16.318, p = 0.00). ES score is less
among agriculturist, maximum among service
and moderate among business people.

In Tables 9 and 10, the scores of five
attributes with respect to previous
employment are compared. The previous
employment has four categories, viz.,
‘unemployed’, ‘skilled worker’, ‘white
collar job’, and ‘professional’. As far as IK
is concerned, employed workers have
favored strongly than unemployed
respondents ( 2 =22.673, p = 0.01) while
it is other way round for ES ( 2 =18.190,
p = 0.01). It is worthwhile to mention that
those who were unemployed in their
previous occupation turned out to be most
successful entrepreneurs.

IMPLICATIONS FOR THEORY
AND PRACTICE
The study has some interesting findings.
The study provides strong support to
Bhide’s theory that high level of
education is not critical to ES. The study
contradicts McCormack’s proposition that
prior work experience enhances the
chances of success in business. The study
is in conformity with Bhide’s proposition
that younger age individuals are more
likely to achieve start-up success.

The findings of the study are not in
conformity with the theoretical framework
and hypotheses. There are at least three
reasons for the deviance from the
theoretical framework and hypotheses.
First, academic knowledge may not always
lead to managerial abilities. Entrepreneurs
in the sample of the present study who
had high qualifications may not have
handled day to day operations of the
business effectively, which resulted in a
low level of ES. Second, entrepreneurs
need to work very hard irrespective of
their line of business. It is possible that
entrepreneurs who belong to the higher
age group were not able to work very hard,
which is essential for achieving a high
level of success in their businesses. Third,
the entrepreneurs in the sample of the
present study had work experience in a
different field other than that in which
they started their own businesses. Very few
entrepreneurs had work experience in the
same field in which they stared their own
businesses. Because of lack of prior
experience in the same field, many
entrepreneurs may not have achieved a
high level of entrepreneurial success.

The findings of the study have
implications for various segments of

Table 10a, b: Test Statistics Pertaining to Comparison of Five Attributes
with Respect to Previous Employment

Chi-Square 22.673* 2.099 0.926 0.759 18.190*

df 3 3 3 3 3

Asymp. Sig. 0.000 0.552 0.819 0.859 0.000

Statistics ESIK SS TFA IPSS

Note: a. Kruskal-Wallis Test; b. Grouping Variable: Previous Employment; * IK and ES Significant at 0.01 level
(2-tailed test).
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practitioners, especially for venture
capitalists, angel investors, entrepreneur-
ship training institutes and policy makers.
Venture capitalists can enhance the
effectiveness of new venture survival
assessment using the instruments,
especially IK and SS. The study helps
policy makers to provide more customized
entrepreneurial support systems. Angel
investors can make more meaningful
decisions while evaluating the profiles of
prospective entrepreneurs. Using the
present study, entrepreneurship training
institutes can incorporate changes in
training and educational programs based
on the individual profile of the candidates
undergoing training.

RECOMMENDATIONS
Venture capitalist should not give too
much of importance to educational
qualifications of prospective entrepre-
neurs who are seeking funding. If venture
capitalists give more importance to higher
age individuals with high educational
qualifications, their assessment of new
venture survival will not be effective
because they will be missing potential
business opportunities presented by
younger individuals with low educational
qualifications. Policy makers should not
focus only on higher aged, experienced
and highly educated individuals while
developing entrepreneurial support
systems. This will lead to a very limited
range of programs and incentives aimed
at a particular segment in the society.

LIMITATIONS AND SCOPE FOR
FURTHER RESEARCH
The present study explores ES and
provides a useful insight into the concept

of success in SMEs. Although the study
covers five states in India, a wider
geographical coverage is likely to dig
deeper into various aspects of SMEs.
Hence, a research study covering a cross
section of states and more extensive
coverage of diversified categories of
entrepreneurs would provide a greater
understanding of the entrepreneurial
attributes and demographic aspects. The
present study has included very few firms
operated by female entrepreneurs. As a
result of this, many characteristics of
women entrepreneurs could not be
captured in this study.

CONCLUSION
The present study indicates that 30-50
years of age is well suited for
entrepreneurship. It is found that
moderate level of education is enough to
attain high level of success in
entrepreneurship. In fact, very high level
of education is not really essential for ES
as ES demands more of technical and
managerial strategies than academic
excellence.

In relation to family occupation, ES is
the only attribute that is found to be
significant. It is high among respondents
in service, moderate among business
persons and less among agriculturists.
Respondents with business background
and those with previous employment as a
white collar job have attained higher level
of ES. In relation to previous employment,
out of five attributes, only IK and ES are
found to be significant. Understandably,
IK is acquired through previous
employment, which has in turn led to high
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level of ES. It is worthwhile to mention
that those who were unemployed in their
previous occupation turned out to be most
successful entrepreneurs.
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APPENDIX 1

I. Turnover/Total Sales of the company

  Above 10 crore 5; 5 crore to 10 crore  4; Above 3 crore and below 5 crore 3; 1.5 crore to 3 crore
  2; Below 1.5 crore 1.

II. Employment Size

101 employees and above 5; 51-100 employees 4; 11-50 employees 3; 6-10 employees 2; 1-5
employees 1.

III. Support Received

No Financial and Moral Support during any stage of the company 5; Moral Support only during
start-up stage 4; Financial Support only during start-up stage 3; Financial and Moral Support only
during start-up stage 2; Financial and Moral Support during all the stages of the company 1.

IV. Involvement

One individual without access to consultancy services 5; One individual with access to
consultancy services 4; 2 -5 individuals without access to consultancy services 3; 2-5 individuals
with access to consultancy services 2; More than 5 individuals who worked previously for the
same industry in which the company is operating 1.

V. Work Experience

No work experience 5; 1-5 years in the same industry 4; 1-5 years in a different industry 3; More
than 5 years in a different industry 2; More than 5 years in the same industry 1.

   Measurement of Entrepreneurial Success

Between Type of Man and Type of
Company East Lansing: Bureau of
Business and Economic Research”,
Graduate School of Business Adminis-
tration, Michigan State University.
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APPENDIX 2

I. Measurement of Industry Knowledge

On a scale of 5 to 1; Deep involvement 5, Medium involvement 4, Little involvement 3, Very little
involvement 2, No involvement 1.

1. Involvement with the same field through education.

2. Involvement with the same field by virtue of work experience in the same industry.

3. Involvement with the same field by virtue of training.

4. Involvement with the same field through organizing and participating Industry related seminars
and Industry related trade shows.

5. Involvement through various functions and ranks in professional societies.

6. Involvement through contribution of articles and papers to Industry magazines and trade
publications.

7. Involvement through submission of reports and memoranda to government and private
agencies.

8. Involvement in the form of any voluntary activities related to the industry.

9. Involvement by serving on an advisory committee or consulting team for an entity.

10. Involvement through reading Industry magazines and Trade publications.

II. Measurement of Street Smarts

On a scale of 5 to 1; Reference Period: Recent one year.

More than 20 times 5, 15-20 times 4, 10-15 times 3, 10 times 2 , once or twice 1.

1. Number of times the entrepreneur had applied gut reactions to business situations.

2. Number of times entrepreneur had got slightly more in return (extra service, developed
relationships or grabbed special attention) for what he had paid for a product or service.

3. Number of times the entrepreneur had won solely by applying his or her people sense.

4. Number of times the entrepreneur had tackled business situations by presence of mind or
commonsense.

5. Number of times the entrepreneur had used experience and observation to solve a business
problem.

6. Number of times the entrepreneur handled critical situations by taking quick decisions.

7. Number of times the entrepreneur had spotted an opportunity and acted upon it.

8. Number of times the entrepreneur had gathered useful and relevant information by applying
his skills and relationships.

Measurement of Attributes (on Likert Scale)
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APPENDIX 2 (CONT.)

Measurement of Attributes (on Likert Scale)

III. Measurement of Tolerance for Ambiguity

On a scale of 5 to 1; Strongly Agree 5, Agree 4, neither Agree nor Disagree 3, Disagree 2, Strongly
Disagree 1.

1. Puts to test him (her) self by experimenting in different situations.

2. Enjoys unexpected situations and surprises.

3. Prefers situations with no strict rules and no prescribed ways of doing things.

4. Inclined towards non-traditional profession.

5. Willing to participate in new endeavors and to take risk.

6. Puts to test his (her) abilities with complex tasks, even if he apprehends might not succeed.

7. He (she) is rather original and non-traditional in his (her) tastes and preferences.

He (she) has a willingness to act in an uncertain situation.

8. In some situations he (she) needs very little or even no information to take a decision.

9. He (she) is rather original and non-traditional in his (her) tastes and preferences.

10. Views uncertainty and ambiguity as an adventure.

IV. Measurement of ‘Impact of Personal Selling on Start-Up Success’

On a scale of 5 to 1; Highly significant 5, Significant 4, Neither significant nor insignificant 3
Insignificant 2, Highly insignificant 1.

1. Total sales made through personal selling.

2. Number of repeat orders got as a result of earlier sales made through personal selling.

3. Amount of feedback in terms of suggestions from customers met through personal selling.

4. Number of new customers obtained through reference from old customers whom the
entrepreneur had met through personal selling.

5. Reduction in ‘cost per call’ as well as in ‘overall sales cost’ by using personal selling rather than
advertising.

6. Contribution of personal selling to the overall growth of the start-up.
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INTRODUCTION
With rapid growth of the Internet and
globalization of market, the retail sector
has become an increasingly competitive
and dynamic business environment. The
growth of the Internet has enabled the
new retail format and forced the existing
retailers to consider e-retailing model as
well. E-retailing refers to the selling of
retail goods electronically over the
Internet. It usually refers to the Business-
to-Consumer (B2C) transactions and is
the largest marketing activity in the
rapidly growing field of electronic commerce.
Hart et al. (2000) defined the first stage
of web retailing as the communication
platform, where information on store

Over the last few years, the retail sector has become an increasingly competitive and dynamic
business environment worldwide.  As net revolution is gaining momentum, most of the companies
are becoming online through their corporate websites. The growth of the Internet has enabled
the new retail format and forced the existing retailers to consider e-retailing model of retailing as
well. The arrival of e-retailing model is also shaking up India’s retail sector because it has
enormous competitive advantages over other channels. Despite the Internet offers tremendous
potential in today’s cluttered online world, it is becoming difficult for customers to search for
goods/services of their choice. Organizations are focusing on incorporating the use of digital
technologies in the firm’s marketing mix, yet there is a need for organizations to better understand
how to leverage this technology for enhancing customer value. Value-enhancing services may be
offered to augment customer value. The focus of this paper is on developing a conceptual
framework for creating and enhancing customer value in the e-retailing.

location, product information, etc., is
made available. In addition, interactive
features are offered which may prompt the
user to take some form of action, such as
catalogue ordering or joining a mailing
list (Scott et al., 2003). The second stage
is defined as the electronic shop where
retailers present their off-line shop online.
The third and final stage is that of a
trading community where retailers move
beyond the e-shop model and develop or
participate in portals, creating a shopping
mall online.

