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Abstract

Indian economy suffered a jolt due to the global financial crisis. It triggered a drop in

economic growth, resulted in higher current account deficit (CAD) and led to the decline in

capital inflows.  Growth in real GDP for the first quarter (Q1) of 2013-14 is placed at 4.4

per cent while it was 5.5 per cent in Q1 of 2012-13 as against 8 per cent in the same period

of 2011-12.  The transmission of the global financial crisis to Indian economy has been

mainly through the balance of payments channel. There are some signs of external sector

vulnerability which could have serious repercussions for the Indian economy in the long

run unless government takes appropriate measures. A rising current account deficit, rising

external debt, weakening of Indian rupee, unsound of net international investment position

etc. were the challenges faced during the post crisis period that needed immediate attention

from the policy makers. This paper examines India’s external sector vulnerability by looking

at selected indicators over a period of time comparing pre-global financial crisis and post-

crisis period.  The study is based on the secondary data from RBI sources. The period of

analysis is from 1990-91 to 2013-14. It has examined the trend in external sector vulnerability

indicators over a period of time and their impact and implications on currency movements,

external sector stress and long terms implications on India’s external debt. The study

shows that the overall external sector stress has been increasing during the post-crisis

period. The ratio of volatile capital flows (cumulative portfolio inflows and short-term

debt) to the reserves increased from 68.3 per cent as at end-September 2011 to 79.9 per

cent as at end-March 2012. There has been a deterioration in the key external sector

vulnerability indicators like imports reserve cover, the ratio of short-term debt to total

external debt, the ratio of foreign exchange reserves to total debt and the debt servicing

ratio. The analysis of the pre-crisis period shows that the trade balance has been negative

and progressively worsened over the course of the decade. A structural change in the

current account balance in India can be observed. The pressure on the external sector is

caused by fundamental weaknesses in the economy, a higher inflation rate, loss of confidence

and slowing down of capital inflows. Given the structural changes in the BOP, the traditional

measures of vulnerability may not be suitable to check the external sector risk and

vulnerability.

* Associate Professor & Head, Department of Economics, IBS Hyderabad
(email: shylajan@ibsindia.org).
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Introduction

The crisis in the global economy has impacted the Indian economy causing drop in

growth, higher current account deficit and declining capital inflows. The real GDP

growth rate declined to 5 per cent in 2009 from 7 per cent in 2008. India adopted

various monetary and fiscal stimulus packages to recover from the loss of national

output and employment. The Indian economy recovered relatively quickly from the

crisis. However, India faced ‘twin deficits’ of huge current account deficit and

fiscal deficit, posing a dilemma to the policy makers; as to how to sustain GDP

growth without hampering private investment, given the soaring inflation (Shylajan

and Aruna, 2013). For instance, growth in real GDP for the first quarter (Q1) of

2013-14 is placed at 4.4 per cent as against 8 per cent in Q1 of 2011-12 (RBI, 2013).

It has been argued that the transmission of the global financial crisis to Indian

economy has been mainly through the balance of payments channel. India’s

integration into the world economy since 2000-01 had been remarkably rapid. India’s

exports of goods and services plus import of goods and service as a proportion of

GDP grew from 27.4 per cent in 2000-01 to around 46 per cent in 2007-08. The ratio

of total external transactions to GDP had also more than doubled from 46.8 per

cent in 1997-98 to 117.4 per cent in 2007-08 (Shylajan and Aruna, 2013). An

examination of India’s external sector in the post-global economic crisis period

reveals that there are some signs of external sector risk and vulnerability. A huge

current account deficit, rising short-term external debt, weakening of Indian rupee,

weakening of net international investment position etc. were the challenges that

needed immediate attention from the government.

The Balance of Payments Scenario in India

During the post-crisis period, India’s balance of payments (BoP) has come under

growing pressure as evidenced by a large and increasing Current Account Deficit

(CAD). While the CAD was 4.2 per cent of GDP for the year 2011-12, it was 4.8 per

cent of GDP in the year 2012-13, historically the highest (See Table 1).

GDP Growth and Quantum of Current Account Deficit

The current episode of BoP pressures, when the CAD is higher than it was at the

peak of the 1990-91 BoP crisis (3 per cent of GDP, See Table 1) is causing serious

concern about whether India has the capacity to cope with the pressures and restore

the BoP to a sustainable level (Subbarao, 2013).
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Table 1: Current Account Deficit in India (1990-91 to 2013-14)

Year Current Account Deficit (% of GDP)

1990-1991 -3.0

1991-1992 -0.3

1992-1993 -1.7

1993-1994 -0.4

1994-1995 -1.0

1995-1996 -1.6

1996-1997 -1.2

1997-1998 -1.4

1998-1999 -1.0

1999-2000 -1.0

2000-2001 -0.6

2001-2002 0.7

2002-2003 1.2

2003-2004 2.3

2004-2005 -0.4

2005-2006 -1.2

2006-2007 -1.0

2007-2008 -1.3

2008-2009 -2.3

2009-2010 -2.8

2010-2011 -2.8

2011-2012 -4.2

2012-2013 -4.8

2013-2014 (Q1) -4.9

Source: RBI (2013), Handbook of Statistics on Indian Economy, www.rbi.org.in

A study of RBI considers that CAD between 2.4 to 2.8 per cent of GDP is sustainable

over the medium term under the assumptions that GDP growth ranges between 6.0

and 8.0 per cent, inflation hovering around 5.0 per cent level and interest rate and
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size of capital flows broadly following their trends in the recent past. The RBI has

expressed serious concern about the rising CAD above the sustainable level since

2009-10 (Subbarao, 2013).

Do we need to worry too much about rising CAD in India? All the Asian Tigers ran a

large CAD in their high growth phase. For instance, Malaysia had a CAD of 9.7 % in

1995 while Thailand had 8.1 %. However, currently a high CAD in India is not

necessarily the result of the fast growth. It has occurred at a time of rapidly

decelerating GDP growth, from 5.5 % in Q1 of 2012-13 to 4.4 % in Q1 of 2013-14.

The similar trend is also observed from the relationship between CAD and GDP

growth in India (See Figure 1). Most important concern is that we are having a large

CAD even in the face of slowing growth. This is puzzling because economic logic

suggests that the CAD should improve in a slowing economy due to a decline in

import demand. Many studies showed that there were strong relation between

economic growth and current account deficit (Hooper & Tyron, 1984; Karunaratne,

1988; and Freund, 2000). Many studies also have shown that real effective exchange

rate, economic growth, and budget deficit have significant effects on CAD (Herwartz

and Siedenburg, 2007 and Calderon et al 2002).

Figure 1: Economic Growth and Current Account Deficit in India

Source: RBI’s Handbook of Statistics on Indian Economy, 2012

Quality and Structural Changes in the Current Account Deficit

In the wake of the global financial crisis, India’s external sector’s weakness has

come to the fore in several dimensions. Current account deficit widened as a result

of business cycles and structural factors. The ratio of CAD to GDP averaged 3.38
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per cent during the five-year period 2008-09 to 2012-13 after having averaged just

0.03 per cent in the pre-crisis period of 2000-01 to 2007-08. There has been a surge

in imports during 2000 to 2012. As a result, imports as a ratio of GDP got almost

more than doubled to 24.72 per cent from 10.82 per cent during 1990-1999 period

(See Table 2). Gold’s share in total import bill has gone up from 8.1 per cent in

2001-02 to 13 per cent in 2011-12. The percentage share of gold and silver put

together has risen from the 3rd most imported commodity in 2000-01 to the 2nd

most imported commodity in 2010-11 behind only crude oil (RBI, 2012). The share

of petroleum, crude and products in the total imports has gone up from 14 per cent

in 1990-91 to 35 per cent in 2012-13. Rising fuel prices in the international market

over the past decade is one of the reasons for the huge import bill for petroleum

products. Net of oil and gold imports, CAD during 2011-12 would have been in

surplus of 3.8 per cent of GDP in contrast to a deficit of 4.2 per cent of GDP (See

Table 3). The exports to GDP ratio has improved, but less than the increase in the

imports. The analysis of the pre and post-crisis period shows that the trade balance

has been negative and progressively worsened during the period 2008-2012 (See

Table 2).

Table 2: Balance of Payments Indicators in India-1990-91 to 2012-13

Period Exports Imports Net Current Foreign

as % GDP as % of GDP Invisibles Account Deficit Investment

as % of GDP as % of GDP as % of GDP

1990-1999 7.96 10.82 1.56 -1.26 0.94

2000-2007 11.62 15.95 4.30 -0.03 2.49

2008-2012 15.38 24.72 5.96 -3.38 3.26

Source: Based on the RBI data from Handbook of Statistics on Indian Economy, 2012.

www.rbi.org.in

Table 3: Role of Oil and Gold Imports in Current Account Deficit

in India during 2010 to 2011

As % of GDP 2010-11 2011-12

Exports 14.6 16.5

Imports 22.3 26.7

Trade Balance (-) 7.6 (-)10.1

Current Account Deficit (CAD) (-) 2.7 (-) 4.2

CAD excluding Gold (-) 0.7 (-) 1.5

CAD excluding Oil and Gold 3.0 3.8

Source: Subbarao (2013)
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Another important observation is that the share of capital goods (such as machine

tools, electrical and electronic goods, computer goods, transport equipments,

manufactures of metals etc. has declined from 28 per cent in 1995-96 to around 18

per cent in 2012-13 (See Figure 2).

Figure 2: Share of India’s Imports-1990-91 to 2012-13

Source: Based on RBI’s Handbook of Statistics on Indian Economy, 2012

The government’s policies on gold imports, including a hike in customs duty, helped

in moderating gold imports since July 2013 (See Table 4). Quantity of gold imported

moderated sharply by about 34 per cent in 2013-14 compared to a decline of 6 per

cent in 2012-13. This accounted for nearly 72 per cent of the total decline in imports

during July-December 2013. Following a lower trade deficit in Q2 of 2013-14, India’s

current account deficit (CAD) narrowed sharply to 1.2 per cent of GDP in Q2 of

2013-14 from 5.0 per cent of GDP in Q2 of 2012-13. The decline in imports of gold

and silver has played an important role in reducing the current account deficit (See

Table 4).

Table 4: Imports of Principle Commodities -2011-12 to 2013-14

Commodity Group Percentage Share

2011-12 2012-13 2013-14

Petroleum, Crude and Lubricants (POL) 31.7 33.4 36.7

Capital Goods 20.3 19.3 18.9

Gold and Silver 12.5 11.3 7.1

Source: http://www.rbi.org.in/scripts/BS_ViewBulletin.aspx?Id=15068
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We can also see a structural change in the current account balance in India (see

Table 2). In the period 2000-2007, remittance inflows (and net invisibles as per

cent of GDP) ensured to have lower current account deficit (-0.03 per cent of

GDP). But in the period 2008-2012, even large remittance inflows (and net invisibles)

could not prevent a substantial deterioration of the current account (See Table 2

and Figure 3).

Figure 3: Net Invisibles as per cent of GDP

Source: RBI’s Handbook of Statistics on Indian Economy, 2012

Financing of Current Account Deficit

Since 2000, there has been significant improvement in the foreign investment inflows.

Though foreign investment inflows helped the growing current account imbalance,

capital flight that started during the global financial crisis period exposed the Indian

economy into balance of payment crisis. In trying to finance a huge current account

deficit, we have exposed Indian economy to the risk of sudden foreign capital flight

causing other macroeconomic problems (See Figures 4 and 5).
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Figure 4: Growth of Foreign Investment (% of GDP) and % of Exports

Source: RBI’s Handbook of Statistics on Indian Economy, 2012

Figure 5: Volatility of Foreign Investment in India

Source: RBI’s Handbook of Statistics on Indian Economy, 2012

Current Account Deficit, Volatile Foreign Capital Flows and Pressure on Rupee

Due to huge increase in current account deficit and volatile capital flows, the

rupee came under pressure especially after August 2013 (See Figure 6 and Table 5).
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Figure 6: Rupee Depreciation during Aug –Nov 2013

Table 5: Rupee Depreciation

Time Period 36 Currency – 36 Currency- Rs/US $

REER* NEER** (end-March)

2009-10 95.7 90.9 47.4

2010-11 103.9 93.5 45.6

2011-12 101.4 87.4 47.9

2012-13 94.6 78.3 54.4

2013-14 (Oct 18) 85.8 69.8 61.6#

Year-on-Year Variation in -6.7 -10.4 -11.9

2012-13 over 2011-12 (%)

Note: *REER: Real Effective Exchange Rate, NEER**: Nominal Effective Exchange Rate, # Oct

25, 2013, Source: http://www.rbi.org.in/scripts/PublicationsView.aspx?id=15428

India’s External Sector Risk and Vulnerability

Adequacy of foreign exchange reserves has emerged as an important parameter in

gauging the ability to absorb external sector shocks. With the changing profile of

capital flows, the traditional approach of assessing reserve adequacy in terms of

import cover has been broadened to include a number of parameters which take

into account the size, composition and risk profiles of various types of capital flows

as well as the types of external shocks to which the economy is vulnerable. In 2011,
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International Monetary Fund (IMF) has developed a new reserve adequacy metric

for Emerging Market Economies (EMEs) and low income countries (LICs) that builds

on various possible drains on reserves. Sources of such risk would include external

liabilities as well as current account variables and some measure of potential capital

flight. The following indicators are some of the measures which have been used for

gauging external sector risk of an economy:

1. Ratio of total external debt to GDP

2. Ratio of short-term debt to total external debt

3. Ratio of reserve to total external debt

4. Ratio of short-term debt to reserves

5. Reserve cover of imports (in months)

6. Reserve cover of imports and debt service payments (in months)

7. Debt service ratio

Dr Raghuram Rajan, Governor, RBI, while delivering a lecture at Harvard Business

School expressed relief stating that “India’s external debt burden is even more

favorable, at only 21.2% of GDP (much of it owed by the private sector), while

short-term external debt is only 5.2% of GDP. India’s foreign-exchange reserves

stand at $278 billion (about 15% of GDP), enough to finance the entire current-

account deficit for several years (Rajan Raghuram, 2013). It is evidently clear that

the quantum of our reserve is huge and increasing continuously (see Figure 7).

Figure 7: Foreign Exchange Reserve in India

However, it is to be noted here that when the Southeast Asian currency crisis occurred

during 1998-99, most of the Asian Tigers had huge short-term debt. For instance,

Malaysia had a very high short term external debt during pre-currency crisis period

though it had huge foreign exchange reserve (See Table 6 & 7 and also see Annexure

1-5 for comparing India’s position with China, Indonesia etc.). The ratio of
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short-term debt to total external debt in India has been significantly increasing

since 2004. Also the short-term debt as a per cent of GDP has increased from 3.5 %

in 2008-2009 to 5.2 % of GDP in the current year.

Table 6: Short-term debt (% of Total External Debt)-Some Southeast Asian

Countries during pre-Southeast Asian crisis period

Countries/Year 1994 1995 1996 1997

Thailand 44.5 49.5 41.4 37.2

S Korea 43.7 54.3 57.5 39.3

Malaysia 19.3 19.1 25.7 25.3

Indonesia 18 20.9 25 24.1

Table 7: Foreign Exchange Reserve and Short-term

external debt–India and Malaysia

Years Forex Reserve as % of GDP Short Term External Debt as % of GDP

India Malaysia India Malaysia

1990 0.63 21.59 2.61 4.17

1991 1.45 21.57 2.44 4.07

1992 2.17 28.23 2.18 5.92

1993 3.79 39.39 1.28 10.01

1994 6.24 33.03 1.31 8.00

1995 5.03 25.91 1.37 7.89

1996 5.35 25.91 1.73 10.57

1997 5.98 20.09 1.19 14.36

1998 6.56 34.26 1.02 11.30

1999 7.33 37.29 0.87 7.31

2000 8.21 30.26 0.74 4.88

2001 9.60 31.87 0.57 7.28

2002 13.51 33.14 0.81 8.30

2003 16.83 39.82 1.07 7.83

2004 18.31 52.86 0.99 9.16

2005 16.29 50.68 1.08 9.55

2006 18.80 52.55 2.75 7.55

2007 23.43 54.14 3.16 12.37

2008 19.78 41.19 3.50 10.30
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The ratio of short-term debt to the foreign exchange reserves, which was 18.8 % at

end-March 2010, increased to 34.3 % at end-June 2013 (See Table 8). The ratio of

volatile capital flows (defined to include cumulative portfolio inflows and short-

term debt) to the reserves increased from 83.9 % as at end- September 2012 to

96.1 % as at end-March 2013. The significant rise in India’s external debt in recent

years is mainly due to higher External Commercial Borrowings (See Figure 8 & Table

9). The contribution of ECB in the total external debt has increased from 19% in

2005-06 to 31% in 2012-13. However, the increase in ECB gives rise to concerns in

case of depreciation of rupee as it leads to a higher debt service burden (in rupee

terms) ( See Debt Service Ratio in 2013 due to rupee depreciation, Table 8).

From 2004-2005, the short-term external debt as a per cent of total external debt

and short-term debt to foreign exchange reserve have been increasing at an

increasing rate (See Figures 9 &10). At end-June 2013, the import cover, another

traditional measure of external sector risk has declined to 6.3 months from 11.1

months at end-March 2010 (See Table 8). There has been deterioration in the ratio

of international reserve to total external debt since 2008 (See Figure 12).

