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Chairman’s Overview
One of the Central Bank's responsibilities is to keep the inflation at a target level. Before the global 
financial crisis in 2008 Central Banks used to manage this task by adjusting the interest rates at 
which commercial banks borrow overnight. Thus interest rates used to be the primary tool, central 
banks use in inflation targeting.

Like lowering interest rates quantitative easing, or QE in short, is supposed to stimulate the 
economy by increasing the overall amount of funds in the system, encouraging banks to make more 
loans. This unconventional monetary policy tool was first used by Japan in 2001. The US Federal 
Reserve undertook the most successful QE effort in 2008.

However, it must be remembered that so far QE achieved some of its goals, missed others 
completely, and created several asset bubbles. You will find it interesting, in this context, a survey 
report on the experience of QE in three major economies: USA, Japan and UK as our lead article.

We also feature in this issue a number of learned articles on a range of topics such as Measuring 
Financial Inclusion, Impact of GST, Acquisition Motives of Indian Companies, Emergence of 
Clusters in India, Corporate Social Responsibility and the like.

 I am confident that this issue will be truly informative and educative to our readers.

 It added almost $2 trillion to the money 
supply. That's the largest expansion from any economic stimulus programme in history, from 2008 
to 2014.

Entrepreneurial self-efficacy refers to an individual's belief in his capability to perform tasks and 
roles aimed at entrepreneurial outcomes. It plays a crucial role in determining whether individuals 
pursue entrepreneurial careers and  make progress  Our second lead article is on Entrepreneurial 
Self-efficacy and Entrepreneurial Orientation.

Dr. G. P. C. NAYAR
Chairman, SCMS Group of Educational Institutions.
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In a milieu of economic slowdown, retrenchment in certain sectors, and 
intensified global competition, management education can play a vital role 
in the economic development of the country.  Education is the foundation 
of development. Substantial investment in human capital is essential to 
achieve sustainable economic development.

In India, management education is witnessing exponential growth in terms 
of the number of institutes. The biggest challenge of the management 

institutions today is to produce efficient managers, who can navigate organisations in the 
right direction with dynamic leadership, creating new strategies, and building a global 
partnership.  These challenges require reconfiguration of management education according 
to future needs. Artificial Intelligence, Machine Learning, Augmented Reality, Mobile Apps 
and other technological inventions are going to shape the future of management education. 

Management programmes around the world are constantly changing their curricula 
according to the changes in demographics, globalisation, and digitalisation. They use new 
teaching tools, as well. India will be a global sourcing hub soon for human resources as the 
country's demographic dividend with an estimated 600 million people below the age of 25.  
Hence the role of management education in grooming future leaders is very critical. India 
needs globally adaptable leaders and managers. 

Organisations find it difficult to survive in the competitive world of globalisation and 
technological changes. They are facing enormous pressures from various stakeholders. Ever-
enlarging information horizons necessitate radical changes involving new options of 
academic renewal. The vigour in the changing environment has created opportunities as well 
as challenges to management education. Globalisation, technology revolution and workplace 
requirements also influence management education significantly. Management education 
needs to be holistic, target-oriented and customised. 
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The implementation of quantitative easing (QE hereafter) by multiple countries in the wake of the 2008 world 

financial crisis provided stability to financial markets and trouble spots in the economy.  Keynesian and Monetarists 

monetary rationalizations do not appear to provide a clear explanation for why or how quantitative easing provides 

stimulation for the economy, especially when we observe the absence of inflation and liquidity trap after QE.  The 

nontraditional monetary instrument was implemented due to the exhaustion of traditional instruments, and central 

bankers are now left with the task of unwinding large-scale asset purchases without negatively affecting the economy.  

As future economic shocks approach, central banks must reduce the size of the balance sheet to increase the 

effectiveness of monetary instruments. This paper surveys the experience of QE in three major economies: USA, 

Japan and UK.