Most experts agree that the advent of
the Internet retailing has transformed the
marketplace. E-retailing involves major
changes in the traditional retailing
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business system and philosophy; therefore
retailers need to be careful before embark-
ing on an online retailing strategy.
E-retailing offers the consumers huge
amounts of information in the form of
websites with useful links to similar sites
that allows consumers to compare
products by looking at individual items.
The Internet shopping fulfils several
consumer needs more effectively and
efficiently than conventional shopping
(Grewal et al., 2002). One of the most
dramatic changes e-retailing is creating
is a shift in power between retailers and
consumers (Dunne and Lusch, 2005).
From the perspective of consumers, the
Internet has changed their relationship
with sellers because of the unprecedented
increase in the number of choices and
levels of control over the message (Sheth
and Sisodia, 1999). It has also changed
the decision making environment by the
amount, type and format of information
available to consumers (Alba et al., 1997),
because it provides tools for information
storage, for information search and for
decision analysis. The e-retailing business
model is not bound by operational
timings, geographical boundaries and can
cater to country wide markets at a
comparative miniscule cost. Due to all
these factors, the Internet retailing has
firmly established itself as a viable
alternative to store-based shopping in a
relatively short span of time.

The arrival of e-retailing model is also
impinging on India’s retail sector because
it has enormous competitive advantages
over other channels. However, as Porter
(2001) has suggested, any business

transformation system is not without its
tradeoffs. Accordingly, in exchange for
saving money and time, consumers have
to accommodate with other problems, as
evident with the recent concern for spam
protection and cyber security issues.
Despite benefits proposed by the
web-based commercial environment, few
e-retailers have succeeded in
encouraging consumers to amend their
current shopping habits, in favor of the
Internet shopping. The failures of a
number of the Internet retailers suggest
that some caution needs to be exercised
regarding the potential of electronic
shopping.

THE POTENTIAL OF THE
INTERNET AS A MARKETING
CHANNEL
The number of consumers buying online
and the amount being spent by online
buyers has been on the rise. According to
Forrester Research report (Mulpuru
et al., 2008) in 2007, non-travel-related
e-commerce sales in the US reached
$175 bn, a 21% increase over the
previous year and is expected to grow to
$334.7 bn in 2012. European e-commerce
is also growing rapidly. According to
e-marketer, Europe’s e-commerce market
is currently growing at an approximate
rate of 37%. The real drivers of online
retailing in Europe are the UK, Germany
and France, which currently account for
63% of the market. The report of e-mar-
keter project’s total e-commerce sales in
Europe to be $140.7 bn in 2007, and is
expected to reach $235 bn in 2010
(Dellner, 2007).
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 The increasing internet penetration
has made e-business a huge potential in
developing countries like India. With
e-retailing channels making its presence
felt in India, companies are using either
their own web portal or are tying up with
horizontal players like Rediff.com and
Indiatimes.com to offer their products on
the web. According to a study by IMRB
International and the Internet and Mobile
Association of India (IAMAI), active
internet users in India reached 4.53 crore
on September 2008 (EE Times Report,
2009). According to Abhichandani,
Insight Director, IMRB, “Previous
research had estimated the market size
for e-commerce industry in 2007 at Rs.
7,080 cr. With the continued anticipation
of growth, the industry was expected to
grow to Rs. 9,210 cr last year. However
due to recent global downturn, the
industry might have fallen short of this
estimated figure” (The Financial Express
Report, 2009). At present, it stands at Rs.
1,180 cr. The growth in e-tailing market
in India is driven by—increase in the
number of buyers and sellers, change in
the customer’s attitude, convenience, and
better Bargains. All the indications are
pointing out that this pace of development
is likely to continue and will have a
significant impact on the store-based
retailing. The reasons that limit the
growth of this online segment in India
comprise lack of trust, especially for
unknown brands, lack of ‘touch-feel-try’
experience, higher chances for
discrepancy in the product delivered, low
margins, etc. With so many hurdles around

for e-tailing, it would be long time before
e-tailing really catches up.

The Internet-based retail channels
generally offer the consumer a convenient
way to explore a broader range of products
and product attributes and to compare
features and prices. Shopping online helps
customers and ensures the health of a
growing economy by ensuring that
businesses can offer a wider variety of
certain items, allow less likelihood of
impulse buying, offer convenience for those
who do not have time to drive to the mall
or outlet stores, and offer product reviews
(Smith and Rupp, 2003). Understanding
how the Internet is different has been
widely researched in order to help establish
how retailers can unlock its potential,
either as an alternative or as a comple-
mentary retail channel (Rowley, 1996;
Morganosky, 1997; Hart et al., 2000; and
Levenburg, 2005).

Unfortunately, the Internet in its
current technological form is a poor
service delivery medium because it lacks
the capacity for direct personal
interaction enjoyed by the most non-
internet-based services. Regardless of the
Internet’s growth and enormous use for
marketing purposes, various researchers
have reported poor perception of
e-service (Kolesar and Galbraith, 2000;
Darian et al., 2001; Burke, 2002; and
Zeithaml, 2002), and many blunders
seem to occur because e-companies fail
to deliver real added value services to
the customers and to meet their
expectations (Zott et al., 2000).
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THE CONCEPT OF CUSTOMER
VALUE
The term customer value has many
meanings (Woodall, 2003), but two most
prominent used within the marketing
literature are—what is derived by the
customer from the supplier (customer
perceived value or customer received
value), and what is derived by the
supplier from the customer (value of the
customer, now more commonly referred to
as customer lifetime value). In this paper,
the focus is on the former perspective,
i.e., customer value is what they ‘get’ (ben-
efits) relative to what they have to ‘give
up’ (costs or sacrifices) (Zeithaml, 1988).

The creation of customer value has long
been recognized as an essential concept in
marketing (Woodruff, 1997) and the
fundamental basis for all marketing activity
(Holbrook, 1994). A business has been
viewed as “the processes composed of
value-adding activities”, and the output
of firms’ activities are considered ‘value to
the customer’. The value created by a firm
can be measured by the amount that
customers are willing to pay for it. A
business is profitable if the value it creates
exceeds the cost of performing the value
activities (Porter, 1985, p. 38). Value can
be created by differentiation along every
step of the value chain, through activities
resulting in products and services that
lower buyers’ costs or raise buyers’
performance. An organization is compe-
titive in the eyes of its customers if it is
able to deliver a better value when
compared with its competitors (Feurer and
Chaharbaghi, 1994). Customer value can

therefore be considered as the benefit
perceived by the customer in relation to
the demanded price.

CONSTITUENTS OF
CUSTOMER VALUE
Just as there is no commonly accepted
definition of customer value, there is no
definitive conceptualization of customer
value. Few researchers explained the
customer value by considering its
components and improvement directions.
In an early conceptualization, Williamson
(1975) identified transaction efficiency as
a major source of value, as enhanced
efficiency reduces costs. He suggested that
value creation can derive from the attenu-
ation of uncertainty, complexity,
information asymmetry, and small-
numbers bargaining conditions. Park et al.
(1986) described three basic consumer
needs that reflect value dimensions—
functional needs, symbolic needs, and
experiential needs. Sheth et al. (1991)
described five types of value that drive
consumer choice, viz., functional value,
social value, emotional value, epistemic
value, and conditional value. However,
both these frameworks do not capture the
cost/sacrifice aspect of customer value.
Holbrook (1994) suggested two aspects on
which types of customer value differ.
Customer value may be intrinsic to the
product or extrinsic, and it may be
self-oriented or other-oriented.

Jarvenpaa and Todd (1997) described
that customer values are composed of
product, service, shopping experience,
and consumer risk, and can be improved
both by increasing quality, variety,
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playfulness, service quality and reducing
price, inconvenience, and risk. Davis
(1989) hypothesized the two constructs,
perceived usefulness and perceived ease
of use, to be fundamental determinants
of user acceptance of information
technology. Keeney (1999) mentioned a
list of fundamental objectives affecting
customer service which can be considered
as core benefit, viz., product quality, cost
and complimentary benefits, viz., time to
receive product, convenience, and time
spent, shopping enjoyment, privacy, and
safety. Ulaga (2003) proposed a
comprehensive framework in which he
identified eight categories of value in
business relationships, viz., product
quality, delivery, time to market, direct
product costs (price), process costs,
personal interaction, supplier know-how,
and service support.

CUSTOMER VALUE
FRAMEWORK FOR E-RETAILING
Creating value on a continuing basis is
essential for sustaining profitable oppor-
tunities (Kalanidhi, 2001). Customer
value can be used in designing marketing
strategy, recognizing new product
opportunities, and enhancing product
concept (Smith and Colgate, 2007). Value
creation opportunities in virtual markets
may result from new combinations of
information, physical products and
services, innovative configurations of
transactions, and the reconfiguration and
integration of resources, capabilities, roles
and relationships among suppliers,
partners and customers (Zott and Amit,
2001). The impact of the Internet at the

firm level has been analyzed using the
value chain framework in a number of
papers (Rayport and Sviokla, 1995;
Porter, 2001; and Koh and Nam, 2005).
Zott et al. (2001) studied the value
creation on the Internet (e-business) and
identified four main drivers: efficiency,
complementarities, lock-in and novelty.

According to Zeng and Reinartz
(2003), the Internet has a much
differentiated impact along the different
stages of the consumer decision-making
process and the true value added of the
Internet to consumers materializes at very
specific points in the purchase process.
Lumpkin and Dess (2004) described a
model with a description of the Internet
activities that add value from the
perspective of customer, thorough the
enhancing and facilitating the purchasing
processes. These activities are: search,
evaluation, problem-solving and
transaction. Chen and Dubinsky (2003)
developed a model of perceived customer
value in an e-commerce context and
emphasized that consumer value
perceptions and purchase intentions are
determined by the valence of experience
(described as relevancy of information,
ease of use and customer service, perceived
risk, product price, and product quality.

Sweeney et al. (1999) examined the
role of perceived risk in the quality-value
relationship for durable goods and
concluded that consumers do not only
consider the immediate benefits and
sacrifices, but also contemplate about the
longer-term implications of the product’s
ownership. Perceived risk is considered as
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a sacrifice, or cost, which negatively
influences perceived value.

Zeithaml et al. (2000) stressed that
additional dimensions will be needed in
order to fully explain consumer
evaluations of e-services. They developed
e-SERVQUAL for measuring the e-service
quality and discussed four dimensions—
efficiency, reliability, fulfillment, and
privacy—that form the core service scale.
In addition, three other significant
dimensions including responsiveness,
compensation and contact are also stated
when online customers have questions or
run into problems.

Forsythe and Shi (2003) indicated that
four types of risk, viz., Financial, product
performance, time/convenience, and
psychological (privacy) risk impact on online
patronage behavior. The security and privacy
provided by online channels have frequently
been questioned by consumers (Rowley,
1996; Hoffman et al., 1999; and
Ranganathan and Ganapathy, 2002).