Table 8: External Sector Vulnerability–Post Crisis Period

Sl No Indicators End End End End End

March March March March June

2010 2011 2012 2013 2013

1 Ratio of Total 18.0 17.8 19.7 21.3 22.7

Debt to GDP

2 Ratio of Reserve 107.0 99.5 85.0 74.5 72.7

to Total Debt

3 Ratio of Short-tern 18.8 21.3 26.6 33.1 34.3

Debt to Reserves

4 Reserve Cover of 11.1 9.6 7.1 7.0 6.3

Imports (in months)

5 Reserve Cover of 10.5 9.1 6.7 6.6 6.3

Imports and Debt

Service Payments

(in months)

6 Debt Service Ratio 5.8 4.3 6.0 5.9 6.2

7 External Debt 261.0 306.1 346.00 392.0 388.5

(USD billion)

Source: RBI’s Handbook of Statistics on Indian Economy, 2013, www.rbi.org.in
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Table 9: Composition of India’s External Debt (End -March) (per cent)

Year Multi- Bi- IMF Trade External NRI & Rupee Total Short-

lateral lateral Credit Commercial FC(B&O) Debt Long-Term Term

Borrowings Deposits debt Debt

1990- 24.94 16.91 3.13 5.13 12.18 12.18 15.33 89.80 10.20

1991

1991- 27.07 18.13 4.05 4.68 13.74 11.82 12.22 91.71 8.29

1992

1992- 27.78 17.94 5.33 4.80 12.93 12.38 11.79 92.96 7.04

1993

1993- 28.33 18.83 5.44 5.61 13.34 13.66 10.88 96.09 3.91

1994

1994- 28.83 20.47 4.34 6.70 13.12 12.51 9.72 95.69 4.31

1995

1995- 30.53 20.50 2.53 5.74 14.80 11.75 8.78 94.63 5.37

1996

1996- 31.26 18.72 1.40 6.27 15.34 11.78 8.04 92.80 7.20

1997

1997- 31.60 18.14 0.71 6.98 18.16 12.74 6.28 94.60 5.40

1998

1998- 31.52 18.06 0.30 7.01 21.65 12.17 4.88 95.59 4.41

1999

1999- 31.99 18.50 0.03 6.90 20.30 13.80 4.48 95.99 4.00

2000

2000- 30.70 15.77 0.00 5.85 24.09 16.35 3.67 96.42 3.58

2001

2001- 32.27 15.50 0.00 5.43 23.59 17.35 3.07 97.22 2.78

2002

2002- 28.59 16.02 0.00 4.76 21.42 22.08 2.69 95.55 4.45

2003

2003- 26.01 15.34 0.00 4.17 19.54 27.71 2.41 95.17 3.93

2004

2004- 23.69 12.71 0.77 3.75 19.70 24.43 1.72 86.77 13.23

2005

2005- 23.45 11.33 0.71 3.90 19.01 26.08 1.48 85.95 14.05

2006
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Year Multi- Bi- IMF Trade External NRI & Rupee Total Short-

lateral lateral Credit Commercial FC(B&O) Debt Long-Term Term

Borrowings Deposits debt Debt

2006- 20.50 9.32 0.60 4.16 24.04 23.93 1.13 83.68 16.32

2007

2007- 17.60 8.78 0.50 4.60 27.78 19.46 0.90 79.62 20.38

2008

2008- 17.6 19.18 0.45 6.45 27.82 18.51 0.68 80.71 19.29

2009

2009- 16.42 8.66 2.32 6.45 27.13 18.35 0.64 79.95 20.05

2010

2010- 15.84 8.40 2.06 6.08 28.95 16.89 0.52 78.76 21.24

2011

2011- 14.60 7.78 1.78 5.52 30.33 16.96 0.39 77.37 22.63

2012

2012 13.24 6.43 1.53 4.54 30.99 18.16 0.32 75.21 24.79

Source: EPW Research Foundation Data Base

Figure 8: External Commercial Borrowings in India

Source: RBI’s Handbook of Statistics on Indian Economy, 2012
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Figure 9: Ratio of Short Term Debt to Total External Debt (%)

Source: RBI’s Handbook of Statistics on Indian Economy, 2012

Figure 10: Ratio of Short Term Debt to Foreign Exchange Reserves (%)

Source: RBI’s Handbook of Statistics on Indian Economy, 2012
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Figure 11: Ratio of Total External Debt to GDP (%)

Source: RBI’s Handbook of Statistics on Indian Economy, 2012

Figure 12: Ratio of Foreign Exchange Reserve to Total External Debt (%)

Source: RBI’s Handbook of Statistics on Indian Economy, 2012

Summary and conclusion

It is evidently clear that the overall external sector stress in India has been increasing

during the post-global financial crisis period. There has been a deterioration in the

key external sector vulnerability indicators like imports reserve cover, the ratio of

short-term debt to total external debt, the ratio of foreign exchange reserves to
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total debt and the debt servicing ratio. The rupee exchange rate has witnessed

significant volatility, particularly after August 2011 and during August-October 2013.

The pressure on the external sector was caused by fundamental weaknesses in the

economy, slowing down of both domestic saving and investment, a higher inflation

rate, loss of confidence and slowing down of foreign capital inflows. Given the

structural changes in the BOP, the traditional measures of vulnerability may not be

suitable to check the external sector risk and vulnerability. The significant rise in

India’s external debt in recent years is mainly due to higher external commercial

borrowings (ECB). Similarly, the ratio of short term debt to foreign exchange reserves

has increased significantly.
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Annexures

Annexure 1: Trends in International Reserves as percentage of GDP, 1980-2009
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Abstract

Initiatives to unbundle the operations of Food Corporation of India have given a

scope for new players at interface to operate at the back and front ends of the

foodgrain supply chain. For the success of the process of unbundling, it is necessary

to put in place a fair, transparent and efficient business process while checking

the new forms of corrupt practices that could creep in. This paper attempts to

critically examine the ongoing process of unbundling of FCI operations and track

the corresponding changes in business process and internal control mechanism vis-

a-vis the objective of achieving the goal of enhanced integration, accountability

and value addition in the supply chain of food grains; which may, in turn, help in

setting out future strategy for further unbundling of FCI operation. After all, any

attempt of organisational or functional restructuring may not turn out to be a

reality in the absence of a fair and transparent business procedure supported by a

potent regulatory framework, internal or external, which can ensure effective

check on corrupt practices and a fair deal for co-players.

Introduction

A Working Group on consumer affairs was constituted in February 2010 under the

chairmanship of the Chief Minister of Gujarat with Chief Ministers of the erstwhile

Andhra Pradesh, Maharashtra and Tamil Nadu as members. The Terms of Reference

of the Working Group is as follows-

Reducing the gap between farm gate and retail prices and better implementation

of, and amendment to Essential Commodities Act including suggestions of

strategies / plan of action inter alia for:

i. Increasing efficiency of distribution from farm to consumers

ii. Reducing intermediary costs and reducing gap between farm gate and retail

prices

* Chief Vigilance Officer, Food Corporation of India (email: kbijay@ias.nic.in).
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iii. State intervention for retailing essential commodities at reasonable prices

iv. Enforcement of statutory provisions to improve availability of essential

commodities at reasonable prices

One of the several recommendations of the Working Group was that-

“..Improvement in operational efficiencies of Food Corporation of India (FCI)

can also help reduce prices. For instance, FCI’s procurement and storage/

transportation functions are distinct functions and those could be unbundled...”

In this background, the issue of ‘unbundling’ of FCI into three independent entities

for Procurement, Storage and Distribution is widely deliberated. In order to get

insight into the developments that took place in the past in this regard, reference

has been made to the three study reports submitted by institutions like Administrative

Staff College of India, Hyderabad1, McKinsey & Company2 and a committee headed

by Prof. Abhijit Sen3 and it has been observed that the ongoing process of unbundling

of FCI operations triggered by various initiatives and policy decisions of the Central

and State governments finds mention in them but in different contexts of policy,

cost of operations and business model. As such, critical scrutiny of the ongoing

process of unbundling of FCI operations from the point of view of achieving the goal

of enhanced integration, accountability and value addition in the supply chain of

food grains through appropriate business process and internal control mechanism

has been undertaken in this paper which in turn can help set out the right strategy

for further unbundling of FCI operations.

Functional unbundling of FCI: entry of new entities at front and back

ends of foodgrain supply chain

A number of models of functional unbundling have been promoted by the Ministry

of Consumer Affairs, Food & Public Distribution (MOCAF&PD), Department of Food

& Public Distribution (DOF&PD) in the past which may be described as below:

a) State Agency Functioning as an Agent of FCI

An option of unbundling of FCI operations by creating State Food Corporations

under the provisions of S. 17 (Chapter IV)4 of The Food Corporation Act, 1964

has been available with the Government of India and FCI, but the course of

1 Report on “The Costs of Acquisition and Distribution of food-grains by the Food

Corporation of India”(May 2001)

2 Report of McKinsey & Company on “To Improve the Functioning of FCI”, Year-2005

3 Report of the Abhijit Sen Committee on “The Long-Term Grain Policy for the

Country“, Year- 2002

4 DF&PD communication No. 167 (2)/2007-Py.I, Dated- 30 October 2007
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encouraging State governments to set up State Food & Civil Supplies

Corporations or similar legal entities such as Apex Cooperative Federation has

been preferred initially. In this model of unbundling of FCI operations, the

State agencies undertake the function of procurement of food grains from

producer-farmers of the State on behalf of FCI, ensuring payment of Minimum

Support Price (MSP) to them and handover the procured food grain stocks to

FCI; for which they are reimbursed for the expenses incurred. Some of the

State agencies store and preserve the procured food grains for a longer time

till FCI takes over the stock. For meeting its own requirement of food grains

for Targeted Public Distribution System (TPDS) and other welfare schemes,

State governments get food grain stocks from FCI as per central allocations.

Distribution of food grains is done by State governments through their

designated agency and outlets of fair price shops.

b) Decentralized Procurement Scheme

With a view to enhance the efficiency of procurement and public distribution

system and encouraging local procurement to the maximum extent thereby,

extending the benefits of minimum support price scheme to local farmers as

well as to save transit costs, another model of functional unbundling of FCI,

which is more comprehensive, had been introduced by the central government

in the year 1997-98 through the scheme of Decentralized Procurement of food

grains (DCP). Under this scheme, a State government, through its designated

State agency, undertakes direct purchase of paddy and wheat and procures

levy rice on behalf of Government of India, and also stores and preserves the

same and distributes foodgrains under TPDS and other welfare schemes. It is

expected to hand over only surplus stock, if any, to FCI.  States that adopt

DCP are entitled to get stocks from the FCI if they don’t have enough

procurement to meet their own requirements under TPDS and other welfare

schemes. Under this model of unbundling of FCI operations too, the Central

Government undertakes to meet the entire expenditure incurred by the State

Governments on the procurement, storage, preservation and movement

operations on submission of duly audited accounts. States like West Bengal,

Madhya Pradesh, Chhattisgarh, Uttarakhand, Andaman and Nicobar Islands,

Odisha, Tamil Nadu, Gujarat, Karnataka, Kerala, and Bihar adopted the DCP

system. The then Andhra Pradesh adopted it in 10 districts for paddy while

Gujarat, Madhya Pradesh, Uttarakhand and Bihar have DCP for wheat, and

Rajasthan has adopted it only in Alwar district since RMS 2013-14.

c) Availing the Services of ‘Other Agencies’ for Procurement on Behalf of FCI

It is in the year 2007 that DOF&PD under the MOCAF&PD issued Policy

Guidelines5, clauses 2.2 and 2.3 of which provides for introduction of ‘Other

5 DF&PD communication No. 167 (2)/2007-Py.I, Dated- 30 October 2007
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Agencies’ for undertaking procurement functions only; this model may be

termed as the third model of unbundling of procurement functions of FCI.

Agencies falling under the following two categories have been designated as

‘Other Agencies’. Provisions of relevant clauses of the policy guidelines are

reproduced below-

Clause 2.2: In case there are still uncovered areas with potential for

procurement (after giving priority to proposals from central

and State government undertaking and cooperatives to

undertake procurement on behalf of FCI) then, proposals

received from agencies which have at least 51% equity of central

Govt./ State Govt. /nationalized banks / Financial Institutions

should be considered.

Clause 2.3: As a last option, agencies which have some investment by banks

/ financial institutions and have at least one nominee Director

on the Board and are service providers can be engaged on limited

basis. However, agencies / firms who are traders in food grains

shall not be engaged.

The architect and the architecture of business processes and

internal control mechanism

Central government’s initiative for unbundling of operations of FCI has brought

new players at the interface with FCI who operate at the back and front-ends of

foodgrain supply chain. For the success of the process of functional unbundling, it

is imperative to put in place a fair and transparent business process and a potent

internal control mechanism to address the concerns of new co-players. At the same

time, one has to guard against any new forms of corrupt practices that could be

perpetuated by ill-designed business processes and diluted internal control

mechanisms which may make the foodgrain supply chain void of essential

characteristics of integration, accountability and value addition. FCI, being the

central nodal agency, has been enjoying the position of being the architect of

business-process and internal control mechanism for the above mentioned three

models of unbundling of FCI operations. Due to its vast experience in respect of

management of food-grain supply chain in the country, it was expected that the

business process and internal control mechanism designed and put in place by FCI

would create required the amount of synergies and it will be a win-win situation for

State agencies /other agencies and FCI, as well as for producer-farmers and end-

consumers. But, on the contrary, producer farmers in the Eastern States of Bihar,

Jharkhand and UP complained of not getting MSP for their produce; State agencies

in general, avoid dealing directly with FCI in the matter of tendering of rice

consignments manufactured from paddy procured by them under central pool and
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as a solution, FCI and State agencies have jointly evolved a business process of

bringing rice-millers at the interface in the matter of tendering of custom-milled

rice which has allowed new forms of corrupt practices to creep in, get sheltered

and perpetuated; the problem is further aggravated due to diluted internal control

mechanism. Further, the process of determining quantifiable deliverables under

the scheme of allowing introduction of ‘other agencies’ for performing procurement

functions and the process of selection of such ‘other agencies’ have been observed

to suffer from serious lacunae. As a result no synergies could be generated. On the

front of distribution of quality food grains under TPDS and other welfare schemes,

it is observed that the essential character of integration stands diluted in foodgrain

supply chain and hence the accountability structure. As a result of all these, the

distribution leg of food grain supply chain is said to be lacking in essential

characteristics of integration, accountability and value addition. In this background,

critical examination of the business process and internal control mechanism put in

place by FCI for operating the three existing models of unbundling of FCI operations

has been undertaken which may help in further unbundling of FCI operations as

well as in bringing about more transparency and efficiency by benefiting from the

lessons learnt from past in this regard.

Selection of activities for critical analysis of business procedure and

internal control mechanism

Operations Divisions of FCI generally do not get involved in operation of internal

control mechanism for the purpose of ensuring that its programmes and instructions

are implemented by field offices in a fair and transparent manner. Grievance

redressal and internal control are treated by them to be under the exclusive domain

of the Chief Vigilance Officer of the Corporation. It is probably for this reason that

there is dearth of inputs and evidence at the level of operating divisions of FCI

which would have otherwise served as valuable inputs for the purpose of reviewing

business processes and internal control mechanism.In order to eliminate subjectivity

in selection of activities for critical analysis of business processes and, at the same

time picking up of key activities which materially affect the process of functional

unbundling, it is imperative to go by the criteria- ‘where the shoe pinches the

stake-holders the most’.  Accordingly, concerns shown by two of the District Deputy

Commissioners of the State of Jharkhand and also the concern shown by Rice Millers’

Association, Punjab have been identified for analyzing the business process adopted

for accepting Custom Milled Rice (CMR). In addition, one issue relates to Quality

Assurance for the Consumers and a case-study of implementation of Government

Guidelines6 relating to participation of ‘other agencies’ has been taken up.

6 Supra 5
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Review of business processes involved in dealing with custom milled rice

FCI Management had been in receipt of two separate written communications from

Deputy Commissioners of Jharkhand State, namely- District Godda and Deoghar

District communicating thereby, the allegations made by Chairmen of various Primary

Agricultural Cooperative Societies (PACS) and others from the FCI districts of Jasidih

and Dhanbad regarding the prevalence of ill-practices and rates of charging of

inadmissible amount by depot functionaries of FCI depots from the rice millers at

the time of acceptance of CMR rice and making payment of price for the procured

rice. By the said communication FCI management was requested to make suitable

intervention in this regard. In order to get better insight into the matter, an

interaction session was organized by Vigilance Division of FCI HQ at Deoghar

(Jharkhand) on 7th January 2014 which was attended by the two Deputy

Commissioners, officers of State Agencies namely- JSFC and BSWC, officers of FCI

and a number of rice-millers which resulted into flagging of serious shortcomings in

the business processes and internal control mechanism put in place by FCI. Similar

issues have been recently flagged by Punjab Rice Millers Association. Out of several

ill-practices mentioned by the two Deputy Commissioners prevalence of which was

not contested by any of the participating parties, two important ill-practices, which

may, hereinafter, be referred to as ‘Dalla’ and ‘Cost’of getting the copies of certain

documents from FCI depot without which a State Agency cannot raise bills claiming

price of rice supplied by it have been taken up for threadbare analysis in this paper

which may help drive home the point that unbundling of FCI operations by mere

introduction of new key-role players may not yield desired results unless deliverables

are defined in accurate terms and rational, fair and transparent business processes

are put in place.

a) Interface with FCI : Introduction of Rice Millers

Acceptance of custom milled rice provides a glaring example of misdirected

business process in the scenario of functional unbundling relating to

procurement of food grains. As per the scheme outline, paddy is procured

from farmers by State Agencies as part of unbundled activity which in turn

enters into milling agreement with rice millers in consideration of milling

charges. As per a fair and standard operating procedure, the State Agencies

should participate in value-chain management and accept milled rice after

quality check and supply the same to FCI which may accept the consignment

after quality check by its own staff. But, in practice, State Agencies neither

accept nor reject the milled rice and instead simply authorize the rice millers

to deliver the CMR rice to FCI as its representative. Payment of milling charges

to rice miller by State Agency has been made subject to acceptance of milled-

rice and release of payment for the same by FCI. Thus, State Agencies seem to

have insulated themselves from coming at interface with Depot functionaries
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of FCI, which suggests that State Agencies probably carry the impression that

the quality check protocols followed by FCI are extremely subjective and

arbitrary and lack effective grievance redressal mechanism which can be

influenced and brought on right side only by having a private-party interface.