Keywords:   Quantitative Easing, Monetary Policy, Japan, UK and USA 

Comparison of  Monetary Policy Actions: 
UK, Japan, and USA During the 

Financial Crisis of  2008
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he Federal Reserve, the central bank of the United 
States, implemented extraordinary monetary policy Tactions during the financial crisis of 2008 to stabilize 

credit markets and reduce the impact of a deepening US and 
worldwide recession.  The expansionary monetary policy 
known as Quantitative Easing (QE hereafter), which was 
focused on providing increased liquidity to sectors of the 
ailing US economy, resulted in a dramatic increase in the 
size of the Federal Reserve's balance sheet, increased the 
monetary base, and eliminated the effectiveness of the Open 
Market Operations, the primary tool used to adjust the 
monetary base.  Almost 10 years after the inception of the 
crisis, the US economy is still recovering, and the Federal 
Reserve is now transitioning from an expansionary 
monetary policy to a neutral or potentially contractionary 
policy.  To prevent overheating of the economy and to 
improve the Federal Reserve's policy flexibility when the 
next economic shock occurs, the Federal Reserve must 
reduce the size of its balance sheet.  About the same 
behaviour can be noticed in UK and Japan in terms of 
expansionary monetary policy application. This paper will 
explore QE through the lens of monetary theory with a 
comparison of three countries, further explore 
implementation in the United States, and explore possible 
impacts from unwinding central bank assets.

Literature Review

The literature review for this paper is composed of three 
sections.  The first section of the review will cover the 
Monetarists perspective regarding the money supply and its 
effects on inflation.  The second section will explore the 
Keynesian argument of the liquidity trap and the policy 
mechanisms necessary to stimulate the economy further.  
The concluding section will review the actions taken by the 
Federal Reserve during the 2008 financial crisis.  The review 
will build the foundation for testing macroeconomic theory 
and understanding the impacts of the monetary instruments 
being used to manage the US economy.

Milton Friedman and the Monetarist Theory of Money 
Supply

In the paper Quantity Theory of Money, Milton Friedman 
builds the argument for the relationship between the price 
level and the supply of money.  According to the argument, 
all individuals have a certain money demand as the amount 
of money held in non-interest earning assets.  That is, at any 
given point in time, individuals desire to hold a certain 
quantity of money in cash.  Fluctuations in money supply 
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can cause the amount of cash individuals to hold to rise and 
fall, creating a change in nominal but not real income.  If the 
amount of money held in cash were to rise above an 
individual's demand, the result would be the disposal of the 
additional cash. Because individuals are disposing of cash on 
hand more quickly, they are paying higher than normal prices 
for goods which cause the price of goods to rise, normally 
called price inflation.  

Because of Milton Friedman's interpretation of the Quantity 
Theory of Money, he prescribed a fixed level of growth to the 
money supply.  Increased liquidity in his view was not 
necessary, and instead, clear expectations for money supply 
growth would lead to price stability.   In 1979, due to double-
digit inflation in the United States, Monetarists policies were 
enacted by the Federal Reserve, which favoured restricting 
the growth of money supply to combat inflation.  The 
adjustment in policy did reduce inflation, but at the cost of 
the economic recession.  Three years after the policy was 
enacted, the Monetarists experiment was ended in 1982, and 
the Federal Reserve returned to targeting the Federal Funds 
rate as the primary monetary policy instrument.

John Maynard Keynes and Keynesian Monetary Theory

In The General Theory of Employment, Interest and Money, 
John Maynard Keynes provided a counter-argument for the 
traditional interpretation (the Fisherian Way) for the 
Quantity Theory of Money.  According to Keynes, there was 
no direct relationship between the price level and money 
supply.  Instead, Keynes suggested price has a direct 
relationship to the cost of production rather than the supply 
of money. As opposed to a change in money supply, the 
Keynesian interpretation of the monetary policy 
effectiveness places the effect of changes in money supply on 
interest rates. As the money supply increases, liquidity is 
increased, with the increase in liquidity, interest rates fall.  
As interest rates fall, investment in the economy increases, 
and as a result, GDP increases.  With the increase in GDP, 
employment rises, unemployment declines, real wages 
increase, which leads to an increase in the cost of production.  
As the cost of production increases, price level or inflation 
increases.  Because central banks can change interest rates, 
monetary policy should be focused on targeting interest rates 
to control expected inflation.  If the economy is below full 
employment, some inflation is good as it promotes the 
employment of unused capital and creates jobs.  As the 
economy approaches full employment, inflation becomes a 
concern and liquidity should be reduced by increasing 
interest rates.