Menon and Kahn (2002) discussed
consumers’ perceptions of functional and
utilitarian dimensions related to
e-retailing or their perceptions of
emotional and hedonic dimensions.
In addition to these dimensions, some
other factors relevant to e-retailing are
‘consumer traits’ (Burke, 2002), ‘product
characteristics’ (Elliot and Fowell, 2000),
“previous online shopping experiences”
(Eastlick and Lotz, 1999) and ‘trust in
online shopping’ (Lee and Turban, 2001;
and Yoon, 2002). Thus, adoption and
usage of e-retailing may be driven by more
than the usual transactional and

functional attributes of value. A more
holistic approach would consider that
consumers may demand convenience in
particular situations. In other situations
and/or at other times, consumers may be
looking for other non-convenience
related attributes (for example, fun and
entertainment attributes). More speci-
fically, there are occasions and situations
where consumers are goal oriented, at
other times they are non-goal oriented
(Kervenoael et al., 2006).

CONCEPTUAL FRAMEWORK
FOR CREATING CUSTOMER
VALUE IN E-RETAILING
DURING DIFFERENT STAGES
OF PURCHASE DECISION
MAKING
Regardless of increasing number of online
users and products that are being offered
on the web, there is no prior study that
focuses on creating and enhancing
customer value in e-retailing in India.
To understand value creation in this
business environment, a theoretical
foundation building on several perspec-
tives is called for. Research contributions
and theories in the areas of consumer
behavior, e-business-related value
creation, business models and value
drivers, provide us with the basis for
suggesting the following research
framework based on which the author
explored value creation in e-business
during different stages of product purchase
decision making.

The classic purchase decision model
identified stages through which
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consumers proceed in making buying
decisions (Perreault and McCarthy, 2002).
It has been suggested that while a
majority of retailers use the Internet to
enhance company image, greater pay-offs
come from offering more online services,
particularly those that may be used by
customers in the acquisition process and
for post-purchase support (Levenburg,
2005). Recent work has applied the model
including pre-purchase, acquisition, and
post-purchase phases, to understand
consumers’ buying considerations within
the context of e-retailing (Kiff, 2000;
Kolesar and Galbraith, 2000; Burke, 2002;
and Chen and Dubinsky, 2003). Each
stage involves customer-supplier
interaction, and thus offers the supplier
an opportunity to add value for the
consumer (Woodruff, 1997).

 Value has been defined as the
customer-perceived trade-off between
costs and benefits (Brady et al., 2005) and
is generally considered a relativistic
(i.e., personal and situational) concept
(Holbrook, 1999). This conceptualization
emphasizes the importance of
incorporating context-specific costs and
benefits as predictors of overall value
judgments. Mathwick et al. (2002)
highlighted the importance that is
attributed to the value components may
vary between customers or across
different purchase situations. Some other
researchers (for example, Gale, 1994; and
Heard, 1993-94) defined customer value
as being what customers get (benefits,
quality, worth, utility) from the purchase
and use of a product versus what they pay
(price, costs, sacrifices), resulting in an

attitude toward, or an emotional bond with
(Butz and Goodstein, 1996) the product.
Perceived value reflects consumers’ net
gain obtained from their consumption
behavior; thus it is likely to be used as an
indicator of purchase intention in the
offline channels, as well as the online
channel (Chen and Dubinsky, 2003).

Literature review of customer value
broadly describes trade-off between costs
and benefits. Thus, this paper focuses on
creating customer value with 3Cs (coined
by author in context of customer value
creation) approach, which comprise of
two basic constructs, i.e., ‘perceived
benefits’ and ‘cost’ during purchase
decision making. In this paper, customer
value in context of e-retailing is explained
on the basis of 3Cs and is defined as
“Customer’s perception of advantage
evolving over time from transactions made
through e-retailing and which can occur
in terms of the core, complimentary
benefits achieved; reduction in costs; the
resultant or aggregation of any weighed
combination of any or all of these 3Cs.”

Core benefits refer to the generic
benefits with which the customer is
endowed with either in the form of offer
itself or by some other aspects of the offer.
Offers can be products, services, or
information that is provided e-retailers.
The complimentary benefits are those that
are delivered additional to the delivery
of the core benefits. While these benefits
may not be key reasons leading customers
to purchase (i.e., not core benefits), for
some the inclusion of these benefits
strengthens the purchase decision while
for others failure to include these may
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Figure 1: Framework for Creating Customer value in E-Retailing During
Different Stages of Purchase Decision Making

Pre-Purchase Stage Purchase Stage Post-Purchase Stage

Search and Evaluation Transaction and Purchase  Post-Purchase

Core Benefits
Access to information (+)
Product information (+)
Pricing information (+)
Complimentary Benefits
Comparison shopping (+)
Interactive shopping (+)
Product choices (+)
Convenience (+)
Ease of use (+)
Cost
Search Time (–)
Perceived Risk (–)
Cognitive Efforts (–)
Interruptions (–)

Core Benefits
Secure payment system (+)
Accuracy of transaction (+)
Convenience of transaction (+)
Complimentary Benefits
Interactive experience (+)
Customization (+)
Substitutability of personal
examination (+)
Order tracking (+)
Availability of inventory (+)
Check-out time (+)
Cost
Shopping experience (–)
Perceived Risk (–)
Misuse of personal information (–)
Effort (–)
Fraud (–)

Core Benefits
Reliable and timely delivery (+)
Complimentary Benefits
Return policy (+)
Product quality (+)
Product condition (+)
Customer support (+)
Feedback (+)
Customer satisfaction (+)
Loyalty programmes (+)
After sales service (+)
Post purchase communication (+)
Reassurance of purchase (+)
Virtual Committees (+)
Cost
Time for returns (–)
Effort for return (–)
Cost for return (–)

cause the customer not to buy. The
complimentary benefits can be added by
differentiating the ways of transaction.
The cost refers to all the sacrifices
required to gain the offering, which
includes time, inconvenience, efforts as
well as money. While the cost related
to core benefits manifest directly to the
customers, the complimentary benefits
related cost exists  implicitly and
becomes an obstacle to the success of
the Internet business.

Figure 1 shows this framework for
creating and enhancing customer value
in e-retailing during different stages of
purchase decision making. Since customer
requirements differ in each stage, tapping
into the determinants of value in each
stage is important in achieving superior
market performance. E-retailers that focus
and develop strategies around the drivers
of customer value in each stage can
enhance the online shopping experience
and boost their performance.
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Sweeney et al. (1999) mentioned that
value for the customer is delivered more
effectively by reducing sacrifice than by
increasing benefits. Based on the above
discussed theories and models, customer
value can be enhanced either by
increasing core or complimentary benefits
(indicated as +) or by reducing cost
(indicated as –) required for obtaining the
benefits. This framework can be used to
create and improve the value for
customers completely and effectively by
considering its constituents/ drivers. Thus,
firms can create value by providing the
core benefit or by offering complimentary
benefits in a more valuable way.

PRE-PURCHASE STAGE
In the consumer decision making process,
information search begins when consum-
ers recognize a purchase problem. To solve
this problem, consumers have the choice
of searching for information from two
channels. They can search for informa-
tion exclusively online or off-line, or in
combination (Peterson et al., 1997).
Consumers in the pre-purchase stage
engage in a search-and-evaluation
process to gather information, both
product-related (Kolesar and Galbraith,
2000; Betts, 2001; Burke, 2002; and Chen
and Dubinsky, 2003) and retailer-related
(Devlin, 2001), and evaluate collected
information according to their purchasing
criteria. At this stage, it is critically im-
portant to provide sufficient product and
pricing information (Burke, 2002) and
make it easy to locate.

In pre-purchase phase, there are
considerable differences between
traditional shopping and the Internet

shopping. Firstly, in e-retailing, there is
limited physical interaction possible with
the product (visual and textual
information only). Additional information
on products is limited to other channels
such as online ‘chat’ sessions, telephone
conversations and e-mail. Secondly, it is
difficult to find common comparative
criteria from different retailers for similar
products. Various characteristics of the
Internet such as, the convenience of 24/7
trading hours and multitude of websites
may reduce the time and effort involved
in accessing stores and searching for
products (Seiders et al., 2000). This source
is particularly advantageous when
searching for unique or unusual products
and when seeking to compare a range of
products or prices (Zeithaml et al., 2000;
and Wolfinbarger and Gilly, 2001).

Along with this, comparing products
can be much easier on the Internet, since
physical movements between shops or
between shelves in a shop are not
necessary (Grunett and Ramus, 2005).
While in a traditional store, energy
exerted to find information can be quite
high, though there is lot of potential for
environmental influences (e.g., store
atmosphere, POS information, sales
personnel, etc.) and immediate feedback
on appropriateness of product (e.g., tactile
qualities, fit, color, drop, quality). Another
important point on the Internet is that
quick and effortless searches and
comparisons are possible. The comparative
data is, however, limited to the
information given by the e-retailer. In
order to provide a clearer understanding
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of online information search behavior, one
needs to recognize that the Internet is not
an isolated channel. It coexists,
complements and competes with other
conventional channels used by consumers
to search for information and make
decisions (Peterson et al., 1997). Because
the Internet shopping is a new mode of
shopping involving various and seemingly
novel types of perceived risks (Eastlick,
1996), the consumer is likely to place
added importance on searching for
information when using this channel. Due
to the potential importance of search in
online behavior, Klein (1998) argued that
search processes be made part of
interactive consumer models as critical
predictors of the Internet consumer
behavior. Klein’s (1998) Interaction
Model of pre-purchase consumer
information search explained a goods
classification model in which consumers
analyzed the relative costs and benefits
of an additional search.

Liang and Huang (1998) indicated
that consumers are likely to conduct
transactions in a manner that minimizes
transaction costs. Since consumers rarely
visit multiple physical stores before
purchasing (Newman and Staelin, 1972),
interactive shopping can lower the costs
of acquiring pre-purchase product
information. In conjunction with this,
it increases search benefits by providing a
broader array of product alternatives at a
small incremental cost (Bakos, 1991).
The benefits can increase especially when
the consumer is under time pressure
(Beatty and Smith, 1987). Haubl and
Trifts (2000) explained interactive

decision aids designed to assist consumers
in the initial screening of available
products and to facilitate in-depth
comparisons among selected alternatives
may have highly desirable properties in
terms of consumer decision making. Such
tools allow shoppers to more easily detect
products that are overpriced or otherwise
dominated by competing alternatives,
thus increasing market efficiency.

Many online retailers employ features
such as banner ads and pop-up windows
to generate additional revenues and
promote sales. These features also
increase interruption of the search process,
distracting and disorienting consumers in
this highly visual and perceptual
environment. By understanding the
effects of interruption, online retailers
could prevent consumers from getting lost
in this information space and guide them
to the information destinations of interest
(Chiang et al., 2005).

Dowling (1986) said that perceived
risk pertains primarily to pre-decision
consumer choice and information search.
As risk perceptions are higher, consumers
are willing to spend more time and effort
to on their decision; thus higher risk will
automatically lead to more cognitive
effort. Several other researchers (Sweeney
et al. 1999; and Agarwal and Teas, 2001)
showed that perceived risk negatively
impacts perceived value. In case of
e-retailing, although physical efforts (e.g.,
going to stores) have been reduced to
mouse clicks, the cognitive challenges of
interacting with computers and online
information remain that limit consumer
information search within and between
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sites (Chiang et al., 2005). E-retailers
should consider that evaluating the vast
selection of products may become tedious
or time-consuming (Alba et al., 1997).

Building on the above mentioned logics,
following hypotheses in pre-purchase stage
of e-retailing have been proposed:

H1: Information (access and ease of use)
is the core benefit which increases
customer value in e-retailing.