On the other hand, Quality Control Division of FCI asserts its quality control

system to be sacrosanct and has not responded by reviewing its internal control

mechanism consisting of effective process of appeal and review and third

party quality check etc.. Notwithstanding the fact that the perception of

State Agencies may not be totally unfounded, the fact remains that the State

Agencies do not make any value- addition in the supply chain and work merely

as middlemen which, by implication, is acquiesced by FCI! Whether the

arrangement of bringing a private party i.e. the rice miller at interface with

field functionaries of FCI and State Agencyleads to improvement in quality of

milling or results in facilitating transactions for illegal gratificationmay be

inferred from the critical analysis which follows.

b) Responsibilities Assigned to Rice Millers by State Agencies and Role Played by

FCI

It is necessary to first analyze the obligations of the State Agencies which may

be followed by the analysis of the manner in which FCI facilitates the State

Agency to discharge its obligation. It may be noted that the Ministry of Consumer

Affairs, Food & Public Distribution (Department of Food & Public Distribution)

notifies procurement price of CMR delivered to the Central Pool along with

costing-sheet for its calculation. There is one entry of cost component for

“Milling Charges including transportation charges up to 8 kms from mills for

paddy as well as for rice” for which certain cost is depicted as payable to the

State Agency supplying CMR rice which, in turn, is also entitled to get, apart

from cost of several other cost components, “Administrative Charges @ 2.5%

of MSP for the rice delivered for central pool stock. While entering into milling

contract with rice millers, the state agencies follow a standard agreement

format by which additional contractual obligations are put on rice millers

against consideration of milling charges by rewording the responsibility of rice

millers as “……to performing milling operations, bagging and transportation of

milled rice to storage points of FCI including those of CWC /SWC and hired

godowns as per directions of the Corporation and unloading of trucks and

delivery after inspection, weighment, sampling at scale point at their own

cost”. Even though the rice millers do not have any contractual relationship

with FCI, Regional Offices of FCI do issue operating guidelines in some or other

form, stipulating therein that- the millers have to render services of unloading

and dumping of rice stocks on the platform of FCI depots, done to facilitate

inspection /acceptance. The millers must arrange for carrying the approved
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stocks to the scale point.But, any of the guidelines issued by FCI or State

Agencies do not make mention of the manner in which the rice millers will be

compensated for performing the additional task of dumping and taking the

approved stock to scale point after approval of quality of the same.

c) Additional Cost to Rice Miller as Agent of State Agency for Performing Task of

Dumping of rice Consignments and Taking the Same to the Scale-Point

Issue of Gate-Pass for the lorry carrying CMR and getting the consignment

weighed at the weigh-bridge of depot are two services which have to be

provided by FCI to the State Agency free of cost; but it is an open secret that

there is a ‘cost’ to this service which a rice miller as agent of State Agency has

to pay. Further, for performing the task of dumping, the rice millers require

services of labourers. As FCI labourers available at depots are not permitted

by the Service Rules to take up private employment, the millers have to bring

their own labourers for the purpose; but the ground truth is that the FCI depot

management is reluctant to allow the rice millers to bring their own labourers

inside the depot to perform dumping citing security concerns. Similarly, FCI

labourers at depot are also averse to allowing any outside labourer to work

inside the depot. Ironically, the procurement related guidelines of FCI are

silent on the point whether the rice millers will be permitted to bring their

own labourers or whether FCI will provide the services on payment basis. This,

by implication, leaves the rice millers with the only option to bargain an “off

the record” deal with FCI labourers and Depot Management for getting dumping

of food-grains performed on payment of exorbitant amount which is known as

‘Dalla’. There is no information available within FCI about the rate of “Dalla”

and therefore, the figures of Rs. 3000 per truck of 27 MT as indicated by the

Deputy commissioner Godda in his above mentioned communication may be

taken as an indicator. The prevalence of the ill-practice of ‘Dalla’ partly explains

as to why a rice miller has been introduced in the business process under the

existing models of unbundling of FCI operations. But, the senior Executives of

FCI have been dismissive of the prevalence of ill-practice of ‘Dalla’ on the

ground of absence of any written complaint from rice millers; and thereby,

they seem to have failed to take cognizance of the clinching evidence in the

form of the fact that dumping etc. is taking place without evidence of entry of

any outside labourers in the FCI depots for the purpose. It is only very recently

that FCI Management has recognized the need to get an in-depth examination

of the practice of charging “Dalla” carried out and for the purpose it has, by

an Office Order7, constituted a five-member committee headed by Shri A. K.

Bhattacharya, Executive Director of West Zone of FCI with a clear Terms of

7 FCI Office Order No. Proc. III / 1 (1)/2013-14/Policy/429, dated 2 June 2014
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Reference8 touching upon the issue of “Dalla”. The Bhattacharya Committee

has submitted its draft report on 23 June 2014 which confirms prevalence of

the ill-practice of ‘Dalla’ in FCI depots. It may not be out of context to mention

that ‘Dalla’ is a part of earning of depot labourers of FCI whose average monthly

wages may be as high as Rs. three to five lakh9; though, this subject needs

separate and careful deaking.

d) Inbuilt Hardship in Business Process for Rice-Millers in Getting Quality

Acceptance Note and Weight Check Memo

Depot Manager of FCI Depot is normally expected to issue signed copies of

four important documents immediately after accepting the rice consignment;

the documents are-A note stating quality parameters of rice consignment;

Approval Slip informing depot staff to carryout weight check, Weight–Check

Memo indicating average full bag weight and average empty bag weight and

Acknowledgement for the receipt of rice stock at a shed of the depot. But,

the FCI depot management requires the State Agency to collect them at a

later date after ascertaining from them that the documents are ready for

delivery. There is sufficient reason to believe that the Procurement Division of

FCI is aware of this practice which justifies the same on the ground of shortage

of staff. It may not be out of context to mention that in majority of cases the

dates mentioned on these documents are the same as the dates of tendering

of rice stock by rice-millers at FCI Depot which, prima facie, indicates that

the documents may be predated which has the effect of destruction of valuable

evidence in respect of dates of preparation of the documents! Any delay in

getting delivery of the said documents increases the cost of capital applied by

State Agency as the signed copies of the said documents are required to be

enclosed by the State Agency along with bills preferred by them for release of

price of rice consignment supplied. It is alleged that for getting delivery of

the said documents from FCI depot one has to bear some ‘extra cost’ also

known as ‘Shistachar’ which is not there in the costing sheet notified by FCI

8 Terms of Reference of the Bhattacharya Committee-

i. To examine existing instructions and study the practices being followed in

different Regions / Zones on the dumping of rice consignments by the millers

in godowns, for delivery of rice.

ii. To recommend Business Process re-engineering required to be carried out

in the existing system and procedures.

iii. To recommend an appropriate Policy to be formulated on the subject matter

9  As reported by a number of FSDs including by FCI Regional Office, Panchkulaa

vide letter no. IR- L/ Lab/ Investigation- Rohtak/2014-15/ 5049, Dated 10 / 21

July 2014
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which necessitates introduction of a private agency at the depot interface.

Perhaps, it is for this reason that payment of milling charges to rice millers is

linked by the State Agency to release of payment of price of rice by FCI in its

favour and thus compelling the rice millers to form interface with staff at FCI

depot. A number of States Agencies have formalized the interface by assigning

the rice-millers the responsibility of collecting these documents from FCI depot

and submitting the same in the office of State Agency within stipulated time

failing which penalty is imposed by State Agency on the ‘defaulter’ rice millers!

This peculiar business process leaves the rice millers with the only option to

bear the ‘cost’ of collecting the said documents from FCI depot within the

free-time prescribed for the purpose. There is no officially verified information

regarding the prevailing rate at which the rice millers have to make extra

payment for getting signed copies of the above mentioned documents but if

the evidence revealed in a departmental inquiry case against one Shri Avisar

Katiyar10, then Area Manager, Saharsa is taken to be a reliable indicator, then

the rate varies in a wide range of Rs. 5000 to Rs. 15000 per lot (about 27MT) of

rice. Similarly, if the figures of extra payment required to be made by rice

millers for getting payment of price of rice released, as quoted by the Deputy

Commissioners of Deoghar and Godda in their above mentioned written

communications11 is taken as indicator, then its rate in the FCI Jasidih and

Dhanbad may be Rs. 400 per lot of rice in KMS 2013-14. But, quite oblivious of

the above dynamics, concerned officials in FCI and State Agencies continue to

play the blame-game for delays in release of payment of price of rice

consignment supplied; although, the fact remains that there is no sincere

effort on their part to suitably modify the business process in order to make

the associated business process fair and transparent, eliminate interface of

rice millers, standardize quality control protocols etc.

d) Ill-Effects of Putting Additional Financial Burden on rice Millers

It is a common sense logic that the rice millers who bear the ‘costs’ of ‘Dalla’,

costs of procurement of necessary documents etc. and many other ‘costs’ due

to ill-practices which continue unabatedly due to weak internal control

mechanism, will make up for the ‘loss’ by multiple ways of manipulation such

as manipulating quality of consignment, making savings in gunny bags by not

supplying any to the producer farmers but making claims for reimbursement

for the same or by making short-supply etc. Resultantly, there is going to be

proliferation of cases of procurement of Below Rejection Level (“BRL”) rice,

10 FCI Personnel Division Memorandum Dated 11th April 2014 in File No. PF/K-694/EI

11 Supra Note 7 and 8
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issue of stock in violation of principle of First In- First Out (“FIFO”), unexplained

damages to food grain stocks, increased shortages of stock, non-maintenance

of depot records, delayed and perfunctory periodic physical verification of

stocks, conversion of excessive shortage of stock to storage / transit loss etc.

Finally, the ill effects may start getting reflected in Key-Performance Indicators

of the FCI causing embarrassment for the top management. Instead of

undertaking the challenging course of system overhaul and improvement, if

an easy option of acquiescing to manipulation of definitions of key performance-

indicators is resorted to, then further management mess is bound to take

place. It may be appreciated that, after the FCI Management circulated its

decision12 to write off old cases of shortages of stock for which no records are

available/ traceable, non-maintenance of record stands incentivized. In a

nutshell, transparency and efficiency of FC, finally suffers due to adoption of

flawed business procedure and lack of effective internal control in the process

of functional unbundling of FCI operations.

Critical analysis of business process for distribution of foodgrains with

specified minimum quality specifications

Responsibility to distribute food grains under TPDS and other welfare schemes has

traditionally been with the State governments and to that extent this function

already stands fully unbundled. State governments have, with the exception of

some of the NE states and the state of Kerala, entrusted the task of lifting food

grain stocks from FCI depots as per allocation, storing the same and distributing to

PDS to its one of the state agencies. In addition to distribution of food grains through

PDS system, certain quantity of food grains are introduced in the markets through

open sales operations of FCI. Upon scrutiny of existing model of unbundling of

distribution function of FCI, it may be observed that State Agencies who have owned

food grain distribution functions under TPDS and other welfare schemes first receive

the stocks from designated depots of FCI as per allocation and distribute the same

to fair price outlets for final distribution to ration-card holders. In addition, private

transport contractors also join the supply chain as a link for transportation of the

food grain stocks. As the food grain stocks pass through hands of three different

agencies and also through the hands of private transporters before the same reaches

the end-consumers, the supply chain tends to get fragmented. In this scenario, it is

essential that minimum quality standards of food grains which can be issued to

end-beneficiaries under TPDS and other welfare schemes be notified in clear terms

and also to put in place an effective grievance redressal mechanism. However, it is

observed that FCI and State Agencies engaged in food grain procurement functions

12 Vide Circular No. P &R /27/(1)/94-Feb. Dated 20.04.1995
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and who are very particular about quality check of food grains supplied by producer

farmers / rice millers, have not taken effective steps to get the minimum quality

standards of food grains notified / declared which can be issued to the end-users

such as beneficiaries of TPDS scheme, other welfare schemes and open market

sales schemes; on the contrary, very often plea is taken that quality standards

under The Prevention of Food Adulteration Act (“PFA”)/ Food Safety and Standards

Act, 2006 may be treated as the minimum quality standards for the purpose. If the

end-buyers have to get contented by accepting PFA standards as the minimum quality

standards for food grains received by them then the efficiency of operations and

value addition by FCI and State Agencies managing the food grain supply chain

under TPDS and other welfare schemes may turn out to be negative. Therefore,

there is a need to notify the minimum quality standards for the food grains to be

issued finally to the end-buyer of the food grain supply chain comprising of FCI as

well as state agencies including agents engaged by them till final delivery point

and also to put in place an effective grievance redressal mechanism for the end-

consumers. FCI and state agencies can meet this challenge only by putting in place

a proper business process and internal control mechanism which, at present, seems

to be lacking.

Review of business process as applied to ’other agencies’

This part of review will help understand as to why an alternative institutional

arrangement for functional unbundling in respect of procurement of food grains

with the help of private agencies has remained a non-starter. For this, reference is

drawn to the Policy Statement13 for involving private companies, in addition to

central govt. undertakings/ state govt. undertakings and cooperatives. Broad

principles enunciated by the said Policy have been listed below. As the FCI has

experience of implementing the stated policy of engaging private agencies for

procurement of food grains in some states like Rajasthan, MP etc. an attempt has

been made to mention the deficiency in respect of implementation protocols or

business procedure for each of the listed provision-

i. Clause 3.1 - “These agencies should be recommended by the concerned

state government and found acceptable by FCI”- absence of essential

features of a well laid-out fair and transparent procedure for selection of

private agencies has been apparent; resultantly, a few who had access to

decision makers at state and central level had all the chances to get

recommended and approved. This situation may have resulted into

participation of mainly such private parties who had advance information

regarding framing of policy and also about loop-holes in the scheme which

could fetch them higher incidental just by influencing interpretations of

associated phrases

13 Supra 5
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ii. Clause 3.2- “State Government should undertake to supervise the operations

of these agencies and ensure that these agencies pay the minimum Support

Price (MSP) directly to the farmers.”- details for evaluating performance

in terms of payment of MSP too, needed outlining as, no other operational

model of grievance redressal regarding non-payment of MSP directly to

the farmers has been in place even in the areas served by FCI or state

agencies; therefore, it has not been possible to eliminate middlemen from

operating the network of procuring food grains at a price lower than MSP

and making money by tendering the same to procurement centers

iii. Clause 3.3-|”Engaging such agencies should result into a cost saving of at

least 10% of the incidentals (other than taxes, statutory charges etc.) of

FCI”- admissible amount for the incidentals, after applying formula of at

least 10% savings, should have been worked out and notified in advance so

that the prospective partner agencies would have verified the business

sense in the proposal and subsequent disputes regarding admissibility of

various components of incidental could have been avoided.

iv. Clause 4- “FCI should evolve a Model MOU with appropriate procedure

including stringent penalty clauses and fines for violation of any terms of

the agreement.”- Further, the number and qualifications of man-power to

be deployed at procurement centers,  office equipment requirements and

facilities to be created at the procurement centers, records to be

maintained and reporting system should have been specified in advance;

base depot of FCI/ State Agencies up to which transportation of procured

food grain stock was stipulated by the prospective private partner etc.

should have been indicated and procedure and time taken in release of

payment should have been finalized, so as to enable the prospective private

partner  to assess the cost towards incidentals which he may have to incur

v. Clause 5:- “….arrangement of other agencies (firms / companies /

cooperatives etc.) for procurement should result into increased procurement

in the State as a whole and should not become a reason for non-performance

of FCI and state government agencies already vested with this responsibility.

These agencies should not perform in pick-and-choose manner, but should

form part of an overall strategy of FCI formulated before each procurement

season to widen the scope of MSP operations in order to bring benefits to

more number of farmers and to increase procurement for the Central Pool.

“- area of operations of partner private agencies should have been

determined applying predetermined scientific criterion; evaluation of

performance of multiple agencies operating in their respective areas of

operations by this norm of increased procurement in the State as a whole

suffers from lack of clarity
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From the above analysis, it can be inferred that in the absence of proper

operating procedure and protocols wider participation could not be realized;

required level of synergy with selected few ‘other agencies’ could not be

generated. It is mention worthy that finally, the scheme has run up into log jam

leaving behind a number of disputes, audit objections and vigilance cases.

How to go about the process of unbundling?

It may be noticed that the existing models of unbundling of FCI operations are

characterized essentially by introduction of multiple agencies as key-role players

in food grain supply chain to perform broad functions of procurement and distribution

of food grains. However, the deliverables expected from these agencies have been

defined in a general manner which, very often, leads to its disconnection with the

basic objectives of the scheme under the National Food Policy. As a result, no single

agency is found to be responsible for ensuring effective implementation of scheme

of Minimum Support Price to producer-farmers; for introduction of appropriate

business procure for procurement of food grains in general and milled rice in

particular in a fair and transparent manner and for introduction of proper business

process for ensuring that quality food grains reaches end-beneficiaries without

diversion to open markets. Business processes and norms adopted by FCI while

dealing with such agencies at Depots and pay-office levels too, need review to

ensure uniformity, consistency, rationality and transparency. The scheme of

unbundling needs to provide for a viable business model for key-role players including

FCI which is either unreasonably open-ended to result into lack of motivation for

developing internal control mechanism, or too much constricting which fails to

make business sense. FCI being the nodal agency, under the present scheme of

things it has the challenge to function as regulator without allowing conflict of

interest to influence decisions while performing the task of dispute settlement

between FCI and other agencies as also the task of protecting rights and interests

of end-beneficiaries. However, it is crucial to appreciate that certain aspects such

as grievance redressal in respect of quality control may better, after exhausting

remedy under regime of internal control, be entrusted to external control in the

form of third party evaluation etc.

Conclusion

Business process reengineering to bring about transparency and efficiency in FCI

operations may reduce the operational cost of the Corporation and also enhance

service-satisfaction levels of its stake-holders. Therefore, it may be concluded that,

more than further unbundling of FCI operations, enhancing transparency and

efficiency in operations of the Corporation and co-players as per existing models of

functional unbundling should be accorded higher priority. There is, therefore, an

urgent need to replace the ill-designed business processes which shelter and
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perpetuate corrupt practices in management of food-supply chain by a fair and

transparent process which is backed by a resolve to monitor and address instances

of serious aberrations. It is equally important to provide effective grievance redressal

system through internal control mechanism; if this task cannot be accomplished

internally jointly by FCI, State Agencies and ‘other agencies’, then a switch over

from internal control mechanism to external regulatory mechanism in the form of

Third Party Evaluation in respect of quality control matters and a Food Grain Supply

Chain Regulator to provide a level playing ground and fair business environment to

other co-players, as the case may be, may become imperative. In the absence of

an effective regulatory mechanism any exercise of unbundling of FCI operations

may ultimately prove to be illusion.
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Owner-Manager’s Innovativeness and Its Relation to

Innovation in Small Firms

Abstract

The available literature in innovation and performance is mostly related to big firms and

meagre resources are available over its relationship in small and medium size firms. This

research paper is an attempt to study owner-manager’s, innovativeness and on business

innovation of small firms. Innovativeness constructs, mostly used in consumer research

studies, were adopted to measure the owner-manager, innovativeness. To find out the

relationship, variable data from 170 small apparel manufacturing firms in the Karachi

region of Pakistan is used. The finding showed that the owner-manager’s, innovativeness

permeates the entire variable in the model and had a significant and positive correlation

with innovation.