SCMS Journal of Indian Management,  January-March - 2020
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With “interest rate targeting” as the monetary policy 
objective of the central bank, Keynes presents an interesting 
problem.  While trying to stimulate the economy to full 
employment, it is possible to interest rates reach near-zero 
rates known as the lower bound.  John Hicks furthers this 
notion by showing a flat section on the left side LM curve 

where the interest rate has already reached to the lowest 
level, and it becomes an ineffective monetary instrument.  At 
this point, according to Keynes and Hicks, the only way to 
continue to stimulate the economy is through increased 
government spending. In other words, in this special 
situation of a liquidity trap, only fiscal policy is effective, 
monetary policy is not. 

Figure 1 below helps to make the point clear. 

The United States Federal Reserve During the 2008 
Financial Crisis

Literature review helps to understand the legacy of 
Quantitative Easing (QE hereafter) and how the Federal 
Reserve reduces its balance sheet. The literature review is 
broken into 2 sections: 1) Monetary policy management by 
the Federal Reserve prior to the 2008 crisis 2) The 
implementation of the QE and Federal Reserve balance 
sheet growth.  

Prior to 2008, the primary monetary policy tool 
implemented by the Federal Reserve was adjustments to the 
Federal Funds Rate, the interbank rate used for borrowing 
funds overnight.   If the Federal Reserve needed to lower 
interest rates, they would engage in purchasing short term 
US Treasuries from brokers at the market rate, which would 
increase the money supply and lower interest rates.  To 
increase interest rates, the Federal Reserve would sell short-
term US Treasuries which removed money from circulation, 

which causes interest rates to rise.  By adjusting interest 
rates, the Federal Reserve is able to control inflation and 
smooth the US economic cycle.

Open Market Operations (OMO) are effective in tightening 
or loosening credit and money supply when flexibility in the 
interest rate exists, and when the Federal Reserve balance 
sheet is small.   In 2008 the Federal Reserve balance sheet 
had approximately $800 Billion in assets (which was 6% of 
GDP).  An economic shock in 2001 led the Federal Reserve 
to lower interest rates for an extended period.  The increased 
availability of cheap credit has been pointed to as a cause for 
the housing bubble, and increasing interest rates too quickly 
led the popping of the housing bubble and eventually, the 
financial crisis of 2008.

The Implementation of Quantitative Easing and Federal 
Reserve Balance Sheet Growth. In response to the 2008 
crisis, the Federal Reserve pushed the Federal Funds Rate 
between 0% and .25% to stimulate credit and promote 

SCMS Journal of Indian Management,  January-March - 2020
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interbank lending.  Even with the Federal Funds rate near 
0%, known as the lower bound, the US credit market froze, 
and liquidity issues arose throughout the financial system.  
The near-zero Federal Funds Rate exhausted the ability of 
the rate mechanism to provide additional stimulus and 
liquidity to financial markets.  To provide additional 
stimulus, the Federal Reserve and the Treasury coordinated 
monetary and fiscal policy focused on increasing the 
monetary base and injecting liquidity into specific portions 
of the US economy.  

The policy objectives were achieved with three rounds of 
large-scale asset purchases or quantitative easing, special 
credit facilities, and serving in the role as "lender of last 
resort".  The special credit facilities supported banks as well 
as non-banks with liquidity during the credit crisis, and all 
loans have been repaid as of October 29, 2014.  By serving 
as "lender of last resort", the Federal Reserve opened the 
discount window to provide liquidity and ensured banks met 
overnight reserve requirements.  With large-scale asset 
purchases, the Federal Reserve and the Treasury injected 
liquidity into specific sectors of the economy (mainly bank, 
credit, and housing markets).