H2: Effortless search (without physical
movement) is the additional
feature which strengthens cus-
tomer value in e-retailing.

H3: Comparison of products is the
added aspect which reinforces
customer value in e-retailing.

H4: Interactive shopping is the supple-
mentary feature in e-retailing which
can enhance customer value.

H5: Perceived risk during pre-purchase
(interruptions, increase in search
time, cognitive efforts, etc.) nega-
tively impacts customer value.

TRANSACTION AND
PURCHASE STAGE
In the acquisition stage, shoppers are
ready to buy and expect to be able to com-
plete their transactions with a limited
amount of effort (Ellis and Marino, 1992).
The purchase stage in e-retailing differs
from traditional retailing both in the
physical activity involved and in terms of
payment. The latter is an important
aspect given consumers’ involvement with
payment security when buying via the
Internet (Gritzalis and Gritzalis, 2001;

Kolsaker and Payne, 2002; and
Liebermann and Stashevsky, 2002). Along
with this, there is availability of limited
payment methods in e-retailing. The
Internet provides freedom from sales staff
and allows consumers to readily abandon
shopping carts or delay a purchase
commitment (Wolfinbarger and Gilly,
2001). In traditional stores, factors such
as sales persons, product displays,
electronic media and point-of-purchase
advertising influence decisions. In case
of traditional retailing, service encounter,
viz., short queues, helpful sales-personnel,
methods of payment, stock availability,
relaxing POS environment can have an
impact on decision to continue with the
purchase while on the Internet the quality
of service encounter is governed by the
interactive experience of the user with the
website (ease of navigation, information
availability, data security, graphics, returns
policy, delivery terms, and cost).

Electronic market places, electroni-
cally connecting buyers and sellers
through a central database, reduce
transaction costs for both buyers and
sellers. Several studies indicated that
online customers desire to know the
availability of inventory, and want fast and
convenient check-out, secure ordering,
and the ability to track purchases (Betts,
2001; and Burke, 2002). Peterson (1997)
mentioned that from a customer
perspective, the cost and benefits of
buying online will depend on the price/
quality trade-off, the relative speed and
costs of shipping and other transaction-
related risks. Because online purchases
may be perceived as riskier endeavors than
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in-store transactions, online tracking of
customer orders is particularly important
in reducing customers’ perception of risk
and enhancing perceptions of value vis-
à-vis assurance (Kolesar and Galbraith,
2000).

According to Kiang et al. (1999), the
Internet can act as a transaction channel
during the purchase stage. By doing so,
the company can reach a larger customer
base, improve its revenues and streamline
its transactions process as well as
customize promotion. Once a customer
arrives at the website, a superior shopping
experience supported by value-added
services can induce purchase. Such value
added services enhance the value
customers derive from the purchase and
also strengthen customer loyalty
(Reichheld and Schefter, 2000). Shopping
experiences can directly enhance value
perceptions and store purchasing
intentions (Kerin et al., 1992).

Among the benefits of traditional
physical store retailing is the ability to
personally experience a product on a multi
sensory basis (Alba et al., 1997). It is
expected that those individuals, who do
not value or at least utilize these sensory
components of the traditional retail
channels, will see the new media as an
acceptable substitute for directly
examining a product in-person. Childers
et al. (2001) mentioned that as the
substitutability of personal examination of
product information obtained via
interactive media increases, perception of
usefulness and the enjoyment of using the
media will also increase.

Buying from the Internet retailer poses
some distinctive challenges, viz., problems
with privacy of personal information and
mistrust regarding payment system.
Further, a consumer’s lack of trust or
perception of security and privacy risks
may be a prohibitive factor for online
purchasing (Cheung and Lee, 2001).
Consequently, many shoppers perceive
more risk when they shop on the Internet
compared to shopping in traditional stores
(Hoffman et al., 1999). Zeithaml (1988)
addressed that the time and effort
invested are mediated by the perceptions
of product value for money. Apart from
time and effort, consumers can bear
psychological or emotional costs in order
to receive their products.

This new media may become a
deterrent in a few cases: firstly, if
assistance from sales staff or the
opportunity to interact with friends and
family is desired (Dholakia, 1999) and
secondly, for sensory deficiency. Websites
that enable interaction with other
consumers, such as subscriber chat sites
or online forums for product users, may
offer social value and a sense of
community (Mohammed et al., 2002). Not
being able to see, feel or experience a
product prior to purchase may be a
deterrent (Zeithaml et al., 2000).

As such in purchase stage, it is
hypothesized that:

H6: Convenient and secure payment
system is the prime benefit which can
increase customer value in e-retailing.

H7: Interactive experience during
purchase is the added aspect which
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can enhance customer value in
e-retailing.

H8: Tracking information (inventory,
order, check-out time etc.) is the
additional facet which strengthens
customer value in e-retailing.

H9: Perceived risk during purchasing
negatively impacts customer value.

H10: Different shopping experience
during purchasing (not getting
assistance from sales staff, sensory
deficiency, etc.) negatively impacts
customer value.

POST-PURCHASE STAGE
Following the purchase decision,
customers engage in a post-purchase and
evaluation process. The post-purchase
phase differs in that with traditional
retailing, consumers take their products
home, whereas when shopping via the
Internet they will have to wait for delivery.
For this reason, questions of product
returns and retailers’ return policies may
have more importance. At this stage,
consumers compare their actual experi-
ences with expectations and promises
provided by the retailer, including the
timeliness and reliability of product
delivery (Kolesar and Galbraith, 2000; and
Burke, 2002). They may want to know
what to do with unsatisfactory items
(Burke, 2002), suggesting the need for
retailers to facilitate communications to
resolve customer service issues. Also,
the physical dispatch of goods may
delay completion of acquisition tasks or
discourage impulse shopping (Wolfinbarger
and Gilly, 2001)

Berry et al. (2002) addressed that the
transaction convenience, which they
entitle as post-purchase convenience,
refers to the consumer’s perceived time
and effort expenditures needed to
reinitiate contact with the (service)
provider to resolve problems and to
arrange follow-ups.

Wang and Huarng (2002) identified
nine factors in the customer text comments.
The satisfied customers showed their
primary concern was to receive products
as ordered on time with a competitive price
without any hidden charge, then customer
support. Whereas the primary concern of
unsatisfied customers was customer service
via phone or e-mail, availability of
merchandise in stock and delivery of
merchandise as ordered on time (Wang
and Huarng, 2002).

Hagel and Armstrong (1997) discussed
that creating virtual communities (where
people connect through the website and
communicate in real time with other users
with similar interests) has benefits for both
consumers and vendors. Consumers are
able to share their experiences, access
competing vendors and ideas, and shape
the content they receive. Vendors can
better target their product offerings to
specific audiences that have segmented
themselves. Since users arrange
themselves according to interests,
communities can also be a means of
leveraging the reach of the Internet to
improve communication flow.

Promotion has an important role in
reassuring the customers of the
appropriateness of their decisions and in
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providing information on use and care of
the product (Murray and O’Driscoll,
1996). Milliman and Decker (1990) in
their study demonstrated the use and
potentially positive effects of post-purchase
communication on order refund requests
and reorder rates. Based on the findings
of previous research, it seems plausible
that dissonance was effectively reduced
through post-purchase communication.
Absence of offline retail outlets may
increase the time, effort and cost involved
in returning or exchanging products
(Seiders et al., 2000).

Thus, following hypotheses in post-
purchase stage in e-retailing have been
proposed:

H11: Delivery (reliable and timely) of
the product is the core benefit
which increases customer value.

H12: Relationship measures (customer
services, loyalty programs, satisfac-
tion, etc.) are the additional ben-
efits which enhance customer
value.

H13: Reassurance measures (promo-
tions, virtual communities, etc.)
are the extra benefits which
strengthen customer value.

H14: Return policy (more time and
effort taking, cost, etc.) negatively
impacts customer value.

CONCLUSION
The growth of the Internet is changing
the environment in which businesses
operate today. There is no doubt that the
Internet has radically changed and facili-

tated the decision making process and
choice due to its unique characteristics
as communication medium and effective
channel for conducting marketing. The
arrival of e-retailing model is also shaking
up India’s retail sector because it has
enormous competitive advantages over
other channels. A large number of
consumers in India are using this channel
for shopping purposes but it is not clear
how to leverage this technology for
enhancing customer value. This paper
proposes that the body of theoretical and
empirical research on customer value
drivers can be applied to e-retailing. The
framework discussed in this paper is based
on 3Cs (core and complimentary benefits
and costs) presented in this paper provides
some assistance in this task of customer
value creation. This paper also proposes a
number of propositions which needs to be
examined and verified. Although, there
is ample theoretical justification for these
propositions, however, there is little
empirical evidence available to test these
hypotheses in the Indian context. Thus,
the paper provides directions for future
empirical research on customer value.

The framework can provide practi-
tioners with a way to create and improve
customer value during product purchase
decision making in e-retailing. The
transaction through the Internet is
different from traditional channel and has
quite different impacts on different stages
of the consumer decision-making process.
Further, there can be differences in
customer value drivers in different
product categories. Much may be learned
by analyzing the drivers of customer value
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in various e-retail products and services.
The proposed framework can be used by
e-retail managers to select various factors
related to benefits and costs or even to
set goals for their organizations to
enhancing customer value. Hence,
e-retailers should think from the
perspectives of consumers as well as
products and develop strategies which not
only support core customer needs but also
add real value to very specific online
consumer needs. Further, as e-retail
evolves, new benefits will likely to appear,
therefore in future, these items related to
core and complimentary benefits and costs

can be revised. In any case, future
researchers should validate the framework
discussed in this paper. Future researchers
could also seek other factors that may
influence the benefits and costs.
Technological changes are also providing
many new opportunities which were
previously not available. Therefore, it is
important to continually reassess customer
value drivers, particularly in online
environments. Being inventive about
creating customer value can enable
marketers to be more successful in
exploring numerous opportunities.
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Research Note

Forgiveness is a robust construct, featured widely in western academic journals. However,
academic discourse on workplace forgiveness is relatively rare. This paper attempts to contribute
by filling up this gap and attempts to evaluate the integrity of the forgiveness construct in the
Indian workplace scenario. Workplace violence signifies relative absence of footprint of
forgiveness inside the organizational settings in India. The author used SAS Proc Calis
procedure to evaluate the robustness of the construct. Utilization of structural equation modelling
is a very recent phenomenon and is preferred for its rigor. In line with the recent advancement,
the author has utilized factor analysis, and subsequently structural equation modelling technique
for the present work. The findings of the research corroborate that the construct is appeared
to be robust and could be utilized for other derivative studies. The present research relies
upon limited sample. Hence, the results are required to be taken with requisite reservation
and careful consideration.

When you seek revenge, dig two graves.