Introduction

Innovation literature claims that innovation is one of the key factors for a firm’s

success and survival (Jimenez & Sanz-Valle, 2011; Bell, 2005; Cho & Pucik, 2005)

and sustainable competitive advantage (Standing and Kiniti, 2011; Bartel and Garud,

2009; Johannessen, 2008; Mumford and Licuanan, 2004). A number of studies have

investigated the relationship between market orientation and firm performance.

Narver and Slater (1990) found the positive relationship between market orientation

and business profitability in big firms, whilst Jaworski and Kohli (1993) documented

the empirical evidence of strong positive relationship between market orientation

and performance in large firms. Recent studies have also begun to acknowledge

the role of innovation in the context of market orientation (Han, Nanwoon &

Srivastava, 1998; Deshpande, Farley & Webster, 1993).  Furthermore, studies on

the relationship between market orientation and innovation were focused mainly

on large firms, and empirical evidence on this relationship on small firms is rarely

found in the literature.  However, it is doubtful whether this relationship being
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ascertained for large firms can be generalized to small firms, because innovation in

small firms is different from innovation in large firms (Audretsch, 2001; Tether,

2012, Eden, Levitas & Martinez, 1997). In a small firm, the owner-manager’s

innovativeness may decide to bring about a decision on any innovation activities of

the firm (Verhees & Meulenberg, 2004).  Thus, a gap is created, and this new study

would likely contribute to the literature by developing and testing a model of the

relationship among, owner-manager’s innovativeness and innovation in small firms.

Conceptual Framework

Innovativeness

Innovation for a small business owner implies to learn and adopt innovation in his/

her business activity. This study determines the same innovative mind-set or an

approach related to innovation in the firm. According to Innovation Diffusion Theory

(Rogers, 1995,  2003), people reciprocate differently to a new idea, practices or

object because of their differences in individual innovativeness, which is a tendency

toward adopting an innovation. Many researchers have agreed that innovativeness

of an individual is a persistent trait that is reflective of that individuals underlying

nature when exposed to an innovation (Goldsmith; Hurt, Joseph & Cook, 1977). As

per the literature, personal innovativeness plays a very vital and effective role on

drawing a perception of an individual towards learning or adopting an innovative

behavior, this study therefore captures the level of owner’s innovativeness in three

specific domains-product innovativeness, strategy innovativeness and process

innovativeness

Firm Innovation

A recurrent innovation is the secret of long-term firm success (Rosenbush, Brinckmann

& Bausch, 2011).  It continues to be the claim of current scholars that firms which

fail to engage in innovation are putting themselves at great risk (Kotler, 2000).

Some argued that due to the heightened level of competition and shortened product

life cycles, a firm’s ability to generate innovations may be more important than

ever in allowing it to improve performance and maintain competitive advantage

(Artz et al., 2010). The existing products are vulnerable to changing customer needs

and tastes, new technologies, shortened product life cycles, and increased

international competition. Therefore it is generally accepted that all firms should

innovate regardless of their size or sector in order to compete and survive in the

market (Elci and Karatayli, 2009). It should also be noted that firms and countries

that continuously innovate contribute significantly to economic growth. (Murat,

Nilgun & Fulya 2013) Thus, it is no coincidence that countries (like USA, Japan and

some European countries) which demonstrate the highest patent activity or R&D

investment intensity are at the top of the ladder of economic development (Ahmed

& Shepherd, 2010).
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Small and medium-sized enterprises (SMEs)

There is no single official and uniform definition of SMEs that is in use in different

organizations in Pakistan.  Different departments and organizations define SMEs in

accordance with their functional ease rather than market situation. In this study,

definitions of SMEs proposed by the Pakistan’s SMEDA has been adopted for the

analysis and defined as follows:

Small firms: Firm employing between 10-35 full-time workers and productive assets

ranges between Rs 2 – 20 million.

Medium firm: Firm employing between 36–99 full-time workers and productive assets

ranges between Rs20-40 million.

The Research model

Based on the objective of this research, a relationship research model was developed,

where six variables are related to each other. To examine the effect of any linear

relationship of owner-manger’s innovativeness to firms’ innovation; the following

hypothesis were developed as follows:

Fig. 1: The Research Model

Hypothesis One: Owner/manager’s general innovativeness is correlated with firm’s

product, strategy and process innovation.

Hypothesis Two: Owner/manager’s innovativeness on process, strategy and product

domain is correlated with firm’s   product, strategy and process innovation.
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Research Methodology

Data was collected through a field survey method and questionnaires were self-

administered to the owners/managers of textile manufacturing SMEs at four main

industrial areas in Karachi, Pakistan.  According to the official statistics, there

were approximately 4000 textile firms operating in Pakistan, and about 25 percent

or 1000 firms were located in the district of Karachi. According to Sekaran (2003),

for a population of 1000 the sample size should be 278 firms.  A random sampling

method was adopted, and each owner/manager of the 278 firms was given a set of

questionnaires.  A total of 196 completed questionnaires were received, and out of

these only 170 usable responses were selected for data analysis based on the selected

criteria of the firm size and type.

The items in the questionnaire were developed and adapted from the following:

innovativeness (15 items) from Leavitt and Walton (1988), and Goldsmith and

Hofacker (1991). General innovativeness instrument and domain specific

innovativeness of owners and managers were developed on the basis of Leavitt and

Walton (1988)’s work and Goldsmith and Hofacker (1991)’s scale, respectively. On

the basis of original scale items of Goldsmith and Hofacker’s (1991), three (3) items

construct was developed for each market; product, process and strategy domain,

to capture the attitude of owner/ managers on each domain of innovativeness. The

three items used for general innovativeness were based on Leavitt and Walton’s

(1988) innovativeness measure. Factor analysis was conducted to examine the

correlation structure among the 15 items, and items variables were consolidated

into five unique and independent factors; general innovativeness, product

innovativeness, process innovativeness, strategy innovativeness and market

innovativeness. This study measured the owner/manager’s innovativeness, using

the 5-point Likert type scale ranging from (1) Strongly Disagree to (5) Strongly

Agree.

The measure of innovativeness utilized here is a factor scale variable derived from

the fifteen (15) items, where all the factors of innovativeness, general

innovativeness, product innovativeness, process innovativeness, strategy

innovativeness and market innovativeness, were desirable to achieve. The factor

analysis however, did not result in the five factors of innovativeness but only in

three factors; general innovativeness, product-strategy innovativeness and process

innovativeness. The loaded items of the three factors were computed as average

summated score for the correspondence factor for the data analysis purpose.

To measure firm innovation, a pool of items was included based on a scale proposed

by Henard and Szymanski (2001). These authors synthesized the innovation construct

by using 24 items, distributed in four sub-scales, namely, innovation in products,

innovation in processes, innovation in strategy, and innovation in markets. All items
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were measured on a five point scale ranging from Great Extent (5) to Not at All (1).

Factor analysis was conducted to examine the correlation structure among the 24

variables, and these variables were consolidated into unique and independent four

desirable innovation factors, product innovation, strategy innovation, process

innovation and market innovation.

The factor analysis however, did not produce four factors of innovation but resulted

in only three factors: product innovation, strategy innovation and process innovation.

The loaded items in each factor were computed as average summated score for the

correspondence factor for the data analysis purpose. The Cronbach‘s Coefficient

Alpha for the items are all above the acceptable level of 0.6 for this type of study

(Nunnally, 1978).

To test the relationship hypothesis among the variables, Pearson correlation Matrix

was adopted by using SPSS 16.00

Results and analysis

Table 1:  General Innovativeness - Innovations

Product Process Strategy General

Innovation Innovation Innovation Innovation

Product Innovation 1 .554** .564** .578**

Process Innovation .554* 1 .730* .438**

Strategy Innovation .564** .730** 1 .465**

General Innovation .578** .438** .465** 1

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

Analysis of the data resulted from the Pearson correlation analysis  (Table 1),

indicates that owner/manager’s general innovativeness has significant association

with product innovation (PRODUCT INNOVATION), strategy innovation (STRATEGY

INNOVATION), and process innovation (PROCESS INNOVATION). The association is

highly moderate and positive which indicates that in the SME sector, this general

innovativeness has relatively stronger relationship with the three types of innovation

in the firm. This result further indicates that the association is highly significant

and the relationship is positive.

The correlation analysis also reveals that despite the significantly high association

at 0.000 levels between general innovativeness and the three components of

innovation, the strength of the association is also found to be  very high  between

general innovativeness and product innovation (R= .578). However the strength is
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moderately high between general innovativeness and process innovation (R=.438)

and strategy innovation (R=.465).  Therefore hypothesis two (a) is supported.

This test result can be further interpreted that owner/managers with their higher

level of general innovativeness are significantly associated with product, process

and strategy innovation and the association is also high. This indicates that the

owner-manager’s general innovativeness may influence and have a positive effect

on the three types of innovations, thus, indicating that it may increase the overall

innovation of the firm.

Table 2: Domain specific Innovativeness-Innovations

Product-Strategy Process-

Innovation Innovation

Product Innovation .434** .531**

Strategy Innovation .563** .559**

Process Innovation .450** .480**

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

Analysis of the data resulted from the Pearson correlation analysis (Table 2), indicates

that hypothesis 2 product-strategy innovativeness (PRODUCT-STRT-INN) is

significantly associated positively with product innovation and strategy innovation.

This result also confirmed with one of the recent studies on domain specific

innovativeness in product domain and its positive relationship with product

innovation (Verhees & Meulenberg 2004). The result indicates that owner/manager’s

innovativeness in product and strategy domain would support the adoption of product

innovation as well as strategy innovation required to innovate new products in the

firm.  The correlation analysis also revealed that owner/manager’s product-strategy

innovativeness has strong positive relationship between product innovation (R=.434)

and also with strategy innovation (R=563). This further implies that greater level of

owner/manager’s innovativeness in product and strategy domain may result in higher

level of product and strategy innovations in the firms.

Analysis of hypothesis 2 results also reveals that process innovativeness (PROCESS-

INN) is positively correlated with process innovation, and the strength of association

is also moderately high (R=.480) and significant at the 0.01 level.  This indicates

that the association is highly significant and the relationship is also positive.

Therefore a hypothesis 2 is also supported.
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Conclusion

Conceptual studies presented by Rogers in the Adoption of Innovation Process (2003,

1995), suggested that people with greater level of innovativeness would adopt

innovation in the firm earlier than those with less levels of innovativeness. However,

it is important to realize that owner/manager’s perceived level of innovativeness

in product domain is not independently related to strategy innovativeness. Rather

they value strategy innovation simultaneously. To think about whether to engage in

radical strategies or incremental strategies allows firms to ensure successful product

innovation and to launch into new market through the business process change,

and whether all these innovations are required to bring about this entire innovation

activities.

Therefore, it is evident from this study that the owner/manager’s general

innovativeness and product-strategy innovativeness have direct and positive

relationships with the product and strategy innovation activities in the firm. This

proves that general innovativeness and product strategy innovativeness play a crucial

role for the adoption of product innovations and strategy innovations in the

manufacturing textile/garments firms.  Similarly, general innovativeness and domain

specific innovativeness in process domain could also have the influence in process

innovation. The result also concurs with one of the previous study’s findings of

domain specific product innovativeness and its positive relationship with product

innovations in small firms (Verhees &. Meulenberg, 2004).

The findings of the owner/manager’s innovativeness in product and strategy domain

and its relationship with innovations, indicated that owner/manager’s innovativeness

in product and strategy domain would support the adoption of product innovations

as well as strategy innovations.

Adopting innovation within a product and even strategy are crucial for new products

in the firm. The findings therefore indicate that in the competitive business

environment, owner/manager’s general innovativeness and domain specific

innovativeness in both products and strategies will lead to an adoption of product

innovation and strategy innovation which are crucial in responding to a competitive

environment. This is done by offering new products or enhanced products into the

market through new adopted strategies and effective utilization of resources

available in the firm.

It is also revealed that process innovativeness is positively correlated with process

innovation. These results indicated that owner/manager’s higher level of

innovativeness in process domain also supports an adoption of process innovation.

Process innovations in textile/garments firms are directly related to the utilization

of the resources in terms of both human and material resources in the existing
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business process. This includes different kinds of processes such as production,

quality, marketing and sales, and even financial processes. Owner/manager’s process

innovativeness captured the attitude towards the process change in the firms, and

is crucial for particularly manufacturing firms to scrutinize as well as evaluate

their business process and brings improvements of processes through process

innovations.

The study examined the direct relationship between owner/manager’s innovativeness

and innovations in SMEs. It is evident from this study that owner/manager’s general

innovativeness as well as innovativeness in product–strategy and process domain

were positively related to SMEs’s overall innovations. Concluding the whole study

on the basis of major findings, it is therefore proven in this study that owner/

manager’s level of innovativeness would determine their attitude to bring innovations

in products, process and  strategy domains.

Direction for future research

This section contains some explicit suggestions for future research related to research

method and theory as well as empirical issues. It is hoped that these suggestions

will encourage others to conduct studies in order to advance our knowledge of the

association and impact of owners/manger’s innovativeness innovations in SMEs and

possibly confirm, refine or dispute the propositions made in this research paper.

� A much sophisticated and extended research model is needed to develop

and to add more variables to not just examine direct relationship among

variables but also the possible mediation and moderation effect of variables

such as owner/manager’s innovativeness, market orientation, innovation

or some external variables such as tax factors, financial strengths of the

firm, management skills of the managers and so on, to each other towards

firm performance. This would certainly help researchers to understand and

identify mediating and moderating variables and their relationship in the

model and their effect within the relationship among important variables in

the proposed research model.

� Small and medium sized business operate in intense competitive and dynamic

environment. Owner/managers and employees are subjected to rapid

changes. By collecting data at two or more points in time, would be more

meaningful.

� An expanded study must include larger sample of small and medium sized

business belonging to other industries. Most importantly, manufacturers,

retailers, and wholesalers are of interest.
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Sustainability of Clusters:

A Case Study of Baruipur Surgicals

Abstract

Clusters represent important entities in driving innovation and entrepreneurship. In the

process of cluster sustainability, technology often plays a decisive role. Baruipur Surgical

Cluster in West Bengal is one of its kinds in the country and is plagued with a number of

technological, financial and HR issues that impedes it from attaining competitive

international standards. Efforts are currently on for its revival through technological and

logistic interventions. The Cluster produces a variety of instruments ranging from scissors

and forceps to ophthalmic disposables. Recession has badly affected the health of the

cluster and also its competitive status globally. The cluster remains a white labelled business

with packaging and labelling being done by third party firms. Policy bottlenecks range

from lack of institutional mechanisms, cluster policy and inability to consolidate appropriate

IPRs. Marketing issues of lack of forward integration, lack of strategic insight etc. human

resource issues such as inability to retain the manpower in the trade and financial and

business support issues have taken a toll on the cluster’s well-being. The results underscore

the importance of institutional support and policy options vis-a- vis technological resilience

in cluster sustainability.

Introduction

Clusters have emerged worldwide as important drivers of economic development.

Serving as interfaces between firms, institutions and markets they represent unique

ecosystems where innovation is nurtured and entrepreneurship is catalysed (Gupta

C.B. and S.S. Khanka, 1995).

UNIDO has identified a number of industrial and/or innovation clusters in India

spanning virtually all the states of the country (UNIDO, 2013). These clusters exhibit

a large dichotomy of technology and market dominance, thereby resulting in varying

cluster health and dynamics.
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Technology is most often considered as a key to cluster enablement so that the

constituting firms acquire appropriate competitiveness and market positioning.

However, evidence shows that technological interventions might not always suffice

in restoring or elevating cluster health (Robbins and Mathew, 2009). Cluster problems

can often be more systemic – spanning management and policy issues that not only

make them refractory towards technological intervention but also eclipse the

enabling role of technology in the cluster processes.

In the present paper we make a case for the Baruipur Surgical Cluster in West

Bengal, India where we focus on the latter aspect. The results underscore the

importance of institutional support and policy options vis-a- vis technological

resilience in cluster sustainability.

The Baruipur Surgical Cluster:

Baruipur is located within the jurisdiction of greater Kolkata in the South 24 Parganas

district of West Bengal in India. It is situated at a distance of 25 Km from the main

city at 22.35 N and 88.44 E.

Baruipur harbours surgical tools industry agglomerate comprising exclusively of

MSMEs and has been identified as a MSME Cluster by both the National Innovation

Council of India and the UNIDO. The Cluster is unique in the fact that it comprises

one of the few niches for production for precision surgical tools along with Tuttlingen,

Germany; Sialkot, Pakistan and China. Consumer base for these surgical tools are

spread afar and cover wide regions of USA, Brazil, France, Germany, UK, Italy, UAE,

Australia and Japan(UNIDO 2013).

The Cluster nevertheless is plagued with a number of technological, financial and

HR issues that impedes it from attaining competitive international standards. Efforts

are currently on for its revival through technological and logistic interventions.

Cluster Features:

The Cluster exhibits a distributed typology comprising of 50 registered and 550

unregistered units; employing around 7500 workers; and having an annual turnover

of around Rs. 500 million. The agglomerate is engaged in precision manufacturing

activities by way of producing key surgical tools and appliances. A representative

list of such tools include scissors and forceps Theatre instruments (dental, oral,

plastic surgery ) General surgery, orthopedics, dental instruments ENT, ophthalmic,

micro, cardio and neurosurgical instruments, ophthalmic scissors and forceps, brain

surgery instruments, multi-purpose theatre instruments, ophthalmic disposables,

IR lamps and OT lamps, 15 types of ophthalmic instruments, Tungsten carbide tools

etc. The Cluster also manufactures components of endoscopic appliances in the

form of endoscope tubes.
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Current State of Affairs in the Cluster:

The Baruipur Surgical Cluster is currently under a state of recession. An increasing

number of individuals associated with the cluster activities are abandoning the

trade and the prospect of salvaging the credibility of the cluster is increasingly

becoming a forlorn hope.