–Chinese Proverbs

INTRODUCTION

Recently, India witnessed a few outburst
of severe workplace violence. On September
23, 2008, the Times of India  reported grue-
some murder of Chief Executive
Officer of a multinational company by
sacked the Indian workers. Unreported
workplace violence is not rare. In the early
part of industrialization in India over the
last few decades, workplace violence was
the result of tussle between various trade

union factions and industrial houses for
political, economic and social benefits
(Bhattacharjee and Ackers, 2008). As
India enters into high growth economy,
this tussle is being replaced by new types
of violence, mostly triggered apparently
due to unjust experiences. The author
believes that one of the ways to evaluate
the problem is to link workplace violence
with forgiveness.
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Forgivingness has been defined by
Roberts (1995) as “the disposition to abort
one’s anger (or altogether to miss getting
angry) at persons one takes to have
wronged one culpably, by seeing them in
the benevolent terms provided by reasons
characteristic of forgiving” (p. 290).
Another way to define it is as “...a
willingness to abandon one’s right to
resentment, negative judgment, and
indifferent behavior toward one who
unjustly injured us, while fostering the
undeserved qualities of compassion,
generosity and even love toward him or
her.” (Enright et al., 1998, pp. 46-47).
Prime derivatives from these definitions
are: (1) Dilution of anger towards a
person, who committed wrong; and
(2) Positive outlook towards the person
who committed wrong. In other words, it
signifies absence of revenge intention and
presence of positive frame of mind towards
the person, who committed wrong.

ROLE OF FORGIVENESS
IN WORKPLACE CONTEXT

 As India makes strides towards developed
economy, employees working in the
Indian service sector are exposed to
different set of challenges, which are
unlike the experience of manufacturing
sector. Employee requires to be emotionally
literate to handle emotional dissonance,
which may arises as a product of exposure
to service production environment.
Unjust experience in organizational context
is inevitable. Source of unjust experience
may be due to inequitable procedure,
unfair distribution of scarce organizational
resources, rude behavior of customers, etc.

In some cases, unpleasant experience
arises out of unsuccessful interactions with
employees and colleagues. Some of other
sources of unjust experience could be
sexual harassment, workplace bullying,
etc. Besides, aesthetic preference over
merit may also cause substantial unjust
experience in the minds and hearts of
employees, working in the service sector.
Fairness heuristic theory supports the claim
that in an organizational environment,
one requires to submit themselves to
others in a deep network of relationship.
Often, submission to other reduces the
freedom, flexibility and control. This
provides an opportunity for exploitation.
Relations with authority always have
potential to get sour. Inevitably, this will
lead to layers of unjust experience
(Lind et al., 1980; Lind and Lissak, 1985;
and Van den Bos et al., 2001). Irate
customers’ irrational demands are another
potential source of unjust experience.
Delinquent customers behave ruthlessly
with employees and potentially may
create unjust experience. Human
Resource professionals could attempt to
reduce the exposure to this kind toxic
workspace; however, thorough elimination
is not likely possible. Hence, forgiveness
construct has true potential to explain
various workplace issues and problems.
Unjust experience may originate from
procedure and people involved. Thus, it
is mostly centered around individuals, such
as office superiors, supervisors, colleagues,
customers. These are the people, who
influence and play significant role on
employees’ life. They allocate resources,
develop procedures and create an
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environment for sustainable work milieu.
They represent company and often their
role is embodied the true character of
workplace and corporate brand. Hence,
forgiveness construct, in our present
research, directed to these individuals.

Forgiveness potentially has rich
explanatory power in organizational
context. Stone (2002) observed that
“When we demonstrate forgiveness at the
level of team, people feel safe to express
themselves fully, leading to greater
creativity, innovation and risk-taking.
People will work harder and have crucial
‘courageous conversations’ because they
feel recognized and appreciated. They are
willing to play full out because they feel
safe to voice their concerns as well as their
dreams and aspirations. Forgiveness leads
to an empowered and fully functioning
work team” (p. 285). Forgiveness is a
virtue and plays significant role in
controlling, moderating, driving
employee’s behavior. “Forgiveness is a
restorative virtue. If practiced often
enough that forgiving becomes
incorporated as part of a manager’s
repertoire of management techniques,
a habit, forgiveness can enable the
manager locked into a malignant pattern
of behavior or cycle of conflict fueled by
past resentment and anger, to move
beyond her negative feelings for the good
of the working relationship and the
organization” (Kurzynski, 1998).

Literature review suggests that
forgiveness provides rich framework of
reference and holds wide range of
explanatory power, such as satisfaction in

life and forgiveness (Sastre et al., 2003),
forgiveness and personality (Koutsos et al.,
2008; and Maltby et al., 2008). For
example, Sastre et al. (2003) explored the
relationship between forgivingness and
satisfaction with life. They reported that
three components of forgivingness
(enduring resentment, sensitivity to
circumstances, and overall willingness to
forgive) and satisfaction with life was
‘weak’ and ‘most of the time non-
significant’. Their research supports the
arguments that forgiving an offence to an
offender do not result in a strong increase
in overall satisfaction in life.

CROSS CULTURAL
EVALUATION

Due to unique peculiarity embedded in
country’s cultural orientation, evaluation
of psychological instruments are required
an evaluation before utilizing it for
further derivative studies. Interpersonal
forgiveness will “vary according to one’s
culture’’ (Temoshok and Chandra, 2000).
In cross cultural environment, only a few
studies on forgiveness are available for
scrutiny. In non-western environment,
numbers of studies become rather rare
(Sandage and Williamson, 2005). A few
academic studies on forgiveness in cross
cultural environment are available for
scrutiny. For example, Ohbuchi and Sato
(1994) studied the effect of apologies on
Japanese adult’s response to harm. Azar
and Mullet (2001) compared and
contrasted willingness to forgive in
several communities in Lebanon,
(Azar et al., 1999; and Azar and Mullet
2001). Other few studies are Korean
adolescent’s reasoning about forgiveness
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(Park and Enright, 1987), forgiveness in
Nepal (Watkins and Regmi, 2004),
forgiveness dynamics in Chinese mainland
(Fu et al., 2004).

Suwartono et al. (2007) explored the
nature of the factor structure of forgiveness
in Indonesian Muslim dominated country
and evaluated against French sample.
They found that three-factor structure
(lasting resentment, sensitivity to
circumstances and willingness to forgive)
is evidently present in the Indonesian
sample. Sensitivity to circumstances and
willingness to forgive scores were higher,
and lasting resentment score was lower,
among Indonesian students compared to
French students. Fu et al. (2004) found
that in Peoples Republic of China,
willingness to forgiveness is influenced by
social solidarity need than individualistic
personality variables or religiosity as
reported in western research.

It is important to note that paucity of
research in workplace context is
discernibly visible (Exline et al., 2003).
Most of the academic discussions,
available for scrutiny, are predominantly
linked with paramedical, therapeutic and
religious context. Stone (2002) presented
some qualitative arguments on workplace
forgiveness, which requires further
validations. Hence, the present discussion
is timely, appropriate and relevant to the
present Indian work context. Not to
mention that during the last decade,
economic growth in India made a lot of
structural changes in the Indian
workplace and this makes forgiveness
studies an urgent necessity of our times.

IMPORTANCE OF THE
PRESENT STUDY

The present research makes two distinct
contributions: Firstly, forgiveness research
in workplace context has been almost
negligible. Present research initiative will
have potential to generate wide range of
discussions, linking various organizational
outcomes. Needless to mention, though
descriptive discourse is available on work-
place forgiveness (Kurzynski, 1998; and
Stone 2002), empirical evidence to support
their claims is relatively scarce and
negligible. Present research attempt to
provide empirical evidence by evaluating
the statistical robustness of the instrument.
This research will indeed pave the way
for wide range of research work. Secondly,
usage of SAS Proc Calis procedure is rarely
reported in the Indian academic journals.
The present research fulfils these gaps.
The author believes that this procedure
provides relatively more helpful guidelines
through various modification indexes,
when refining models.

RESEARCH METHOD
The author carried out Principal Component
Analysis to extract the factor structures.
Subsequently, confirmatory assessment of
the scale has been done with the help of
these factor structures.

PRINCIPAL COMPONENT
ANALYSIS

It is one of the effective data reduction
techniques, often considered for exploratory
data analysis. This is used to identify the
underlying factors, which explain relatively
large number of variables in an integrated
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manner. Variables commonly share an
underlying concept. “In summarizing the
data, factor analysis derives underlying
dimensions that, when interpreted and
understood, describe the data in a much
smaller number of concepts than the original
individual variables” (Hair et al., 1998).

STRUCTURAL EQUATION
MODELLING

Structural equation modelling, one of the
widely used frameworks, is used in the
present study to evaluate the fit of the
model structure. Structural equation
modelling technique estimates relationship
among manifest and latent variables along
with their measurement error simultaneously.
Other first generation multivariate techniques
estimate relationship among variables
once at a time. Structural equation modelling
provides robust framework of equations to
calculate relationship among manifest
and latent variables simultaneously.
Accommodating measurement error in
estimation of relationship is a great
advantage. The method provides ample
opportunity to improve competing
models by generating various indicators
such as modification index, standardized
residuals, etc. “In structural equation
modelling, a model fit is said to fit the
observed data to the extent that the
model-implied covariance matrix is
equivalent to the empirical co-variance
matrix” (Schermelleh-Engel and
Moosbrugger, 2003). Swell Wright is
often cited as prime contributor on path
analysis work, while Thurstone’s factor
analysis work and econometrician’s
simultaneous equation-modelling work

generated a unique platform. Subsequently,
Joreskog (1973) bridged it through structural
equation modelling work.

Structural equation modelling has
been widely accepted method for data
analysis in most of the leading journals.
Dedicated reviews are available on the
application of structural equation in
communication research (Holbert and
Stephenson, 2002), psychology (Hershberger,
2003), marketing (Baumgartner and
Homburg, 1996), management information
system (Chin and Todd, 1995; and Gefan
et al., 2000), logistics (Graver and Mentzer,
1999), operational research (Shah and
Goldstein, 2006), organizational research
(Medsker et al, 1994), strategic management
(Shook et al., 2004), tourism studies
(Golob, 2003; and Biswas, 2008), recrea-
tional tourism (Reisinger and Turner,
1999), etc.

ESTIMATION METHOD

A number of estimation methods such as
Maximum Likelihood (ML), Unweighted
Least Square, Scale Free Least Squares,
Asymptotically Distribution Free (ADF),
Generalized Least Square (GLS) are
available. Each estimation method has its
advantage and disadvantages. For
example, ML assumes univariate and
multivariate normality and input data
matrix is positively definite but provides
quire robust results under moderate
violation. For the present research work,
ML estimation method has been deployed.
ADF has a few distributional assumptions;
however requires very large sample size,
in the region of 5,000 for accurate results.
Multivariate normality is essential for ML
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estimation (Curran et al., 1996). Monte
Carlo simulation study suggests that small
sample does not affect the estimation
process if the data set is normal.

MODEL VALIDITY

No agreement is seen among SEM experts
of what constitutes a perfect fit. Hu and
Bentler (1999) observed that “Despite the
availability of various measures of model fit,
applied researchers often have difficulty in
determining the adequacy of a structural
equation model because different aspects
of the results point of conflicting conclu-
sions about the extent to which the model
actually matches the observed data.”

MODEL EVALUATION

The author evaluates the integrity of the
model through structural equation.
Traditional regression has limitations and
structural equation is comparatively
better framework for model evaluation.
Authors such as, Hoyle and Panter (1995)
and Boomsma (2000),  suggested that
diagrams of hypothesized and final models
should be presented in the article. The
author follows the guidelines and present
diagrammatic presentation for independent
judgment and evaluation.