Recession has badly affected the production of specialized equipment such as artery

clips, artery forceps, brain forceps and so on. Those in the trade of developing

these tools have moved to making simpler accessories e.g. general application

forceps, tweezers etc. Interviews revealed that the chief reasons for this shift is

the lack of market for the special products and also the higher-end technologies

required.

The economy of the cluster is driven by middlemen either from Kolkata or even

outside. These firms purchase the equipment from the cluster groups at a dismally

low price and sell it at a much higher price outside. While some find distribution in

domestic markets, most of them are exported to US and Europe through firms in

Germany. The cluster remains a white labelled business with packaging and labelling

being done by third party firms with no benefits coming to the cluster. The economies

of scale are progressively shifting unfavourably owing to the increased manufacturing

cost and decreased selling price.

Skill development of the existing human resources and involvement of newer human

resources are seriously compromised. This is primarily due to lack of motivation

and lack of proper revenue earning from cluster activities.

What ails the Baruipur Surgical Cluster?

Despite the unique niche held by the Baruipur Surgical Cluster, lack of adequate

planning and success of appropriate interventions have saddled the growth of the

cluster. While a lot is being said about the possible technological backwardness,

lack of adequate financing options and policy bottlenecks as well as management

issues seems to be key features of the cluster’s problems. Unless technological

push is not adequately supplemented with appropriate management interventions

and policy support, little is likely to be achieved.

Policy Bottlenecks Associated with the Cluster:

Lack of institutional mechanisms: The cluster essentially operates as isolated

household entities without any formal institutional structure. This impedes the

organizational discipline and also the collective bargaining practices against

middlemen and customers. As of now, the cluster lacks a functional cooperative.

Cooperatives of the past have been failures. Given the large size of the cluster and
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the projected market potential, it is imperative to develop contemporary and

competitive institutional mechanisms for the cluster.

Lack of Effective Cluster Policy: Neither the government nor the local

administration or the cluster stakeholders have developed a clearly defined policy

for the cluster. The cluster operates and sustains through empirical means without

any framework support through well-tailored policies that take into account the

changing national and international contexts. It is pertinent that the Cluster evolves

a comprehensive policy encompassing all facets of its sustenance including aspects

such as technology, marketing, human resources, collaboration and so on.

Consolidation of Community IPRs: The cluster represents a white labelled business.

As such there is no specific IPR protection either for the individuals or for the firms

in the cluster. It is important to secure community IPR for the cluster community

(OECD, 2004) so as to ensure restricted/regulated access by external players; and

equitable sharing of benefits arising out of sale of cluster originated products.

An essential prerequisite for consolidation of community IPRs is to register the

business as a cooperative. Such efforts in the past have failed to sustain. It is

important to analyse cause of such failures and adopt appropriate measures so that

similar institutional structures could be put in place.

Management Issues Associated with the Cluster:

Management issues in the Cluster can be divided into the following broad categories:

� Marketing Issues

� Human Resource Issues

� Finance Issues

� Business Support Issues

Marketing Issues:

Inappropriate forward integration: There seems to have been a continuous and

sustained disconnect between the cluster components and the market; a serious

malaise that has actually promoted the growth of middlemen. Building a market

driven mechanism for manufacturing the instruments has actually impeded their

penetration into the market.

Lack of strategic insight: The cluster has continuously lacked strategic insight

that has compromised its competitive advantage among the surgical clusters of the

world. No regular SWOT analysis was undertaken for monitoring cluster health.

While Sialkot cluster had surged ahead in the international market through
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appropriate product-line diversification, a similar approach was not adopted by

the Baruipur cluster to enhance positioning and competitiveness.

Need for Supply Chain Consolidation: The supply chain for instruments from the

Baruipur Cluster needs to be strengthened so as to tap the large export market.

This requires to be carried out in a manner that ensures elimination of middlemen,

provides appropriate financial capital to the cluster stakeholders, augments demand,

strengthens institutions to drive markets and so on. The white labelled nature of

the business is affecting the credentials and prospects of the Cluster. Mechanisms

to recognize the origin of the instruments in the global market would improve the

economic health of the cluster significantly.

Monitoring Market Dynamics: Surgical instruments enjoy both domestic and

international markets. Increasing competition is being witnessed from the Sialkot

and China clusters in terms of developing quality products for the international

market. It is important to continuously map and monitor the market dynamics so as

to assess niche spaces that could be filled up as a result of this effort.

Monitoring of market dynamics might be undertaken in a PPP mode utilising firms

having global presence in the trade such as Frost & Sullivan or Ernst & Young.

Financing such exercises could be undertaken through CSIR-NInC and similar

initiatives.

Human Resource Issues:

The cluster is plagued by lack of continued supply of skilled human resources in

view of their steady migration and outflow into other trades. Retention/

replenishment of human resources and arresting migration to other trades is one of

the significant challenges before the cluster for conserving its knowledge base.

One of the key success factors for sustaining cluster health would be the appropriate

development of human resources. Skill development needs to be carried out across

the cross section of domains being practiced in the cluster. The HRD initiatives

should be driven by appropriate training need and technology need analysis.

Co-development and co-learning are likely to form hallmarks of any HRD effort

being undertaken in the cluster. Seamless interaction with organizations such as

National Innovation Foundation needs to be established

Finance Issues:

Finance has been identified as a major impediment. Networking with investors and

venture capitalists for strengthening the financial health of the cluster should be

explored. Microfinance options should be tailored to match the requirement of the
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individual cluster firms and individual cluster HR. Capital infusion should be accorded

priority.

A significant problem with the cluster is the ability of cluster firms to generate

internal finance and optimise resource utilization. Governmental subsidies to

products, governmental buy-back guarantees, provision of tax holidays and similar

incentives could provide effective ways to rejuvenate the cluster health.

Business Support Issues:

A comprehensive plan for facilitating business support to the cluster workforce

needs to be put in place. This should primarily concentrate on eliminating middlemen

so as to provide direct monetary benefits to the individual firms.

The business support should include among others information services, technology

and marketing consultancy, identification of distribution channels, downstream

mentoring for products and so on.

Facilitation of business support through provision of business information might be

streamlined through scientific and management institutions.

Conclusion:

Sustainability of clusters depends on their ability of remaining competitive.

Competitiveness can be achieved through one or more of the following parameters

namely (i) operating in a niche domain; (ii) operating within a realm of geographic

exclusivity; (iii) attaining an economy of scale; (iv) achieving product-line

diversification; (v) attaining uncompromising product quality; (vi) adopting state

of art technology; and (vii) building an ecosystem of trust and confidence.

Nevertheless, the dynamics of clusters are also influenced by the nature of the

firms and their interaction with the environment.

It is strongly felt that addressing the management and policy imperatives outlined

above appropriately would have a significant impact on rejuvenating the cluster

health and sustainability.

Simmie and Hart (1999) in their studies of agglomeration economies have described

an interactive ecosystem called the flexible local production systems which employ

different forms of social capital and communication linkages in order to create

producer and supplier market networks. The Baruipur cluster shows some degree

of semblance to come under this category, provided it achieves the integration into

the market. As evident from our discussion in the previous sections, middlemen

play a determining role for the small firms in the aforesaid cluster, which precludes

the cluster’s integration into the producer and supplier market networks. Addressing

the issues of business support, supply chain consolidation and policy development
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would probably remove this bottleneck so as to evolve a local production network

paradigm. This in turn would augment the competitiveness of the cluster to a

significant extent.
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Abstract

The present study explored the effect of burnout on retaliation intents. A sample of 172

female healthcare service providers from health care institutions was taken for the study.

Respondents from five health care institutions in erstwhile Andhra Pradesh responded to

the research instruments, namely the Maslach Burnout inventory, and Retaliatory Intent

Measure. The results indicate that there are significant differences among the retaliation

intents of healthcare service providers displaying different levels of emotional exhaustion,

depersonalization and lack of sense of personal accomplishment. The findings of the study

also strengthen the view that burnout in employees need to be given ample attention by

employing organizations.

Introduction

Research in the area of organizational behaviour is abundant, but studies related

to organizational misbehaviours are nascent across the globe, more so in India.

Misbehaviours and retaliatory behaviours represent an important subset of behaviours

in the workplace and could result in actions that are detrimental to employees and

organizations. But misconduct at the individual level has not received adequate

attention in scholarly literature. Employees may complain, destroy or steal

organizational property, be insubordinate, or shirk a part of their responsibilities.

The retributive behaviours could also differ in different work contexts (Bennett &

Robinson, 2000; Roxana, 2013). Kidwell and Martin (2005) drew attention to deviance

ranging from violence, theft, fraud, sabotage, withholding effort, badmouthing

employers, non-compliance to bullying, harassment and addictive behaviours. Various

studies have pegged the cost of negative behaviours to organizations at between $

4 billion and $ 200 billion (Skarlicki & Folger, 1997). Although the applicability of

these figures is in question as they emerge from western findings, relevance of the
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topic cannot be ruled out fully in view of changes occurring in the Indian work

context. Retaliatory behaviours could be triggered due to a variety of reasons

including burnout.

According to Maslach and Jackson (1981), burnout “refers to a syndrome of emotional

exhaustion and cynicism that frequently occurs among people who do ‘people work’-

those who spend considerable time in close encounters.” The dimensions of burnout

have been identified as emotional exhaustion, depersonalization and a lack of sense

of personal accomplishment. When individuals are exposed to stress over an extended

period, it often results in burnout - “a state of physical, emotional and mental

exhaustion caused by emotionally demanding situations” (Pines & Aronson, 1988).

Though some researchers have used a single score as a measure of burnout, Maslach

and associates (1981, 1993, 1997) opine that a subscale level analysis will yield

better results than a single score representing burnout.

Past researches show the dimensions of burnout to be related to several individual

and work-related factors. Emotional exhaustion was found to be the most important

correlate of time lost among healthcare service providers (Firth & Britton, 1989)

and airlines personnel (Saxton, Phillips & Blakeny, 1991). Emotional exhaustion was

also significantly related to distress reactions (Greenglass, Burke & Moore, 2003).

Firth and Britton (1989) found that feelings of depersonalization were correlated

with departure from the job during the subsequent two years. Lawson and O’Brien

(1994) reported that depersonalization correlated with time lost among

developmental disabilities workers. Reduced personal accomplishment was

negatively associated with self-esteem and with quality of work content (Janssen,

Schaufelioe & Houkes, 1999); there was a significant positive relationship between

personal accomplishment and total job satisfaction (Brewer & Clippard, 2002).

Studies have found that each of the burnout components was significantly related

to organizational commitment. Emotional exhaustion was strongly associated with

role conflict and quantitative workload. Depersonalization was associated with role

conflict and decision-making abilities (Jackson, Turner & Brief, 1987). Rafferty,

Friend and Landsbergis (2001) found low skill discretion to be associated with high

emotional exhaustion, high depersonalization and low personal accomplishment.

For organizations that employ people experiencing burnout, the consequences of

burnout could range from lost productivity to sick leave to retaliatory lawsuits and

higher rates of attrition. Lazaro, Shinn and Robinson (1984) found burnout among

employees to be related to job performance and job withdrawal behaviours. Hackett,

Bycio and Guion (1989) reported that healthcare service providers freely admitted

to absenteeism in response to job stress. Maslach and Leiter (1997) found that

people experiencing burnout were less engaged with their work and were likely to

leave their organization.
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Burnout could lead to deterioration in the quality of work, tardiness, influenced

turnover intentions, absenteeism levels, lower morale, use of drugs and alcohol,

interpersonal problems, sabotage, aggression, violence and personal problems

(Hendrix, Summers, Leap & Steel, 1995; Cooper, 2001). Bakker and Costa (2014)

recently reported that chronic burnout weakens the gain cycle of daily job resources,

daily work engagement and daily job crafting.

Further, while research (Ashforth, 1997; Vardi & Weitz, 2004) has shown that stress

and burnout can have a debilitating effect on organizations, burnout could trigger

a whole set of intentions in individuals that aim to achieve retributive justice.

Theoretically, burnout can be a potential antecedent to retaliation intents (Vardi &

Weitz, 2004). Ansari, Maleki and Mazraeh (2013) have found a relationship between

burnout and counterproductive behaviours among Iranian employees. Hence, there

is a possibility that burnout could have an effect on retaliatory behaviour intents

and this needs to be explored in the Indian context.

An International Labour Organization (ILO) study found that healthcare service

professions ranked among the top 20 most stressful occupations. The subordinate

status and the nature of work in the healthcare sector often result in high levels of

stress and burnout (Robinson, Roth, Keim, Levenson, Flentje & Bashor, 1991).

Healthcare service providers were found to be prime candidates for occupational

stress and burnout (Maslach, 1993; Winstanley & Whittington, 2002). The increased

stress levels and burnout could in turn be expressed through various employee

behaviours such as turnover intentions, absenteeism, withdrawal behaviours or

retaliatory behaviours. The expression of retaliation intents could vary depending

on the specific organizational, economic and situational factors. The national and

cultural context could also make a difference. There have been a limited number

of studies on retaliatory behaviours conducted in the US, Middle and South-East

Asia and Israel (Ansari, Maleki, & Mazraeh, 2013; Banks, Whelpley, Oh, & Shin,

2012; Ravid-Robbins, 1999).

Though there has been sporadic research on retaliatory and counterproductive

behaviours in organizational context, the slant was towards issues pertaining to

industrial relations or towards explanations from a sociological perspective. A few

studies across the globe have been conducted at the individual level but these

cannot be validated in the Indian context without evidence drawn from an Indian

sample. This study is in response to the dearth of adequate literature relating to

retaliatory behaviours in organizations in the Indian context.

Given the key role that healthcare service providers play in service delivery and

customer satisfaction, they have been chosen as the target population for this

exploratory study.
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Aim

The aim of the present study is to explore whether burnout has an effect on

retaliatory behaviour intents.

Method

Sample for the study consisted of 172 female healthcare service providers with a

formal qualification in healthcare services in the age group of 24 - 52 years (mean

age=37.33). 107 married healthcare service providers and 65 unmarried ones,

working at different levels in the hierarchy, and having a minimum of one year

work experience and knowledge of English / Telugu were included. Respondents

were recruited for the study from five healthcare institutions in Andhra Pradesh.

Average tenure of the respondents was 12.04 years. An informed consent was

obtained before commencement of the study.

Measures

The Maslach Burnout Inventory (Maslach & Jackson, 1981) is a standardized 22-

item scale and it consists of three subscales that measure the dimensions of emotional

exhaustion, depersonalization and a sense of personal accomplishment. These items

are measured on a 7-point scale where 6= everyday and 0 = never. Based on the

scores obtained, the responses are categorized as high, medium and low. This

instrument is used extensively in job burnout and stress research. The internal

reliability was 0.9 for emotional exhaustion subscale. The reliability score for

depersonalization was 0.79 and 0.71 for personal accomplishment.

Retaliatory Intent Measure (Mamidenna, 2007) is used to identify the different intents

to behaviour among the nursing population. The 11-item retaliatory intent measure

was also rated on a 7-point scale. A score of 7 meant ‘strongly agree’ and 1 denoted

‘strongly disagree’. Retaliatory intents were measured in terms of retaliation against

property, retaliation against procedures, and interpersonal retaliation. This

instrument demonstrated an internal reliability of 0.701.

Results and discussion

This study focuses on the healthcare service providers as they play a vital boundary-

spanning role which makes them the “public face” of the organization. The

healthcare service providers are constantly in touch with the clients or customers

including patients as well as their attendants and well wishers. The retaliatory

behaviours and burnout of these employees could influence service delivery, patient

recovery and also the image of the organization, thus necessitating a study of

healthcare service providers.

The mean and standard deviations of the dimensions of burnout and retaliatory

intents were calculated for the sample drawn for this study (Table 1). Except for
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‘retaliation against procedures’, the mean values of the variables varied from 2 to

4.6. The mean value of the scores for retaliation against procedures was 6.46. The

standard deviations ranged from 0.5 to 1.54. The mean values indicate that the

sample shows high propensity to retaliate against procedures compared with

interpersonal retaliation and retaliation against property. The standard deviations

are also low at 0.59, 0.66 and 0.55 respectively indicating homogeneity of the

sample in their expression of retaliation intents. The mean scores show an average

to high degree of emotional exhaustion, and a high degree of depersonalization for

this sample. The sense of personal accomplishment is medium in this group.

Table1 : Means and Standard Deviations of the scores obtained

for Burnout and Retaliation Intents

Variable M SD

1. Emotional exhaustion 2.88 1.19

2. Depersonalization 2.04 1.22

3. Personal Accomplishment 4.11 1.48

4. Retaliation against property 3.50 0.55

5. Retaliation against procedures 6.46 0.59

6. Interpersonal retaliation 4.08 0.66

The correlations were calculated to look at the association between variables (Table

2). All the dimensions of burnout were found to be correlated with the retaliation

intents against procedures. Significant correlations were seen between retaliation

intents against procedures and emotional exhaustion (r = 0.41), depersonalization

(r = 0.34) and personal accomplishment (r = - 0.28). Emotional exhaustion was

found to be moderately correlated with retaliation against property (r =0.12) and

highly correlated with retaliation against procedures. Interpersonal retaliation intent

was found to have a moderate negative correlation with depersonalization. The

depersonalization dimension refers to a detachment and an impersonal treatment

of the other people in the workplace. Hence, there is a low possibility of an individual

high on this dimension to contemplate actions which are people oriented. This is

reflected in the moderate negative correlation between the two variables.
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Table 2 : Correlations between Burnout and Retaliation Intents

Variable Retaliation Retaliation Interpersonal

against against retaliation

property procedures

r p r p r p

1. Emotional exhaustion .121 .115 .413 .001** -.073 .342

2. Depersonalization -.002 .982 .347 .001** -.122 .112

3. Personal -.078 .310 -.285 .001** -.007 .926

accomplishment

Note: r = Pearson Correlation p = Significance level ** = Correlation is significant

at the 0.01 level

* = Correlation is significant at the 0.05 level.

Analysis of variance (ANOVA) was used to test the hypothesis of the study. One-way

ANOVA was conducted for each of the retaliation intents (retaliation against property,

retaliation against procedures and interpersonal retaliation). Significant differences

have been found when burnout is an antecedent to retaliation intents. The

dimensions of burnout were examined independently for their relationship with

retaliation intents.

There were significant differences found in the retaliation intents when emotional

exhaustion is considered as an antecedent. Retaliation against property was highly

significant at 0.001 (Table 3) while interpersonal retaliation and procedural

retaliation were found to be significant at the 0.04 level and 0.02 levels respectively.

Earlier studies related emotional exhaustion to low skill discretion (Rafferty, Friend

& Landsbergis, 2001) and distress reactions (Greenglass, Burke &Moore, 2003).

Jackson, Turner and Brief (1987) associated emotional exhaustion with role conflict

and quantitative workload while Saxton, Phillips and Blakeny (1991) and Firth and

Britton (1989) discussed the subject in terms of employee work-time lost due to

burnout. These studies, indicating emotional exhaustion as having negative

behavioural consequences support the current research results.
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Table 3 : The Effect of Emotional Exhaustion on Retaliation Intents

Variable Ss df Ms F

1. Retaliation against Between Groups 113.60 2 56.80 16.022**

Procedures Within Groups 599.16 169 3.55

2. Retaliation against Between Groups 15.67 2 7.83 3.705*

property Within Groups 357.28 169 2.11

3. Interpersonal Between Groups 20.09 2 10.14 3.282*

Retaliation Within Groups 522.16 169 3.09

Note: ** Significant at .01 level * Significant at .05 level

Depersonalization can be viewed as an attempt to minimize the emotional resource

loss that results from the constant need to solve intense client-problem situations.

The results of the present study show that when people experience burnout but

stay on their jobs, it could have an effect on the retaliation intents expressed

against people, property and procedures (Table 4). This is also supported by evidences

in literature. O’Brien (1994) related depersonalization to time lost on the job.

While Rafferty et al (2001) associated high depersonalization with low skill discretion,

Firth and Britton (1989) correlated feelings of depersonalization with departure

from the job during the subsequent two years. The findings of this study endorse

these views by drawing attention to the fact that high depersonalization could

result not only in withdrawal in terms of participation and effort, but could also be

related to retaliation intents in healthcare service providers towards the employing

hospital. Such employees continue to be with the hospital but indulge in retaliatory

behaviours as and when an opportunity arises and this can have a negative impact

on the hospital image. It could also lead to potentially difficult situations for the

healthcare service providers as well as their employing hospitals.

Table 4 : The Effect of Depersonalization on Retaliation Intents

Variable Sum of df Mean F

squares square

1. Retaliation against Between Groups 114.27 2 57.14 16.14**

Procedures Within Groups 598.48 169 3.55

2. Retaliation against Between Groups 18.94 2 9.47 4.52*

property Within Groups 354.01 169 2.09

3. Interpersonal Between Groups 21.43 2 10.72 3.48*

Retaliation Within Groups 520.81 169 3.08
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Prior research has shown that reduced sense of personal accomplishment was

associated with low self-esteem and poor quality of work content (Janssen,

Schaufelioe & Houkes, 1999); a positive relationship was found between personal

accomplishment and total job satisfaction (Brewer & Clippard, 2002). Rafferty,

Friend, and Landsbergis (2001) associated low levels of personal accomplishment

with low skill discretion. Results of the current study also support the earlier findings.

Table 5 shows that there are significant differences in the intents to retaliation, as

associated with the sense of personal accomplishment among the healthcare service

providers.

Table 5 :  The Effect of Lack of Personal Accomplishment on Retaliation Intents

Variable Sum of df Mean F

squares square

1. Retaliation against Between Groups 104.56 2 52.28 14.53**

Procedures Within Groups 608.18 169 3.60

2. Retaliation against Between Groups 18.97 2 9.48 4.53**

property Within Groups 353.98 169 2.09

3. Interpersonal Between Groups 23.2482 2 11.62 3.78*

Retaliation Within Groups 519.01 169 3.07

This study found significant differences in the level of retaliation intents expressed

for all the dimensions of burnout i.e., emotional exhaustion, depersonalization and

lack of a sense of personal accomplishment. The findings of the earlier studies also

adopted a similar line of thought. Glicken and Janka (1982) and Milbourn (1984)

related higher levels of burnout to employee complaints, criticism and even

sabotage. Lazaro, Shinn and Robinson (1984) referred to withdrawal behaviours

among burnt-out employees. Withdrawal behaviours include absenteeism, non-

participation and turnover. Not reporting to work violating rules or destroying hospital

property also represents a kind of withdrawal from the organization. Quick, Quick,

Nelson and Hurrell (1997) and Dutton (1998) found that absenteeism was high among

people experiencing burnout. While documented evidence relating to absenteeism

can be obtained from the leave records, data relating to unauthorized absence can

be obtained only through self reports as in the present study.

The retaliation against procedures was found to be highly significant (p<.01) for all

the dimensions of burnout. Interpersonal retaliation was also found to have

significant differences but at the .05 level. Healthcare service providers experiencing

burnout seem likely to flout procedures or vent it against the people around them.

Healthcare service providers displaying cynicism showed a propensity to indulge in

interpersonal retaliation and retaliation against property.
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Based on the results it appears that burnout triggered retaliation intents in employees

against their employing organization. The healthcare service providers choose to

retaliate against the system in unobtrusive ways which are less risky than intense

forms that may have immediate consequences like being suspended or fired. Their

dependence on their jobs drives people to continue to work for organizations they

do not have faith in. But, they try to address the dissonance and ensure a balance

in the relationship by developing retaliation intents towards their organizations.

The theory of planned behaviour (Ajzen, 2001) states that intentions get translated

into behaviours depending on the perceived control over circumstances. When there

is an opportunity to translate intents into actions, there is a greater likelihood that

healthcare service providers experiencing burnout would resort to retaliatory

behaviours against the hospital. This finding adds to the existing literature that

links burnout to non-participation, time lost on the job, absenteeism and attrition.

This study also highlights the retaliation intents among healthcare service providers

in the Indian context. The research on retaliatory intents is nascent and this study

which focused on Indian healthcare service providers indicates that burnout can

have repercussions not only on an individual’s personal and family life, as suggested

in previous literature, but also on the job front. Retaliatory behaviors are a cost to

the organizations and could hamper effective functioning in the workplace. This

may have serious repercussions as the healthcare services personnel play a vital

role in service delivery. Hospitals may lose their credibility if their staff engages in

behavior that could be harmful for the patients and customers. Indian healthcare

sector is set to grow rapidly in the next decade and is expected to be a significant

contributor to the growth of medical services of international standards. Hence,

members of the healthcare services sector cannot afford to ignore the stress and

burnout among their staff. Efforts to mitigate the burnout levels among the

healthcare service providers could offset the retaliatory intents.

The study of retaliatory or counterproductive work behaviors is a vital emerging

area. The research work in this field is in its nascence and can be extended to

diverse subpopulations of the workforce to develop a holistic picture of the different

antecedents to retaliatory behaviors in organizations. This can provide a direction

to organizations regarding the suitable measures that can be adopted to mitigate

their effect in organizational context.
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Leadership Ethics in Today’s World:

Key Issues and Perspectives**

Abstract

“Leadership” is in the spotlight today. Every aspect of leadership and its attributes are

being intensely examined, questioned and re-defined. The absence of respect, honesty,

integrity and trust at the leadership level would be catastrophic for any institution,

organization or company. The concerns about failure of leadership extends to all institutions

and groups and communities are responsible for social change whether they are governments,

business organisations or civil society groups. These concerns are being voiced at a time of

high expectations among citizens that leadership can address the political, economic, social

and moral challenges of their societies. In the present global context, unethical conduct

by leaders has brought ethics to the centre of discussion on leadership and its role in

today’s world. What constitutes ‘leadership ethics?’ How do we bring ethics into leadership

in practice? This paper looks at the importance of Leadership ethics as the main theme

with an overview of the key issues and perspectives on ethical leadership in theory and

practice.

Introduction

The term ‘Ethics’ is defined by the Oxford dictionary as ‘a set of moral principles’.

The discourse on ethics and ethical conduct is therefore about universal values and

concepts of right and wrong, good and bad. In simple words, ethics and morals both

relate to “right” and “wrong” conduct. However, ethics refer to the series of rules

provided to an individual by an external source, e.g. their profession or religion.

Morals refer to an individual’s own principles regarding right and wrong. A great

deal of attention has been given to these issues in the literature on the subject.
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Theoretical approaches to the concept of ethics and ethical behaviour involve many

disciplines including philosophy, psychology and sociology, among other disciplines.

It is useful to briefly refer to the philosophical approaches to the concept of ethics

before looking at some of the issues in operationalizing ethics in the practice of

ethical leadership.

Conceptual Issues

There are many general approaches which leadership ethics can draw on to provide

a conceptual framework. Societies at different times and in varied cultural contexts

have tried to set out the attributes of “good” leadership in terms of moral principles.

Ancient texts refer to moral principles and moral choices for human action. The

Srimad Bhagavadgita mentions action that is “conducive to blessedness – imbued

with the quality of goodness.” (Text XVIII, 10:297). The text makes a reference to

an intellect that “correctly determines the paths of activity and renunciation, what

ought to be done and what should not be done…..” (Text XVIII, 30: 306). Moral

conduct is one of the major themes of the Gita.

The Confucian approach elaborates the necessity for virtue and morality in

leadership and the attributes of moral leadership. It holds the view that leadership

must be “equally based on moral principles and the ethical vision of a good life.”

(Becker, 2009, 9)

The Utilitarian approach formulated in the early nineteenth century by Jeremy

Bentham (1748-1832) and John Stuart Mill (1806-1873) – based on the attempt to

do “the greatest good for the greatest number of people” – is rooted in the principle

that ethical choices should be based on their consequences. Acting on the basis of

this principle implies “weighing outcomes” (Johnson, 1952: 155) with full knowledge

of the consequences – a principle that may not be easy to apply in actual contexts.

Other theories give priority to ‘Justice’ and the removal of inequality as the definition

of ‘fairness’- this is a view associated with the work of Rawls (Rawls, 1971).

The Kantian view based on the work of Immanuel Kant (1724-1804) is that there

are universal principles of morality that need to be acted upon without exception

and “people should do what is morally right” regardless of the consequences

(Johnson, 1952, 158).

There are many other systems of thought that have contributed to the discussion

on ethics and moral leadership. Normative perspectives on ethical leadership are

largely derived from one or more of these approaches. There is therefore no lack of

guidance from philosophy on the moral content of ethics and ethical choices.
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Leadership Ethics

Leadership Ethics is derived from value-based moral principles and include principles

such as justice, fairness, non-coercion, trust, integrity, honesty and transparency.

Johnson cites the work of Burns to differentiate between ‘terminal values’ such as

liberty, equality and justice and ‘instrumental values’ such as responsibility, fairness

and honesty (Johnson,1952: 190). In other words, there are broad abstract ethical

concepts, and these lead to other moral attributes derived from them, to be reflected

in the practice of ethics in leadership.

The emphasis on ethics in leadership is due to the fact that ‘effective’ leadership

may not be the same as leadership founded on ethical principles. Goal-directed

leadership alone, important as it is, may differ from a framework of leadership

based on ethics. Similarly, efficiency as an objective may not always or necessarily

be achieved by ethical means.

Ethical Leadership in Business Organizations

The enormous attention on the issue of ethical leadership at the present time

raises several issues. Given the importance of ethical leadership, how is this norm

to be attained in practice? The challenge is to move from the philosophical standpoint

as formulated in theoretical approaches and apply them to the real world where

clarity is needed on how ethical leadership acts to bring about change. Leaders are

in a position where they can and do influence outcomes. For this reason, the thrust

towards responsible and transformational leadership becomes important.

‘Transformational’ leadership is the “ability to make social changes” (Stewart, 2006).

This form of leadership, in Burns’ formulation, is one that “begins on people’s

terms, driven by their wants and needs.” (Quoted in Ibid: 10). This places greater

emphasis on the results of ethical leadership with the criterion that good leadership

is one where wider transformations are achieved.

The process of putting ethical principles into practice by leadership in organizations

is a prime requirement at the present time when unethical practices have gained

worldwide attention and the role of leadership is being increasingly questioned.

There is a growing realization that growth rates, profits and ‘numbers’ are not the

best indicators of successful organizational performance. There is a need for

emphasis to be shifted to a more value-based thrust in business organizations.

Where does one start in fostering leadership ethics in the business world?

The Caux Principles framed in 1994 are one example of efforts in this direction.

Inspired by the values and moral standards set out by Buchman in 1938 in Caux,

Switzerland and the emphasis on “the unity of our essential humanity”, the Caux

Round Table (1986) became a Forum “for business to articulate its worldwide social

obligations.” (Dalla Costa, 1998, 135). The ethical ideals on which the principles
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are founded are a respect for human dignity and the Japanese concept of kyosei

(living and working together for the common good). (Caux Principles, CRT website).

The seven principles of the Caux declaration have been re-framed following the

current crisis in global capitalism. The key principles include extending the

responsibility of businesses towards stakeholders, with obligations for honesty and

fairness; orienting the effects of business toward innovation, justice and world

community; to contribute to economic, social and environmental development.

(Ibid.).

Ethical Orientation in Business decisions

Leaders’ actions and decisions take place in a specific real-world context where

the abstract gives way to concrete reality. The abstract moral principles on which

ethics is grounded become the basis for ethics in leadership practice.

Leadership involves several areas where ethics and the moral commitment enter

in.

The leadership’s Vision and its articulation is a reflection of ethics in its framework

and content. . However, vision has no meaning if it is merely a long-term view of

goal-driven change, without moral foundations and moral commitment. There is a

need for vision to have clearly defined values, though vision may “implicitly” have

ethical notions of what is good. (Ciulla, 2005).

Ethics are of immense importance in leadership decision-making. This is the area

where ethical dilemmas often have to be resolved and where difficult choices have

to be made between right or wrong, good or bad. One of the suggested ways of

bringing ethics into business organisations is through an ‘Ethical Orientation’ plan

(Dalla Costa, 1998: 237). The plan looks at strategic decisions from an ethical

perspective. This can have an impact at all levels of the organisation by making

them more attuned to ethical norms and considerations. This would be a long-term

initiative that includes processes of management responsibility, employee and

contract areas, audits, etc. The ‘Implementation Plan for an Ethical Orientation’

(Ibid: 258) includes, for example, questions based on an ethical perspective:

� “How has an ethical orientation been integrated with strategy?”

� “How is senior management accountable for ethical performance?”

� “How is ethical orientation expressed in recruiting and hiring?”

� “Do all individuals in the company understand the ethical orientation and

their responsibility for compliance?”

These sample questions are a step forward in bringing ethics into the many aspects

of an organisation’s day-to-day functioning. Similar efforts to extend ethical
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orientation to more areas may go a long way in transmitting leadership ethics to

the rest of the organization.

The relationship of the leader with others is a key area where ethical leadership

matters. When we focus on leadership issues alone, there is a tendency to

underestimate the importance of the large number of people who are ‘followers’

of the leader. Building relationships based on trust, respect and equality and

establishing a “web of inclusion” is one of the tasks of responsible leadership (Dalla

Costa, 1998, 215). The role of leadership in this context is to ensure workplace

ethics by personal example and help to raise motivation levels.

Social responsibility has gained importance as a key area where ethical leadership

can act, with the involvement of employees, in a wider context to build a more just

society and further the articulated Vision of the organization.

Inner Governance: ‘The Heart of Leadership’.

The importance of leadership ethics and the need for ethical behaviour by leaders

brings the focus on to the leader. Since much depends on the personal qualities of

the leader, ethical awareness needs to begin with the leader herself/himself. The

starting-point is the view that one cannot influence others without fully

understanding oneself. The individual ethical value of leaders has to begin with the

self to have an impact on others. Through the process of self-knowledge, individuals

can become more attuned to the demands of ethical leadership and begin to

influence other people. This is one of the reasons for an emphasis on the importance

of inner governance in discussions of ethics as it represents “the heart of leadership.”

Beginning with the self is one way of gaining self-knowledge with the aim of gaining

self-control. Self-knowledge and self-control are stated to be the most important

factors in leadership development (Ciulla, 2003: 23). They open the way for the

“inner compass” that points one in the ethical direction (Mihelic et al, 2010: 5)

The process of beginning with the self is for ethical values to be internalized by the

individual. This can lead to the “complementarity” of the inner self and the outer

self (Waggoner, 2010: 31) that is necessary for ethics to become the basis for action.

Self-knowledge is aimed at developing capabilities for ethical leadership. Some of

these capabilities relate to emotional intelligence and the ability to understand

and respond to others. Another capability that is critical for leadership is to

“communicate a compelling vision to others” (Lash, 2002). The development of

these attributes can lead to an ethical framework in leadership practice.

Attaining self-knowledge is not without impediments. Challenges of attaining self-

knowledge include a proper understanding of introspection and other methods of
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knowledge. Introspection forms the basis of self-knowledge as no other method of

knowledge gives direct access to its objects. Direct access essentially includes

directness in epistemic sense as well as metaphysical. If access to one’s mental

states is epistemically direct, it must also be metaphysically immediate.

There is another extreme view that denies self-knowledge being truly special as

Ryle (1949) claiming that each of us is always present to observe our own behavior

and difference between self-knowledge and other-knowledge is merely a matter of

degree.

Looking Ahead

The challenges faced by today’s globalised world need to be addressed by a

perspective based on universal ethical principles. Ethical leadership is important

but so also is the need for ethics at every level of society. Bringing ethical

perspectives in every walk of life is the real challenge at the present time.

Since we are all interdependent and interconnected, there have been calls for a

“global ethic” to ensure that ethical practices are followed by all. (Dalla Costa,

1998:143). The global ethic is to be firmly rooted in justice, fairness based on

equality, respect for human dignity, and environmental responsibility. In Dalla Costa’s

words:

“The global economy, with its momentum, inconsistency and amorality, is

developing much more rapidly and substantially than the sense of global

community with which to moderate, interpret and ground it……(the global

economy) unleashes all that is selfish about human nature without a global

sensibility necessary for the well-being of humans and our natural

environment.” (Ibid: 20)

Developing that sensibility in leadership is the task ahead.
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Lt General A.K. Singh (Retd)*

National Security and Governance**

To begin with, what is the motivation to come and talk here? As an Army General, it

is part of my ethos to give back to the organisation and share my experiences in a

large number of army institutions. I was coming to talk at the College of Defence

Management on “Strategy and Military Strategy” and my Chief Secretary suggested

that I also visit the Administrative Staff College of India. That’s how Dr. Rao (Director

General, ASCI) kindly agreed to invite me for a talk.