LIKELIHOOD-RATIO
CHI-SQUARE STATISTICS

This is widely used in SEM journals. Low
chi-square value signifies that actual and
predicted matrices are not statistically
different. However, this is very much
sensitive to sample size. It is important that
researcher must complement this
chi-square measure with other goodness-

of-fit measures. This is one of the highly
debatable areas among competent SEM
experts.

GOODNESS OF FIT INDEX (GFI)

It is one of leading indices often used to
substantiate the overall fit (Baumgartner
and Homburg, 1996; and Holbert and
Stephenson 2002). It is a non-statistical
measure ranging in value from 0 (poor fit)
to 1.0 (perfect fit). Though there is no
agreement for threshold limit for accepting
a model, 0.90 and above is considered to
be fit with the data.

ROOT MEAN SQUARE ERROR
OF APPROXIMATION (RMSEA)

It is one of leading indices often cited for
substantiating model fit. (Holbert and
Stephenson, 2002). It is the discrepancy
per degree of freedom. It is sensitive to
sample size. Values less than 0.05 is a good
fit, values ranging from 0.06 to 0.08
mediocre fit, below 0.08 is a poor fit.

ADJUSTED GOODNESS OF FIT
INDEX (AGFI)

It is one of the extensions of GFI. Recom-
mended level of value is often a value
greater than or equal to 0.90.

COMPARATIVE FIT INDEX (CFI)

It is an incremental fit index, ranging
value from 0 (no fit) to 1.0 (perfect fit).
It compares data between researcher’s
model (Chi-square value minus degree of
freedom) and full model (Chi-square
minus degree of freedom). This equation
is range bound and remain within 0 to
1.0, preferably model above 0.90 is
considered to be adequate fit.
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RESEARCH PROCESS

MODEL EVALUATION CRITERIA

Hatcher (1995) provided useful guidance
on how to evaluate model while using
SAS Proc Calis procedure:

• Review the Chi-Square Test: Chi-
square value signifies the difference
between theoretical model and model
produced by the data. If this chi-square
figure is high, then it suggests that
there are substantial difference be-
tween the model and data. It is sensi-
tive to sample size, and hence require
to be interpreted with due care.
Hatcher (1995) suggested ratio of Chi-
square value to Degree of Freedom
(DF) should not be greater than two.
However, some authors recommended
this ratio stretch between 1-3
(Carmines and McIver, 1981).

• Review the Non-Normed Fit Index
(NNFI) and Comparative Fit Index
(CFI): Both of these indices are
required to be above 0.90.

• Review the Significance Test for
Factor Loading and Path Coefficients:
All the t-values should be greater
than 1.96.

• Review the Residual Matrix and Nor-
malized Residual Matrix: Standard-
ized residual should not exceed 2.58.

• Review the R2 Value: R2 value should
be relatively large.

SOFTWARES

For Structural Equation Modelling
purpose, various softwares are available
such as EQS, MPLUS, SAS, SPSS

AMOS, LISREL. The author used the
SAS 9.1.3 for the present research work.

OBJECTIVES

The objective of the research is to
provide a confirmatory assessment of the
forgiveness scale and to check its integrity
using structural equation modelling.

INSTRUMENT

Several instruments are available to mea-
sure forgiveness (Enright et al., 1998;
McCullough et al., 1998; Azar et al., 1999;
and Azar and Mullet, 2001). The author
used Transgression-Related Interpersonal
Motivations (TRIMS), developed by
McCullough et al. (1998). They reported
high reliability (ranging from 0.86 to 0.90)
and it has only 12 items, supported by two
factors. Though the scale has been
developed to measure forgiveness
construct in close relationship context, it
has potential to explain forgiveness
domain in organizational setting,
especially relationship with supervisors. In
the service sector, considerable amount
of work is performed under direct and
indirect supervisory control. Hence,
assessing potential of forgiveness in
supervisory set up provides unique
opportunity. TRIMS has two factors:
revenge intention (Indicator RE1 to RE5)
and avoidance intention (Indicator AV1
to AV7). As the factor name implies, all
the question items are required to be
reverse coded to represent forgiveness in
any given context. However, in line with
McCullough et al. (1998) studies, the
author did not reverse the score for the
present study as it is not linked with
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other organizational outcome variables.
Respondents got the following direction
while filling up the questionnaire. “Please
indicate your current thoughts and
feelings about the person who recently
hurt you in your workplace. Use the fol-
lowing scale to  indicate your agreement
with each of the questions”. Range in-
dicated in the scale was 1-5, 1 being the
lowest (Strongly Disagree) to 5 being the
highest (Strongly Agree).

SAMPLE

The questionnaire has been administered
to the employees of three of the five star
hotels (located in Delhi and Mumbai),
two retailing companies (known as a
leading player in Indian market)—one
budget hotel, and the other Insurance
Company, India. Participation was totally
on the voluntary basis. To maintain the
anonymity, participants were requested
not to mention their name. This has been
done to reduce social desirability effect.
The author did not use any scale to
measure social desirability effect. Average
age of the participants was 24.4 years. 91%
of the sample were male out of the sample
size of 243. Approximately, 91% of the
employees claimed to practice Hinduism,
5% Christianity and rest profess Muslim
and Sikh religion.

DATA ANALYSIS

To analyze the data, the author under-
took following steps for the present study:

Reliability Alpha: It is important to find how
reliable the instrument is. Reliability alpha
value is required to be above 0.707.
However, the reliability alpha for Avoidance
Intention and Revenge Intention were 0.901
and 0.757 respectively. These values are
higher than the threshold value.

Factor Analysis and Sample Adequacy:
Kaiser Meyer Olkin Measure of Sample
Adequacy value was 0. 848. This is much
higher than the minimum threshold value
(Table 1). Hence, the data is ready for
factor analysis.

The author carried out principal
component analysis with varimax rotation.
These produced three factors, which
cannot be explained with the help of
existing theories. Number of factors kept
limited by two as it is theoretically
supported (Table 2). RE3 and RE4
indicators, which as per the theory
postulated, should have aligned with
Revenge Factor, failed to converge and
clearly explain the Revenge Intention
factor; hence the author has eliminated
these two items from further statistical
processes. Post elimination of cross loading

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.848

Bartlett’s Test of Sphericity Approx. Chi-Square 1446.078

df 66

Sig. 0.000

Table 1: KMO and Bartlett’s Test
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AV4: I find it difficult to act warmly towards him/her. 0.870

AV5: I avoid him/her. 0.817

AV7: I withdraw from him/her 0.780

AV6: I cut off the relationship with him/her. 0.774

AV1: I keep as much distance between us as possible. 0.763

AV2: I live as if he/she doesn’t exist, isn’t around. 0.745

AV3: I don’t trust him/her. 0.671

RE2: I wish that something bad would happen to him/her. 0.864

RE5: I want to see him/her hurt and miserable. 0.803

RE1: I will make him/her pay. 0.711

Eigenvalue 4.297 2.326

Variance Explained 36% 19%

Reliability 0.901 0.757

Table 2: Principal Component Analysis Rotated Component Matrix

Component

1 2

(value lower than +0.40), the following
factor structure emerged from the data
(Table 2).

Structural Equation Modelling: SAS
Proc Calis procedure allows implementing
structural equation modelling. Structural
equation could be written in several
formats, such as using LINEQS, RAM,
COSAN or MATRIX format. The author
has used LINEQS format, which facilitate
the execution of covariance analysis. After
invoking correlation data using datalines
command, Proc Calis procedure is
activated and requested for residual and
modification indices.

MODEL FIT

There is no universal agreement of what
constitutes a good fit. Most frequently,
authors have used Chi square value, GFI,

AGFI, CFI, NNFI and RMSEA to
indicate a good fit. Chi Square value
should be lower and statistically nonsig-
nificant. GFI, AGFI, CFI, NNFI should
have a cut off value above 0.90. Root
Mean Square Approximation (RMSEA)
should have value lower than 0.08. (Table 3).
Besides t-statistics for each path coeffi-
cient should exceed 1.96 in absolute
terms. All these criteria are to be met and
accepted the model Model E (Table 3).
Over-fitting of the data is one of the prob-
lems is required to be remembered while
utilizing modification indices for modifi-
cation of the models. The author utilized
the guidance provided by Modification
Index and Standardised Residual Value
to reach the final model.

Table 3 provides details about model
refinement process. Number of observation
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is 243. Full model produced a poor fit. Chi-
Square value is 227.1482 with 36 degree
of freedom (DF), GFI (0.8141), AGFI
(0.7159), NNFI  (0.7668), Bentler’s CFI
(0.8126), and RMSEA (0.1659).
Modification index and standardized
residual suggested removal of RE1, AV5,
AV6, AV1, which resulted in better model
fit than full model. With the help of residual
value and modification index, Model E was
accepted.

Model E provides Chi-Square value
20.2396 with 9 DF, GFI (0.9696), AGFI
(0.9290), NNFI (0.9514), Bentler’s CFI
(0.9709), RMSEA (0.0804). All R2 values
were relatively large. Besides, t-statistics for
each path coefficient exceeded 1.96 in
absolute terms (Hatcher, 1999). All these
indicate an acceptable fit (Table 3). The
author considered Model E as acceptable
model (Figure 1). This solution adhered to
the guidelines provided by Hatcher (2002).

DISCUSSION

CONSTRUCT RELATED

The above discussion highlights statistical
and conceptual integrity of forgiveness
scale (i.e., TRIMS). The author identi-
fied factor structures, revenge intention
and avoidance intention as envisaged by
McCullough et al. (1998), using Explor-
atory Factor Analysis (EFA). However,
while conducting Confirmatory Factor
(CFA), some of the indicators were
eliminated to improve overall model fit.
This framework can be utilized with
other organizational outcomes to evalu-
ate to what extent forgiveness, influences
employees’ perceptions, motives and
motivations. In the recent discourse of
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positive psychology (Luthan et al., 2006),
the role of forgiveness construct can
explain good number of positive outcome
in an organizational context.

PROC  CALIS PROCEDURE

• Proc Calis provides unique opportunity
to conduct confirmatory factor analysis.

• Proc Calis procedure provides useful
and relatively wide range of modifica-
tion indices and residual analysis,
which equips researchers to pin point
the sources of problems and allows re-
searchers to take more informed
choice while modifying the models.

• Though SAS Proc Calis procedure
does not provide graphical interface,
it is relatively user friendly procedure.

• Recently, SAS introduced SAS Proc
Tcalis procedure (SAS 9.2), which pro-
vides more flexible frameworks to carry
out relatively complex studies. Future
work in this area should utilize Proc
Calis procedure (SAS 9.2: eventually
‘T’ will be removed from ‘Tcalis’). The

AV2e6
1

AV3e7
1

AV4e8
1

AV7e4
1

RE2e2
1

RE5e3
1

Avoidance
Intention

Revenge
Intention

Workplace
Forgiveness

Figure 1: Showing the Factor Structure

author have utilized SAS 9.1.3, which
found to be adequate for the present
research purpose.