It was a pleasant surprise to see that the first principal, who established this college

way back in 1957, was none other than our ex-chief, General Shrinagesh. I think it

is high time that the people in uniform start associating with this college in some

way or the other. Mr. Padmanabhaiah (former home secretary) has also expressed

similar views. In most advanced countries there is a very healthy interaction between

the people in uniform and those in the private sector. That’s how we pick up the

best practices from each other and this has been my endeavour - both when I was

in uniform and out of it. Today, I plan to share a few thoughts on National Security

and Governance.

The subject I will cover is of great importance to all of us. As we progress through

the 21st century, many issues confront our country and I dare say a large number of

these issues are common to our part of the world; people who live in South Asia

and, I suppose, friends from Sri Lanka present here will derive some benefit out of

my talk.

Concept of India

Ladies and gentlemen, to start with, let’s be clear about the concept of India.

India’s culture has been marked by a high degree of cultural pluralism and the

capacity to absorb outside influences over centuries. Notwithstanding its ancient

civilization and inherited wisdom, India remains somewhat tentative and insecure

about the use of power in the 21st century. In the process, our efforts to develop

* Lt Governor, Andaman & Nicobar Islands

** A lecture delivered on June 11, 2014 at ASCI, Hyderabad. Lt Governor reviewed

the text of the lecture and added a few more points later
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and shape an indigenous strategic identity have also been ad hoc, and sometimes

not in our best interest. The preamble to the Indian Constitution spells out the

basic philosophies underlining the Indian nation state – the key aspects are

sovereignty, a democratic republic that is socialist and secular and one that provides

its citizens justice, social, economic and political. Also enshrined are liberty of

thought, expression, belief, faith and worship, equality of status and of opportunity

and to promote among all its citizens, fraternity assuring dignity of the individual

and the unity and integrity of the nation. I find all this quite remarkable, and I

think most citizens would do well to read the preamble to our Constitution.

Status Check

So, let’s do a status check on where have we reached in our journey in the last six

to seven decades. Given the challenges that faced India at birth, not many had

given her a chance to succeed in the manner that we have. The story of emerging

India is, therefore, catching the imagination of the world and whether we want it

or not, India, in my opinion, will be a player on the world scene: our growing

economy, our intellectual capacity and our acknowledged military power will ensure

so. India today is a major stakeholder and is using this power to reconfigure relations

with the major powers of the world. For example, with the US, we had a people

and trade-driven relationship, which we are now converting into a strategic

relationship..

We are still tentative in our relationship with China, and I suppose with the new

government in place, this will also evolve over a period of time. Shedding its non-

alignment and wanting to retain strategic autonomy, India is leveraging its stakes

into positions of influence, thus giving credence to its policy of “Omni Alignment”

as compared to what we use to follow earlier, Non-Alignment.

There are many positives in the emerging India story. An emerging economy to start

with, a vibrant middle class that has raised consumption levels significantly, thereby

creating a huge internal market, a vigilant and powerful media which works as a

watch dog, however imperfect that may be. But I think the most important leap of

faith taken by emerging India is a change in our attitude: from an earlier attitude

where we said “let me not lose” to our present attitude where we say “I can, I

shall, I will”.

Notwithstanding this huge leap forward, there are enormous challenges that have

to be met in the areas of rural development, urban sustainability, national

infrastructure and human capital. The priority now must not only be growth but

the triple canons of growth, inclusion and environmental sustainability. As one of

the most crowded countries, India needs to address this more urgently than others.
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Let us now look at the challenges our country faces today. Despite great economic

and political progress, India remains somewhat a fragile state and society. There

are religious faultlines, there is economic polarization with obscene wealth

accumulation and abysmal poverty living side by side, and that is an unpalatable

truth of the 21st century India. Hunger still stalks large numbers, food grains are

abundant but the distribution is warped. Corruption seems to be prevalent

everywhere, which has generated the current backlash. The new government under

our Hon’ble Prime Minister, Shri Narendra Modiji has given a new direction and

momentum towards growth, overcoming the myriad challenges we face.

Let’s talk of the demography – a growing population from 1.04 bn in 2000 to 1.21 bn

in 2010, probably stabilizing to 1.6 bn in 2050. It comes as a package - the good

news is that the world has acknowledged India’s young entrepreneurial youth power

because they are the game changers. But this youth bulge can also be a ticking

time bomb if we are unable to create the right opportunities and the hope of

progress. A million graduates every year sounds good but where is the employment?

I think the present government has rightly identified this as one of the major

challenges. The Hon’ble Prime Minister’s call to stress on “Speed, Scale and Skills”

is indeed timely, along with the necessity to harmonise developmental and

environmental issues.

National Security

Against the backdrop of where we stand today, let’s look at national security. The

concept of national security in the 21st century encompasses five determinants.

These are political stability, economic growth, diplomatic and military strength,

societal development and environmental protection. In today’s world, competition

is more in the economic sphere than in the military field. National power is being

measured more in terms of per capita growth in GNP than pure military prowess.

The other phenomenon that impacts national security in the 21st century is the

diminishing power of the state. Concentration of economic power in private and

multi-national businesses and financial institutions, increasing influences of non-

governmental organisations and non-stake actors is eroding state monopoly on power.

Yet, mind you, the expectations from the government have not reduced, leading to

pulls and additional pressures. The rise of sub nationalism, ethnicity and assertion

of political identity are other unpalatable truths of the 21st century.

Therefore, against this backdrop, let’s look at the security environment in India. I

will start with the external environment. India has the disadvantage of being in

close proximity to what is being described as the epicenter of “global terrorism”

and we have seen the effects of that over the last decade or two. Combined with

that is the unpredictable and sometimes deteriorating relationship that we have

with our periphery and the unstable political climate in some of our neighbouring
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countries. This renders any fair estimation of Indian preparedness to deal with the

security challenges and tasks a challenging exercise.

Pakistan

Due to shortage of time, I shall confine myself to Pakistan and China, our two major

neighbours. Let me talk of Pakistan first. In my view, Pakistan continues to remain

the principal national security challenge in the short term and in all the military

dimensions: sub-conventional and conventional with a nuclear backdrop. The

Pakistan army remains fixated on implacable hostility towards India as a strategic

fundamental, and despite India extending its hand of friendship on numerous

occasions - the last one being when our Prime Minister invited the PM of Pakistan –

we do not see any basic change in their attitude. We hope it does change. Moreover,

irrationality of Pakistan cannot be excluded from our security calculus, more so on

account of its internal contradictions. So what should be our strategy to deal with

Pakistan? I think as a neighbour, our strategy must be one of friendship and the

Indian government and the Indian people are actually quite keen on developing this

friendship between the two countries. But let us also be clear that it takes two to

achieve this. Our hand of friendship cannot be taken as a sign of weakness. Pakistan

must also realize that there is a limit to India’s patience and that there will be

costs to continuing misadventures against us.

China

As far as China is concerned, there are issues of convergence and issues of divergence.

Despite the positive progress in India-China relations in the past three decades,

unresolved border issues and mutual distrust still remains. Added to this is the

often repeated unpredictable behaviour of various organs, especially the PLA, as

you often keep hearing in the media of the various transgressions that continue to

occur on the line of actual control. We also cannot ignore the massive development

of infrastructure in the Tibet autonomous region and the related rapid deployment

capability of PLA. China, therefore in my view, remains the major long-term

challenge to our national security. I would not use the word ‘threat’ but the word

challenge would be more appropriate. What should be our strategy towards China?

I think engaging on multiple levels: trade, commerce, cultural and political

engagement, but from a position of strength. We need to build up our strength,

both in terms of infrastructure and military capabilities and I am sure that this is

what is happening. Environmental hurdles, which have for long impeded development

of infrastructure on our eastern borders, are being harmonized by the new

government on priority.

Internal Security

Let me now come to the internal environment. While there are large positives in

our growth story, there are significant challenges in the internal realm. India’s
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internal security challenges can be categorized under two heads - insurgency and

extremism. There has to be consensus on several issues if India has to avoid continued

and serious internal strife. First, we need to build a credible state that makes

citizens feel secure; second, we need to develop models of governance that can

address the sense of disempowerment in certain sections of the population. Third,

we need a political culture that is tuned to diffusing conflict. Fourth, fair and

transparent law enforcement and quick and efficient judicial apparatus are required

to tide over various types of extremism. Fifth, good governance and delivery of

services and social-economic justice, commensurate to the ideals enshrined in the

constitution, become imperative.

Notwithstanding this, people who pick up arms against the state must be dealt with

very firmly and without any ambiguity. The state police forces should be the main

responders and for this, they should be modernized and strengthened. The CPOs

and the armed forces should be in a supporting role except where there is direct

foreign involvement. It is indeed a complex task to determine which of the two

threats, external or internal, will be greater for India. In fact, both get inter-

related at some level and, therefore, both threats need to be tackled

comprehensively if India is to emerge strong.

Do we have a policy for internal security? I don’t think it has been articulated in a

very formal manner but in practice, we can decipher the following contours of a

policy. The first is one of patience in dealing with such situations in the internal

realm. The second is one of inclusive growth: bring such people into the mainstream

without compromising on national sovereignty, and, lastly, use of power but with

an aim to win the hearts and minds - a velvet glove for the people and an iron fist

for those who take up arms against the state.

Strategic Culture

If we are to understand how our response to national security has developed, we

need to understand India’s strategic culture. First, geography itself. India has never

been a single strategic entity in the form it exists today. Moreover, there has been

an insular perspective because of the way that we are situated, Himalayas to the

North, seas in the South; therefore, a tradition of localism and particularism and

an insular and inward-looking focus remains predominant.

Even historically, there have been limited periods of national unity in ancient India

where there was a notion of what we know as ‘Bharat’. There has very rarely been

a focus or importance given to strategic defence of India as a whole, rather it has

been each principality looking after its own security affairs. And that strong tradition

still continues in India. Then, of course, there are effects of our culture, social

structures and religious beliefs. Indian culture keeps India united. India’s unique
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culture imparts tendency towards diversity and accommodation to existing reality.

Our great capacity to absorb dissimilar concepts and theories; anybody who came

to India was absorbed. The caste system has been conservative and has propagated

a non-innovative mindset, a status quo approach. Even after independence, there

was little structured strategic thinking and even then, in compartments. However,

things are beginning to change and we are sanguine that the new government will

arrest this drift and define a comprehensive strategic direction.

So far, Indian grand strategy has de-emphasized the use of force and, consequently,

the military and security establishment have received little strategic guidance.

Indian defence needs reform and we need to start at the beginning, with a clear

vision of the role of the military and use of force in the country’s rise as a great

power. This vision must balance domestic and external threats to security, including

non-traditional and non-military challenges.

As far as response strategy is concerned, I think that’s a very delicate subject.

When we get down to the operational mechanics of it, yes, there have to be various

responses available to a government - it cannot be an all out or nothing situation.

In my view, there has to be a greater response matrix that is available to the

government on an escalatory continuum – what option the government would choose

to exercise in a particular situation would be a very carefully thought -out decision,

taking into account the aftermath of the response and the escalatory matrix that

could well follow. I would leave it at this, but let it be clear that even India’s

patience is finite and should not be construed as a weakness: there would be costs

to any misadventure against us.

Matters Military

Of late, the Armed Forces are getting more & more into the news, specially the

electronic media. Recently, I was taken aback to see full-fledged discussions on

operational matters by armchair journalists, strategists and, of course, those out

of uniform. It is a domain that should remain sacred to those who have responsibility

& accountability.

Having been in uniform for over 40 years, it is my pleasure to use this forum to

share a few thoughts on matters military.

Role

The Armed Forces have a primary and a secondary role, which you are well aware

of, but they also have a derived role which encompasses:-

� Nation building, especially in remote areas.

� Employment generation.

� Enhancing India’s image through their conduct and professionalism.
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� Pool of disciplined & skilled manpower (60,000) who retire every year and

contribute to society.

� Contribution in sports, environment etc.

Core Values

Apolitical, secular & high level of personal & professional integrity - a true reflection

of the Constitution of India.

Tenets of Indian Military Philosophy

� Multi-front obligations.

� India, not part of any military alliance or grouping, needs an Independent

Deterrent Capability.

� A versatile capability across the spectrum of conflict.

Where do we stand & what are the challenges

The Armed Forces are the last resort of the nation; they can’t afford to fail or think

of being runners-up even once; and the Indian Armed Forces are very conscious of

this responsibility.

Operationally, the armed forces are capable of fulfilling their assigned roles. Yes,

there are shortfalls, some severe - but they do have the minimum wherewithal

even though they may not have the optimum.

Leadership

Leadership in every situation has three constituents: The Leader, the Led & the

Environment. So how does leadership differ in the Armed Forces?

� There is an unlimited liability contract between the soldier and the

organization. You go where you are asked to and accomplish the assigned

task, even at the cost of your life. In return, the armed  forces assure you

that they will look after you and yours.

� Deal with life & death issues - not profit/gain.

� Last resort of the nation and, therefore, cannot be runners-up even once.

The challenge is to develop and nurture combat leaders as distinct from event

managers. Leaders, who lead from the front, look after their men & stand up when

the chips are down, are forthright, bold and transparent. While the Armed Forces

are doing well on this front, being self critical, they must continuously reinforce

this. In fact, as Southern Army Commander, my recipe for a ‘Good Military Leader’

was;

“Humility in his Persona” and “Arrogance in his Uniform”.

An Arrogance based on his integrity, his competence & commitment.
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Governance

Governance is at the core of what government does or is supposed to do. So what is

governance, how does one define it and more importantly, measure it? Simply put:

“Governance is a government’s ability to make & enforce rules & to deliver services”.

It can be measured against a variety of parameters, some of which are

� Accountability of the executive.

� Rule of law rather than rule by law.

� Effectiveness of service delivery.

� Regulatory quality.

� Control of corruption & other unethical practices.

How has India evolved over the years? If you measure it against various statistics/

indicators, what inference can we draw?

� There has been improvement, but we could have done better.

� Social and society indicators are poor on most counts.

� Economic disparities continue to rise.

� There is lack of transparency in the processes of government, leading to

doubts on fairness.

� We rank at the 94th spot in a global list of 177 countries, as far as

corruption is concerned.

Has governance failed or not delivered upto expectations? If so, why?

� Governance in India has not delivered upto expectations.

� We are a young democracy (less than 70 years) – it takes time for a nation to

evolve.

� Large aspirations of a huge demographic size that wants progress to be

fast-tracked.

� Systems/institutions in the country not dynamic enough to keep pace

with the fast changing aspirations.

� Nexus between various elements and stakeholders for furtherance of latent

agenda(s), corroding welfare of the state.

� Quality of civil servants – some relevant issues are:

� Induction at an age when their mindsets are already firmed.

� In-service training programmes are not tweaked to change this mindset.
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� A number of them enter service for self fulfillment.

� There are many other socio-economic reasons which you all are well aware

of.

Way Forward

Having established that ‘All is not well’ – What is the recipe for improvement, the

‘Way Forward’.

� Is it Top Down – Top First or the other way round?

�  A code of conduct for all persons in positions of responsibility. Do we have

one? The bureaucracy has service conduct rules, but are they relevant in

today’s context? Do they  provide a moral/ethical compass to guide civil

servants?

� Does the initial and in service training prepare the bureaucracy for the

minefield outside? Periodic refreshers are certainly needed.

� Is it about the ‘Fixed Tenures’ or is it about the self!! Your own integrity,

competence and commitment.

� How do you deal with an unlawful order, do we have explicit  guidelines?

This needs formalized elaboration.

� Need for well-trained specialized corps for handling an  array  of subjects

viz. finance, defence etc. Joint secretary and above posts in Government

of India should be advertised and the best available appointed.

� Professional bodies such as those of engineers, doctors, chartered

accountants, lawyers etc. should also work for the welfare of the state and

not act as mere lobbies for their respective clients.

� Need to work out a trade-off between diffusion of power and consolidation

of power since empowered ministries in the past often became chaotic,

leading to non-delivery of services.

� Challenges posed by globalization - imply anticipation of global developments

in real time and consequential policy endowment with knowledge packed

inputs.

� Re-orienting the foreign policy so that strategic partnerships can be initiated

for furthering the economics of the nation (Production of goods, market for

the produce and resultant wealth creation)– all adding up to clarity in

strategic direction.
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Conclusion

Notwithstanding the large number of regulations and an economy trying to recover

from the crossroads of policy paralysis, the Indian story is still worth narrating with

thousands of individuals contributing to our nation’s life with a sense of commitment

and humility. There seems to be hope in the way that the new government under

our Hon’ble Prime Minister Mr. Modi has livened up the issue of governance with the

slogan “Less government, more Governance”, and a vigorous follow-up affirmative

action.

I may end by reiterating that national security threats must be assessed from the

totality of factors affecting the protection, safety, well being and contentment of

the people. Without good governance, these objectives can nullify all gains, thus

posing real threats to national security.

I will end with two quotes:-

� “There is a debt of service due from every man/woman to his/her country

& organization in proportion to the bounties which nature and fortune have

measured to him/her. Ladies & Gentlemen, I am very conscious of this &

shall do my best to live upto my obligations & the people’s expectations.

� And last but not the least, “Let’s be reminded that we (You & I) exist in such

high places only to serve the citizens and accomplish the assigned role/

tasks. Therefore, commitment to our job, fidelity to our oath and the nation

& service above self should be our guiding motto.”

Thank you – Jai Hind
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Organizational Development and Alignment: The Tensegrity Mandala

Framework. GAGANDEEP SINGH, RAGHU ANANTHANARAYANAN. New Delhi:Sage

Publications. 2013; 268 pages; Rs.795 (Paperback).

The authors have integrated their consulting experiences in organizational

development (OD) with yoga, vaastu and other such issues bringing in a fresh

perspective. This book is divided into two sections: Section ‘A’ covers the

Tensegrity Mandala framework concept, and Section ‘B’ deals with its applications

based on the consulting experience of the authors.

An organization has customarily been depicted in the shape of an “inverted

pyramid” which subsumes the complexity of cultures, systems, structures and

processes with the organization’s limitations and advantages. In this work, the

authors argue that the traditional concepts of OD and language reinforce a rigid,

hierarchical and simplistic image. Such representations have a limited impact.

To overcome this, they propose the Tensegrity Mandala framework to deal with

OD.

Tensegrity is a mix of “tension and integrity” concept borrowed from Buckminster

Fuller’s architectural paradigm. Mandala, used extensively in our context, is a

system that emerges out of rhythm, harmony and interplay of opposing forces.

Mandala legitimizes dilemmas, polarities and balance, and at the same time

denies a problem-solution linearity in management.

Organizations are perceived as interplay of four voices which co-exist as well as

compete for scarce resources. These are voice of wealth, voice of customer and

markets, voice of technology and voice of employee. The voices are seen as the

building blocks of the Tensegrity Mandala model. Tensegrity helps us restate

some of the problems of organizational conflict such as technology demands

versus wealth creation, employee needs versus investor concerns and employee

needs versus technology constraints.

A set of 12 nodal roles and leadership set roles is critical for holding theTensegrity

Mandala model in equilibrium. These are understood as roles that enliven the

investment tension (technology architect, throughput developer), strategizing

tension (business architect, business developer), improving tension (solution
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designer, innovator), valuing tension (organization architect, team developer),

serving tension (self-developer, customer delighter) and energizing tension

(craftperson, team player). Based on this, the authors introduce role-effective

dimensions and explicate illustrative role behaviours for leaders.

In this work, organizations are perceived as living systems with a personality of

their own and specific traits and characteristics. A natural consequence of this is

the existence of ‘shadows’-a set of realities and the consequent pathos generated,

which is experienced by multiple employees and other stakeholders, yet

collectively repressed. It is the role of the leadership to understand and manage

the shadow part of the organization’s identity. The authors discuss shadows like

‘anomie’, ‘alienation’, ‘narcissism’ as seen in the organzational context.

Section ‘B’ deals with the tools and techniques for applying the Tensegrity Mandala

framework. The focus here is process of mapping and diagnosis of organizational

health across organizational levels. This section presents a step by step approach

to understand the dilemmas underlying each tension and how these create stress

in the system. It includes a series of narratives to explain the diagnostic process.

This work, coming out of decades of consulting work in the Indian context, presents

a new and interesting model to look at OD. With a host of illustrative examples

and exercises, the book facilitates learning and application of the concept.

By Dimple Grover, Associate Professor, Human Resource Area, Centre for

Management Studies, ASCI, Hyderabad (e-mail:dimple.grover@asci.org.in).



Corporate Reputation Decoded: Building, Managing and Strategising for

Corporate Excellence. ASHA KAUL, AVANI DESAI. New Delhi: Sage Publications.

2014; xx + 299 pages; Rs. 595 (paperback).

Since we live in an economy where a substantial share of the market value comes

from intangible assets such as brand equity, intellectual capital and goodwill,

organizations are especially vulnerable to anything that damages their reputations.

A 2007 study by Aon Insurance found that “reputation risk” is the number one

concern of CEOs globally. Studies have found that organizations with better

reputations do better financially, attract and keep talent at lower costs, have

lower costs of capital and easily gain support from the government and other

stakeholders in times of need.

The reason the authors of ‘Corporate Reputation Decoded’ give for the increasing

attention being paid these days to reputation is this: “The rules of the game

have changed... no longer is the success of a company measured only by its

financial performance…internationalisation and globalisation have led companies

to focus on communicating what they have done, what they are doing and what

they plan to do to enhance the triple bottom line, that is, people, planet and

profits.” Given this scenario, the book assumes great relevance.

The book moves seamlessly through discussion of the various facets of corporate

reputation – what it is, how it can be built and managed, and how to chalk out

strategies to promote it. The authors define reputation in the beginning of the

book as “the perception of stakeholders based on the sum of their expectations

and company dialogue and behaviour.” They continue to flesh out this definition

throughout the book, giving a many-sided and multi-faceted view of the concept.

The authors opine that reputation can act both as a tool (to promote competitive

advantage) and as a hammer (one that inflicts damage when reputation is dented).

They point out three ways of measuring reputation: (1) Company behavior,

processes, employees and culture, (2) Board composition and governance

practices, and (3) Value proposition created and ability to address varied concerns

[of stakeholders]. Then they go on to discuss how one can build a ‘Corporate

Reputation Index’.

Understanding and responding to internal and external stakeholders’ needs is

seen as critical to attaining a good reputation. In this context, strategies for

communicating with stakeholders are discussed, and also the benefits of engaging

with stakeholders.

The authors say that best practices of corporate governance matter to investors

and lead to trust in the organisation. The case of Satyam Computer Services is

highlighted to show the importance of corporate governance. The book discusses
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the other ways to build reputation, namely, (1) Skillful, value-driven and

communicative leadership, (2) Investor relations management via a separate

team/department for it in the corporation, analysts and media coverage, and

(3) Judicious corporate political activity in the form of intense lobbying and

contributions to trade associations.

Once a reputation is built, it has to be managed. So, the book discusses that

next. It says that Corporate Social Responsibility (CSR) practices have to be taken

seriously, and properly communicated and reported to achieve trust and visibility

in the minds of the various stakeholders. Then the role of media, including social

media, is discussed with regard to how it can influence reputation. Several

strategies are analysed in this context. The authors observe that if CSR and

media relations are handled properly, then the corporation will have an easier

time in tiding over a crisis because the stakeholders would be more willing to

make allowances for temporary lapses on the part of the corporation.

The above factors help a company devise a strategy for building and maintaining

its reputation. This strategy needs to align the values, vision and mission of the

organisation with regard to its objectives and goals, the logic of the marketplace

and the environment in which the corporation is operating.

A major highlight of the book is its nearly 100 case studies given in boxes. These

case studies throw ample light on the various topics related to corporate

reputation. For instance, some of the cases discussed are the dent in reputation

for sustainability of Vedanta Resources, TCS’s reputation being sustained through

referrals, Hindustan Lever’s engagement with stakeholders, usage of Youtube by

Tata Group to communicate its vision and mission, and the savvy usage of media

by ICICI to clarify its stand in the wake of the 2008 financial meltdown that had

led to rumours about its insolvency. The discussion of the cases is excellent and

serves to elucidate and amplify the ideas discussed in the text.

The book adopts both theoretical and practical approaches, with its many “how

to” discussions. Hence, it can serve not only as a textbook for students and

others interested in the subject, but also as a guide and user manual for

practitioners concerned with corporate reputation. Other features that make

the book reader-friendly are the ‘Conclusion’ and ‘Key Points’ given at the end

of every chapter.

The only thing one wonders is whether the authors could have brought in insights

on reputation from the discipline of psychology. Be that as it may, this book

should find a place on the bookshelf of everyone concerned with corporate

reputation in any manner.

By G. Surender Reddy, Director, Entrepreneurship Development Centre and

Sreenidhi Institute of Science and Technology (e-mail:gsr123@gmail.com).
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India Policy Forum 2012-13 Volume 9. Edited by SHEKHAR SHAH, BARRY

BOSWORTH AND ARVIND PANAGARIYA. New Delhi: Sage Publications, 2013;

xxiii+238 pages; (paperbock)

The book comprises papers and highlights of the discussions at the ninth India

Policy Forum (IPF) held in New Delhi on July 17 and 18, 2012. The IPF is a joint

venture of the NCAER, New Delhi and the Brookings Institution in Washington.

The first paper on ‘Priorities for Primary Education Policy in India’s 12th Five-year

Plan’ authored by Karthik Muralidharan starts with the correlation between

average years of education in a country and its growth rate. Micro-evidence on

the return to education consistently finds positive returns to primary education

in developing countries ranging from 7 to 10 percent per extra year of schooling.

The author, thus, emphasises that investments in education are essential for

aggregate economic growth as well as for enabling citizens to participate in the

growth process through improved wages and employment.

However, he states that while India has made considerable progress in improving

primary education when measured by the quality of schooling inputs (including

student enrolment and retention), the progress on learning outcomes has been

minimal. Thus, the urgent priority should be to improve the quality of education

not just in terms of inputs and student enrolment/retention but also in terms of

learning outcomes.

The author also states some facts on primary education in India such as the

improvement of school quality as measured by inputs, disturbingly low levels of

student learning and an increasing and widespread exodus to fee-charging private

schools. He reviews evidence on causes and correlates with learning outcomes,

with a comprehensive focus on pedagogy (remedial instruction, technology-aided

instruction), governance (teacher absence, monitoring, contractual structure,

performance linked pay) and demand side interventions (providing better returns

on education).

Giving policy recommendations such as making learning outcomes an explicit

goal in primary education policy, undertaking curricular reforms, expanding the

use of locally hired teachers, and investing in governance (especially teacher

performance measurement & management), the author concludes the paper

suggesting a move from recommendations to implementation. The author suggests

that the best approach for implementing reforms would be for the central

government, under the 12th plan, to provide States with pools of flexible funding

that will allow them to experiment with ways of improving learning outcomes in

a cost effective way.
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The second paper of the series, titled ‘Policy lessons from the implementation

of India’s Total Sanitation Campaign’, is written by Dean Spears and focuses on

the one of India’s flagship programme. A very valid point made by the author is

that the Total Sanitation Campaign’s (THC) initial success is due to the Nirmal

Gram Puraskar (NGP), an incentive for village governments.

The introduction begins by pointing out the huge problem of open defecation in

India, where nearly 600 million people don’t have access to proper toilets. The

paper draws policy lessons from the first 10 years of latrine construction under

TSC from 2001 to 2011. The author first points out seven policy lessons- improving

sanitation, promoting and incentivizing latrine use, publicly-supported sanitation,

incentives to local leaders, additional benefits of extending effective sanitisation,

safeguarding the quality of administrative data, and investing in large datasets

about health outcomes.

Section 2 of the paper presents evidence on the importance of sanitation for

health and human capital, and the costs of open defecation. Section 3 reviews

research on the effects of TSC on health and human capital, and computes that

the first ten years of the programme will have prevented an infant death for only

a few thousand dollars.

Section 4 documents that villages are a critical level of governance for the

implementation of sanitation programmes. Section 5 studies heterogeneity among

Indian states in the effectiveness of TSC latrines, and concludes that there is

still much room for further effort.

Section 6 concludes with reviewing policy opportunities as the TSC becomes the

Nirmal Bharat Abhiyan (NBA). The author lays emphasis on the positive effects of

TSC, especially aspects like improved mortality rate, and positive effects on

children’s height and cognitive achievements (as cited by Spears’ paper in 2012).

Cost effectiveness of the programme is also studied as an average TSC expenditure

per Expected Infant Death Averted.

The author further explains Sanitation Coverage and TSC Take-up, calling it a

village-level process requiring co-ordination. The directly proportionate effects

of village governance and effects of the Clean Village Price are next shown. The

author concludes by studying heterogeneous effects of TSC on infant mortality

and the marginal costs and benefits of the programme.

The third paper is titled ‘The Demographic Dividend: Evidence from the Indian

States’ by Aiyar and Mody. This paper, assuming India’s contribution to the global

demographic transition ahead, exploits the variation in the age structure of the

population across Indian states to identify the demographic dividend.



The authors introduce the paper by saying that an increase in the working-age

ratio due to a demographic transition (especially in LDCs) can raise the rate of

economic growth, and hence confer a “demographic dividend”. This can occur

through many channels. First, there is the labour-input effect, whereby a greater

proportion of workers in a fixed population produce more output per capita.

Second, generally since workers save and dependents do not, a bulge in the

working-age ratio contributes to higher savings rates, increasing the domestic

resources available for productive investment. Finally, the fertility decline, which

is the source of the changed age structure, may induce higher productivity through

associated attention to primary education and health, and may also encourage

greater female labour supply.

Section 2 of the paper reports on state-specific trends in the age structure of the

population and its correlations with income growth. Section 3 describes an

econometric framework that is used in sections 4 and 5 to estimate the

demographic dividend, paying attention to various robustness considerations.

The authors then use the regression coefficients in section 6 to quantify the

contribution of the demographic dividend in the past four decades and in the

decades beyond.

In conclusion, the authors state that a substantial part of India’s growth

acceleration since the 1980s can be attributed to demographic change.

Demography was supportive to the extent that economic reforms unlocked India’s

growth potential, but the evidence in this paper is more favourable to a view

that the age structure was an independent source of growth. Little empirical

evidence is found to show complementarities between demographic variables

and various facets of social development or the policy environment. While the

largest expansions in the working-age ratio to date have occurred in southern

and western states, which have led India in terms of recent economic growth,

the bulk of the remaining demographic transition will be concentrated in lagging

states, thus raising the prospect of substantial income convergence between

rich and poor states.

The fourth paper in this book, ‘Sustaining Groundwater: Role of Policy Reforms

in Promoting Conservation in India’ by Sheetal Sekhri, studies how groundwater

can be conserved in a sustainable manner. It uses data from monitoring of wells

across the country to identify depletion hotspots and evaluate the impact of

two policies - rainwater harvesting mandates and delaying of paddy transplanting

time - on water tables. Since rainwater harvesting mandates did not have

beneficial effects on water tables in the short run and delayed transplanting of

paddy, the result was an increased use of groundwater.
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The introduction f the paper states that India is the largest user of groundwater

for irrigation (approx. 230 billion cubic meters per year) compared to other

countries, and besides agriculture, around 80 percent of the rural population

relies on groundwater for their drinking water needs. Since India’s legal framework

allows for unchecked open access to groundwater, riparian rights govern

extraction of groundwater. The author goes on to highlight the current

groundwater scenario and depletion trends using the monitoring wells data from

1980 onwards and the spatial boundaries of Indian districts from census of India

2001. Areas within states experienced different degrees of decline, for instance,

Delhi has the largest area experiencing the worst decline, followed by other

states.

The author then raises the question of necessity of conservation. Controlling for

district-fixed effects, year-fixed effects and district-specific trends, the paper

uses the plausibly exogenous fluctuations in groundwater depth from long term

means to estimate the effect of groundwater scarcity on food grain production.

Since the welfare costs of groundwater depletion are very large in magnitude, it

warrants an appropriate policy response.

The various policy responses by individual state governments are then studied in

section 4. The author says that rainwater harvesting mandates were unsuccessful

in reversing the depletion rates in most of the states. It is suggested that

introduction of pricing mechanisms may help in the reduction of over extraction.

Water saving infrastructure and agriculture policies are also preferable.

The last chapter by Sharma and Singh is titled ‘Information Technology and

Productivity’, where the authors state that India’s manufacturing sector is

receiving renewed attention as an under-performer in contributing to the nation’s

GDP and employment growth, with a new National Manufacturing Policy (NMP)

stating ambitious goals for increasing the share of manufacturing in GDP.

This paper uses five years of panel data for Indian manufacturing plants to examine

the relationship of investment in IT to productivity, as measured by Gross Value

Added (GVA). The author finds that plants with higher levels of IT capital stock

have higher gross value added, controlling for other inputs. The introduction

states that since 1980, the manufacturing to GDP ratio was about 15%, a minor

increase since 1950-51 (9%). Further, the figure has been almost stationary at

16% since 1996-97. This paper tries to explore the potential linkage between the

two parts of the economy, namely, the use of IT in domestic manufacturing as a

potential avenue to spur productivity and employment growth in that sector.

Section 2 provides some background on India’s manufacturing sector, especially

in the context of the use and impact of IT in that sector, but also discussing its



broader performance. A review is done on some of the related literature on the

impacts of IT on investment, including aspects of macroeconomic evidence,

focusing mainly on studies of firm level data.

Section 3 provides an overview of the data used in the paper, which is a panel of

five years’ plant level data from India’s Annual Survey of Industries (ASIA), spanning

2003-07. Section 4 provides the results of the authors’ regression analysis of the

data, the focus being on two behavioural relationships - the factors determining

the demand for investment in IT, and factors influencing productivity at the

plant-level, as measured by GVA. Finally, the authors conclude that India’s

manufacturing sector has not grown as much as one might have expected for a

fast-growing developing economy like India. It is suggested that national policies

to spur the use of IT in manufacturing may be beneficial, and that it may be

possible to formulate them in a streamlined manner.

This book is an interesting and academically-stimulating compilation of five papers

on five major issues in India from a policy perspective. The issues are of utmost

importance and relevance for the country in the present day scenario. This book

is definitely a must-have for policy makers, researchers, journalists and students

wanting to know about the various facets of the current Indian economy.

By Subodh Kandamuthan, Associate Professor, Health Studies Area, Centre for

Human Development, ASCI, Hyderabad (e-mail: subodh@asci.org.in).
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Consumer culture, modernity and identity. Edited by NITA MATHUR. New Delhi:

SAGE Publication, 2014; x+399 pages: Rs. 895 (Paper back).

The first impression that the reader get to feel is the reader-friendly language

and expression of the editor. The introduction of the book meritscertain applause.

The scholarly contributions across the globe is an added advantage of reading

various scholastic approaches on diversified topics within the same field. The

book shall add good reference value for consumer studies as well as sociological

studies. It can also be considered as a general book as it is not intensively

promoting any particular field.

The contributions are logically arranged into three parts. The first part, which

combines contributions relating to lifestyle choices and construction of modern

identities, has papers largely trying to showcase the interface of consumer

behavior in modern world with identity. The papers induces the reader through

narration of facts to think some very challenging  questions to oneself such as -

fashion is nothing but rich peoples way of keeping poor people away; internet is

better than personal shopping for middle class as they can be on par with rich in

treatment as opposed to market behavior etc.

The second part has contributions on global markets, local needs – fashion and

advertising. The papers give insights into the intellectual exercises of decision-

making for advertising, and the subtle way of creating or demolishing brand

identity such as smoking by women, choice of dress used for advertising etc. The

papers also critically analyse the impact of globalization on small traders and

market culture, replacing value-based societies with the culture of showcasing

wealth, and the compulsion on the younger people to imitate the rest to stay

with upmarket culture at the cost of losing cultural identity.

The third part combines contributions relating to subaltern concerns and moral

subjectivities. The papers inform the readers with sufficient justifications as to

how poor people end up paying more for the same product than rich due to lack

of credit facility, level playing field and to meet the identity demand. The papers

also provide insights into how ethical consumerism is not a real alternative and

the increased burden on poor with environment friendly market choices.

The book has many more thematic construction and destruction of ideologies

and contradictions narrated with the help of experiences, facts or analysis. The

book is well-formatted with references, index etc.

By K.Vidyullatha Reddy, Professor of Law, NALSAR University of Law, Hyderabad

(e-mail: vidyullathareddy@gmail.com).
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