A summary could be presented as a
derivative of the above research work:

• From the above analysis, it is evidently
clear that forgiveness construct as pro-
posed by McCullough et al. (1998),
reflected in the behavior of the Indian
managers.

• The present research work provides
solid bedrock to explain the behavior
of Indian managers with a wide ranging
effect. This framework can be utilized
with other organizational outcomes to
evaluate as to what extent forgiveness,
located in every individuals, influences
employees’ perceptions, motives and
motivations. This framework is more
holistic and has potential to explain the
behavior of Indian managers more
profoundly (Stone, 2002).

• The present research confirms and
revalidates the TRIMS scale,
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applicable for the Indian context.
Utilization of structural equation
modelling is relatively less visible in
Indian journals. The present work pro-
vides exemplary platform for those, who
are interested to execute confirmatory
factor analysis and other related
studies.

CONCLUSION

Transgression-Related Interpersonal
Motivations (TRIM) Inventory, as
proposed by McCulloguh et al. (1998), is
a robust framework, for evaluation of
interpersonal forgiving. The present
research successfully assesses its
robustness. Hence, this framework could
be deployed for further investigation in the
Indian workplace scenario. For example,
investment in managing relationship with
supervisors/colleagues and other societal
arrangements in organizational setting
could be explained by forgiveness
construct very well.

Mostly, influence of supervisors or
other immediate human agencies
influence employees for various decisions
and behaviors such as intention to quit,

absenteeism, delinquent behaviors or
other important organizational outcomes.
Indeed, forgiveness in organizational
context appears to have tremendous
potential to explain various dimensions of
organizational behaviors. As argued
earlier, with increased accountability for
deliverables and its uninterrupted
pressures across time zone on each
employees deployed in service sector
require each employee to interact to its
immediate world, where service is
co-produced in constant interactions with
juniors, colleagues, supervisors, suppliers,
customers, etc. Potentially, some of the
interactions may create unjust experience
in the heart and mind of employees.
Hence, in absence of forgiveness foot-
print, employees may engage in various
unproductive behaviors. The author
believes that further investigation into this
realm has potential to contribute, enrich
and explain employee’s behavior,
especially in service setting. It is believed
that present discussion will initiate a new
range of investigations, which will
ultimately help human resource
professionals to devise suitable human
infrastructure in organizational setting.
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India Arriving: How This Economic
Powerhouse Is Redefining Global

Business
By Rafiq Dossani; Publisher: AMACOM (2007); Pages: 304; Price: $18;
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Since long, India has posed and will
continue to pose an enigmatic look to the
world. In the authors’ words, India is a
land of oddities, puzzles, paradoxes and
ethnic fractures with a democratic
tradition. She is also a measure of
isolation (within) and globalization
(outside). Inspite of such national puzzles
in place, India is changing. The book is
all about India changing and arriving in
multiple senses to “look familiar to an
outsider”. India, a poor and ethnically
fractured country with low development
on both economic and social fronts, has
evidenced to the world that a seminal
tool like non-violence can free a nation
from colonial oppressors and has marched
towards institutional development like
developed countries and economic growth
like East Asia. India’s federal character
has positively contributed to the growth
of the services sector to GDP, growth of
private education and improved
agricultural extension services which
piloted the absence of food-grain crop
failures. Federalism, not devoid of its
drawbacks, has also lead to substantial
corruption.

Book Reviews

India is generally believed to be an
abode of religious tolerance and is
renowned for its tranquility despite its
multifariousness. But the Mumbai and
Ahmedabad riots proved to be vice-versa
and maimed the residents of these two
cities. Riots, corruption and inefficiency
have become a part of independent India’s
disposition. These seemed to stand out as
hallmarks of Indian bureaucracy.
Prolonged poverty, conflicting interests of
the landless and landlords, the quota
system and its related maladies were the
enablers of these hallmarks. This led to
the creation of a 2-tier economy consisting
of both private and public sector
companies which resulted in the absence
of quality products, R&D for new
products, introduction of new technolo-
gies, etc.

Amidst all these maladies, the
laudable facet of India is its deep-
rootedness with multi-linguality. Most of
India’s city inhabitants are well-versed in
more than one language, thus contributing
to the multi-linguality. Though India did
not formally encourage and emphasize the
role of English language, it found its way
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into the Indian education system owing
to the recruitment demand placed by
majority of the services companies for
English speaking professionals. Despite
the seepage of English into the Indian
education system, it still is a cause of
concern for recruiters due to the shortage
of talent and its interrelated high cost of
wages. Apart from these, the other cost
maladies faced by most of the Indian firms
include, training, attrition and tradability
costs of the top Indian talent. But
currently, with a high-growth economy in
place, the scenario seems to take a U-turn
and is bringing the Indians back to their
domiciles for even lower remunerations.
The Indian education system is also faced
with problems of content, lack of soft
facilities and consultancy assignments for
faculty, other quality problems and paucity
of academia-industry partnerships. The
woes of the Indian Educational system
extend to the Indian IT industry as well.
In comparison with other countries,
Indian Infrastructure is a major off-putting
factor for this industry. Body shopping,
labor arbitrage and custom service image
add to the existing misery.

The domestic despairs have extensively
contributed to the Indian immigration.
The Indian immigration to the US can
be chronologically understood as
contributed by medical doctors, students
entering upper tier American universities,
less educated and underprivileged lot in
search of a decent living and finally
followed by the trained engineers. The
success of these immigrants overseas can
be attributed to the knowledge of English,
formation of professional associations’
alongwith purpose-built community

centers, senior citizens’ advocacy groups
and charitable foundations. The success
and rising influence of the “Overseas
Indian” and his de-mainstreaming have
caused a remarkable change in the
attitudes back home. The off late
discovery of their transnational identity
has created a renewed self-serving interest
in the Indian cricket, music, Bollywood
and the Indian politics as well.

After captivating the readers with the
success stories of the ‘Overseas Indian’,
the readers were slapped in the face with
reality of the Indian stock markets. The
Indian stock markets which originated in
the 1870s were subjected to global
influences and were marked by intense
corruption and insider trading. The key
to success of any stock exchange is
efficient regulation backed by technolo-
gical smartness and an independent and
capable regulatory body. So the attempts,
to end insider trading and corruption and
to enhance the stock market’s efficiency,
were FERA, liberalization of industrial
quotas and the set-up of SEBI. SEBI, in
an attempt to squash corruption, relied
heavily on the foreign firms and their
rules. The final stamping on corruption
was done with the set-up of National
Stock Exchange, a competing stock
exchange of BSE, which gradually became
a leader in transparent functioning and
thus led to a positive change in the BSE.

Continuing on the road of realities,
rural India is characterized by hunger and
mass poverty backed by shortage of
rainfall, famine and lack of tax relief. Post
independence saw India’s focus for
economic growth via industrial growth,
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patronization of the rural elite with
secondary interests towards land reforms.
Though the latter government favored
national development via agricultural
development through huge fertilizer,
capital, power subsidies and
nationalization of banks, it contributed to
a financial collapse of the treasury.  To
avert such losses, a better initiative could
be to invest in rural health and education
which has the capacity to yield productive
rural activity and rural industry.

The author then proceeds to project
the face of an independent, highly
populated and educated India where over
45,000 newspapers reside, of which 7,500
alone are in English. These statistics
display the extensive reading habits of the
Indians, who adore reading in trains and
even an entire uneducated village can
‘read’ newspapers by banking on one
literate. Over a period of time, the Indian
media grew in terms of presence and
freedom though it is still relatively low on
investigative journalism.

The final episode of India’s story looks
at its three-stage growth which happened
with the removal of constraints on the
private sector, effective regulation and the
initiative of the private enterprises.
Specialized cities owing to their ability to
support financial markets, sports, films
and education and distinctive Indian
democratic values were the idiosyncratic
forces that contributed towards India’s
growth. But this growth seemed a
minuscule when compared to China.
Urban development, business friendly
society, ethnic homogeneity and state
control of the economy prompted Chinese
development. Whilst the Chinese bank
on extensive experimentation and
learning by doing, the Indians look at
adopting a single best approach through
good thinking. With this approach, India
has categorically made its presence felt
by transforming itself from a poor country
with the enterprise and energy of its
people.
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Microfinance in India
By K G Karmakar

 Sage Publications, New Delhi (2008); Pages: 489; Price: Rs. 695/-

ISBN: 978-81-7829-790-3 (PB)

India is believably unique in comprising
two major models of microfinance. One
is the time-honored Bank-Self Help
Group (SHG) model and the other being
Grameen replicator model followed mostly
by the MFIs. Microfinance movement in
India derives its support from RBI and the
Ministry of Finance. The SHG movement
benefits from enormous political and
non-government support. Studies have
established that SHG model where it has
been in existence for a long time (five
years or more) has an impact on poverty.
However, given the small size of loans in
both the models, it is hard to envision a
rapid decline in poverty as these kinds of
loans are insufficient to cover even invest-
ment in livelihood assets that can gener-
ate a poverty extenuating income.

The microfinance sector in India, for
the most part unregulated by annoying
regulation and meddling is adolescent and
dynamic. It is required to evolve into a
full-grown industry. The pool of skilled
microfinance professionals is pretty small.
It is not unusual to find experienced and
expert practitioners involved in more than
one organization, serving on either the
governing body or management team.
Capital infusion is no longer a problem for
MFIs in India, because of short-term bank

loans and off-balance sheet financing via
the trendy partnership model. However,
MFIs are wanting in some forms of capital.
So far MFIs in India have not issued bonds.
Bond issuance would allow MFIs to diversify
their funding sources, which are dominated
by a few large commercial banks and
government-sponsored apex organizations
like NABARD and SIDBI.  Also, MFIs
have been helpless in accessing long-term
debt from banks. And, Large MFIs rarely
receive equity investment. Growth strategies
for MFIs in India can be seen in terms of
Horizontal growth, vertical growth and
franchisee model.

The advent of new millennium has
witnessed vigorous growth and significant
developments in the Indian microfinance
industry.  It is in this backdrop that the
book under review is a timely outcome.
The book has a very good collection of
essays and articles that analyze the potential
of the Indian microfinance industry and
examine the approaches for microfinance
development in India. This edited volume,
Microfinance in India, by K G Karmakar is
aimed at providing wholesome information
about microfinance activity in India. The
book can be broadly seen to have four parts.
The editor has selected the following
themes to capture the topic of microfinance
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in India such as, overview of microfinance;
promotion, regulation and sustainability of
MFIs in India; SHG Bank Linkage program
in India; successful bank models of
microfinance; and innovations for growth.

In Part 1, Microfinance: An Overview,
the most interesting essay is that of Priya
Basu titled “A Financial System for the
Poor”. The author has lucidly highlighted
the importance of the need for a financial
system for the poor while analyzing the
structure and performance of Indian bank-
ing towards achieving inclusive growth. It
is rightly observed that by and large
microfinance has increased the opportunity
and the liability for the poor to escape ossified
social structures. Analyzing the status of
rural banking in India, the author observes
rightly that the policies on interest rates
for small loans the policies on interest rates
for small have resulted into with unin-
tended consequence of ‘credit rationing’.
The agenda for achieving inclusive finan-
cial system has been proposed by the
author with important aspects such as
introducing flexible products, need for
composite financial services, simplification
of procedures to open a bank account access
credit; better staffing policies and doorstep
banking, making priority sector lending
obligations tradable and increasing the
efficiency of rural finance markets with
better regulation and supervision. K G
Karmakar, in the paper, ‘Microfinance
revisited’ underscores the need for
microfinance in view of the large mismatch
between the services provided by the formal
rural finance sector and the loan require-

ments of the rural people, and hence, the
need for parallel credit systems which are
better enabled to meet the genuine credit
needs of rural people. It is rightly pointed
out that rural prosperity is very uneven due
to the level of commercialization and
diversification while in tribal areas the
rural economy is largely non-monetized.
However, the author’s observation that the
formal rural areas to urban areas as is
evident from the low-credit deposit ratios
is unsubstantiated. While making an
emphatic point that there is a need for
formal or informal credit markets which will
retail rural money for developing rural
areas, the same is not substantiated. Because,
the rural financial institutions such as
cooperatives and regional rural banks have
been achieving this objective since quite
a long time in the history of Indian banking.
In this essay, the author enlists the major
issues in microfinance such as up scaling
of the program, capacity building,
sustainability of SHGs, graduation from
microfinance to microenterprises and other
specific issues such as transparency,
sustainability with outreach and self
regulation. It is rightly summed up that
the real assault on rural poverty can be
possible only when microfinance enables
the emergence of a large number of
microentrepreneurship in rural areas, who
have graduated from various SHGs.

The second section of the book is titled
Part 2: Microfinance Institutions (MFIs).
In the paper, “MFIs in India: An Overview”,
the author, Murulidhara Rao, has cogently
explained the aspects of MFI activity in
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India such as microfinance service providers,
emergence of private microfinance industry,
MFIs and legal forms and about the
regulation and supervision MFIs in India.
Commenting on the regulation and
supervision of MFIs in India, the author
argues that a developmental mode rather
than a regulatory mode needs to be
adopted for encouraging MFIs to innovate
and evolve in areas where financial exclusion
for the poor is widespread. In the paper,
“Regulatory Framework for MFIs”, com-
menting on the limitations of microfinance
sector in India, the author, Krishan Jindal,
observes that MFIs except the top 10 are
very small in size and lack appropriate systems.
Further, advocating the need for regulatory
framework for MFI sector, it is emphasized
that NGO MFIs should also be made to
report to any statutory body as they are not
presently doing so. Even though ‘section
25 companies’ are not allowed to mobilize
deposits, yet many of such MFIs are
accepting deposits from the public violating
the RBI norms. The essay pertinently points
out that a regulatory framework could
facilitate better access for savings and
commercial loans for MFIs thereby
upscaling their operations. Since the MFI
sector is highly heterogeneous, it is divisible
into two broad institutional categories,
comprising institutions incorporated under
diverse legislative framework and the other
incorporated as NBFC and registered with
RBI is a workable proposition. In the paper,
“Promotion of Linkages Between Banks
and MFIs”, the author, P Satish, highlights
the triad of the statement of the advisors

group to the UN International year of
Microcredit 2005 (United Nations, 2005).
This according to him, rightly, has
brought us to the necessity of building up
linkages between banks and MFIs which
has been manifested in Indian
microfinance despite the fact that MFIs
cater only to a small segment of
microfinance market in India.  In the
paper, “Sustainability of MFIs”,  Vijaya
Mahajan has pointedly discussed the four
dimensions of sustainability of microfinance
in India such as; Sustainability of demand,
Financial sustainability, Organizational
sustainability and sustainability of the
mission of MFIs.

Part 3 of the book, “SHG: Bank
Linkage Program” is a collection of
factual essays. H R Dave has forcefully
highlighted the importance of ‘SHGs in
savings mobilization’ and has identified
the key issues relating to the savings
mobilization by SHGs. While Pradeep
Kashyap’s paper throws enough light on
the interesting topic of ‘Livelihood
promotion among SHGs’, the aspect of
‘Emerging SHG Federations and
Challenges’ has been well-articulated in
a paper by C S Reddy. Sustainability of
SHGs is an imperative factor for the
success of MFIs activity in India and this
topic has been dealt very interestingly by
N Srinivasan. Swarnajayanthi Grama
Swarojgar Yojana (SGSY) is an important
rural development program of Government
of India started in 1999 mainly
encompassing the assistance to SHG
activity in the country. Thanksy Francis
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Thekkekara in his article has brought out
some interesting facts on this aspect.

Part 4 of the book, Successful MFI
Models, consists of five essays on different
successful MFI models in India. In Part 5,
Successful Bank Models, successful
experiences of two Regional Rural Banks
and two District Central Cooperative
Banks have been narrated in an impressive
style and arouse the reader’s interest. In
Part 5, Innovations for Growth, there are
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four essays that throw interesting ideas
for the growth of microfinance in India.

This book is indeed quite useful for
development professionals, evaluators,
planners, managers, administrators,
researchers and social sector students.
The book is easy to read and compre-
hend. It is equipped with subject-author
index and contains figures, boxes, tables,
references and footnotes in the main
text which are indicators of a reader
affable book.
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Handbook of Product Placement
in the Mass Media: New Strategies

in Marketing Theory, Practice,
Trends, and Ethics

By Galician M L,

Best Business Books, Binghamto, New York (2004), Pages: 360; Price: Rs. 410

ISBN: 978-0-789025-35-7 (PB)

This Handbook of Product Placement in the
Mass Media is a compilation of research
and commentary addressing the theory
and practice of product placement in the
mass media which is a promotion
management subject. The book examines
product placement, related media
marketing strategies, and their impacts on
consumers. Product placement or embedded
marketing is a form of advertisement,
where branded goods or services are
placed in a context usually devoid of ads,
such as movies, the story line of television
shows, or news programs. The product
placement is often not disclosed at the
time that the good or service is featured.
Product placement became common in
the 1980s. In April 2006, Broadcasting and
Cable reported, “Two thirds of advertisers
employ ‘branded entertainment’—product
placement—with the vast majority of that
(80%) in commercial TV programming.”
The story, based on a survey by the Asso-
ciation of National Advertisers, said,
“Reasons for using in-show plugs varied
from ‘stronger emotional connection’ to

better dovetailing with relevant content,
to targeting a specific group.”

The contributors are national experts
in a variety of mass media specialties, who
address product placement in terms of
historical context, Hollywood, brand
synergy and brand identity, and legal/
ethical issues. One will also find
fascinating case studies focusing on
product placement in movie and
television programs, in books, and as a
marketing technique for medical
products—plus examinations of the impact
of adding an audible reference to a
visually prominent brand placement and
of the use of generic or fictitious products
in otherwise ‘realistic’ films. This volume
examines the phenomenon of product
placement and related mass media
marketing strategies. A sampling of topics
includes the evolution of product
placements in Hollywood cinema, the
ethics of product placement in media
entertainment, and the influence of
presentation mode and familiarity. The
papers were originally presented at the
2001 convention of the National
Communication Association. The volume
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has been simultaneously co-published as
Journal of Promotion Management, Vol. 10,
Nos. 1/2, 2004.

The collection is grouped into various
sections namely, the practice of product
placement and controls on product
placement, case studies, commentaries,
interviews and reviews. The first section,
“The Practice of Product Placement”, is
a functional section that provides a
general context of product placement. It
starts with a sketch of the background of
the early development of product
placement in single sponsored programs
in media like radio and television by media
Historian Kathleen J Turner. The next
document written by the author along
with Peter G Bourdeau analyses the
increasingly dominant role of product
placements in the narratives of
blockbuster movies since 1977.  Cultural
Critic, Susan B Kretchmer, explores the
evolution in television and the Internet
entertainment vehicles. The media
scholars and practitioners Charles A
Lubbers and William J Adams discuss two
major elements, the under-examined
multi-billion-dollar revenue producers in
the current movie promotion
mix-merchandising and promotional/
partner tie-ups. This section concludes
with an examination of normal
distinctions between the cinematic world
and the real world by Scott Robert Olson.

The second section, “Controls on
Product Placement”, provides a closer
look at the legal and ethical issues
surrounding the practice of this
controversial industry which is very
complex. The documents/arguments of

media scholar Paul Siegel is against
locating product placement within the
Supreme Court’s commercial speech
doctrine. A thorough analysis of the
ethical challenges and controversies
surrounding the practice is discussed by
Lawrence A Wenner. Public Relations
practitioners and mass media ethicists,
Dean Kruckeberg and Kenneth Starck,
offer a review of  consumer communities
that urges the adoption of a public
relations approach rather than a
marketing viewpoint.

Several intriguing case studies are
presented in the third section. A study by
Beng Soo Ong found that although
three-fourth of the sample were aware of
the practice in both movies and TV
shows, there was less exposure to the
embedded brands in TV than in films. In
“Product Placement of Medical Products:
Issues and Concerns,” Christopher R
Turner extends the legal-ethical
discussion to pharmaceutical marketing
and focuses on an episode of television’s
Chicago Hope touting the use of a
medical device that had not earned FDA
approval. Ted Friedman in his essay argues
that Tom Hanks’ film serves as a valuable
case study because of the conflict between
its relentless product placement and its
dark vision of contemporary global
capitalism. Ian Brennan and Laurie A
Babin present an empirical study that
demonstrated audio cues are a significant
factor in the success of movie product
placements. Richard Alan Nelson
examines a new form of paid product
placement in novels.
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The final section of the book includes
a variety of personal reflections. Personal
interviews were granted to the author
and the author has preserved the full
flavor of the opinions by presenting them
in a Q&A style.

Advertising is purported to have a
powerful impact on the American psyche
and culture (pp. 1-8). The twenty-two
articles in this book address product
placement, the business process that
seamlessly inserts an advertiser’s
commercial message into entertainment
and informational media content of
movies, books, computer games, television
programs, radio shows, newsletters and
the Internet. The editor has sought to
gather the balanced view of eighteen
experts who present the results of their
theoretical and practical research into this
controversial form of advertising. The book
could be useful to those seeking to better
understand how to optimally apply the
advertising technique (pp. 9-89). Equally,
the text provides support for those who
are concerned about the ethical issues
arising from unsolicited advertising
secretly-hidden within a movie we pay to
view or the unwarranted effects of the
manipulative advertising slotted into
our children’s television programs

(pp. 89-147). While the global nature of
today’s markets for movies and television
is recognized in the five case studies
(pp. 147-213), the book fails to adequately
address the cultural impact of product
placement on the values, beliefs and the
laws of countries other than the US.

The book concludes with the transcript
of a round-table with eleven of the authors
who provide informative responses to five
questions currently pertinent to product
placement as an advertising practice in the
21st century (pp. 219-237). Those seeking
deeper knowledge may find the included
resource guide useful (pp. 259-269).

The Handbook of Product Placement in
the Mass Media: New Strategies in Marketing
Theory, Practice, Trends, and Ethics is the
first serious book in English to examine
the wider contexts and varied texts of
product placement, related media
marketing strategies and audience
impacts. The contributors are national
experts in a variety of mass media
specialties—history, law and ethics (both
media ethics and medical ethics); cultural
and critical analysis: contents analysis and
effects; visuality; marketing, advertising,
public relations, and promotion; and
digital technology and futures.
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