The Federal Reserve implemented QE in three phases, 
known as QE1, QE2, and QE3.  In QE1, the Federal Reserve 
purchased $1.25 trillion in mortgage-backed securities 
(MBS), $200 billion of debt to Fannie Mae and Freddie Mac, 
and $300 billion in long term treasuries.  In QE2, the Federal 
Reserve purchased $600 billion in long-term government 

securities.  In QE3, the Federal Reserve agreed to purchase 
$40 billion per month in mortgage bonds and $45 billion on 
Treasury bonds until the economy recovered.  The effect of 
the quantitative easing was a significant increase in the 
monetary base which resolved liquidity concerns in 
financial markets, provided the stimulus to housing markets, 
improved credit conditions, and signalled long-term 
supports for the economic recovery.  The Federal Reserve 
balance sheet rose from $800 billion to $4.5 trillion during 
Quantitative Easing, yet inflation remained low, and the 
economy recovered slowly.

Comparison of Country Data from the United States, 
Japan, and the United Kingdom versus Monetarists 
Theory of Money Supply

The literature review built a foundation to compare actual 
country data to the expected results based on the Monetarists 
interpretation of the Quantity Theory of Money.  According 
to Monetarists interpretation of the theory, an increase in the 
money supply leads directly to an increase in the price level.  
For the data presented below, researches compare the per 
cent change in money to the per cent change in inflation for 
the United States, Japan, and the United Kingdom.  All data 
for the tables were collected from the Federal Reserve of 
Saint Louis Economic Database, and every attempt has been 
made to acquire consistent data between the countries.  In 
addition, researchers selected data for M1 and M2 money 
supply and quantitative easing timing information for each 
country.

SCMS Journal of Indian Management,  January-March - 2020
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When comparing money supply changes to price level 
changes, Monetarists interpretation of the theory suggests 
increases in money supply should lead to proportional price 
level changes in the period after the change.  A detailed 
examination of the M1 money supply graph indicates no 
clear direct relationship between the two variables.  As an 
example, time period where the two variables appear to be 
coordinated are from 1971 to 1982.  During this period, 
inflation tends to follow movements in money supply.  
Increases and decreases in money supply appear to trend in 

the same direction as inflation.  After this period, the 
relationship breaks down with periods of large money 
supply increases along with relatively low inflation.  If you 
review the period where quantitative easing occurs, there are 
periods of large increases in money supply with 
corresponding low levels of inflation.  The M2 graph below 
produces comparable results.  Actual data from the US 
appears to provide evidence against the Monetarists 
interpretation of the Quantity Theory of Money.

SCMS Journal of Indian Management,  January-March - 2020
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Graphical analysis for the Japanese economy provides 
additional evidence against the Monetarists interpretation.  
An argument could be made for the time period from 1971 to 
1985 is consistent with the theory.  After 1985, the graphs 
clearly depart from the interpretation of the theory.  
Throughout this period, large and small increases in money 

supply occur, but inflation change remains near or below 
zero.  The supply of money appears to have no direct 
relationship inflation.  The analysis is also consistent on the 
M2 graph below.  It is also interesting to note that QE levels 
in Japan were even more significant than QE in the USA.

Source:  Federal Reserve of St Louis, Data

SCMS Journal of Indian Management,  January-March - 2020
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For the UK economy also, the graphs provide evidence 
against the Monetarists interpretation of the Quantity 
Theory of Money.  The timeframe for the data is shorter than 
with the other two countries but was selected in the interest 
of data consistency.  From 1995 to 2008, large per cent 
changes in the money supply lead to minor changes in 
inflation.  After 2009 until 2011, small changes in the money 
supply are met with higher periods of inflation.  It appears 
other factors are influencing inflation rates in the United 
Kingdom.  Membership in the Eurozone and the 

requirement to maintain a peg with the currency may provide 
a good explanation for the relatively high changes in money 
supply associated with lower changes in inflation.  The 
analysis of the data from all three countries provides some 
evidence the Monetarists interpretation of the Quantity 
Theory of Money may not correctly explain the relationship 
between money supply and price level.  As a partial 
explanation, Keynes indicates the assumption of full 
employment may be one factor which works against the 
interpretation.  The M2 graph below shows comparable 

Comparison of Country Data from the United States, 
Japan, and United Kingdom Versus Keynesian Theory of 
Interest and Liquidity Traps

The next section provides a complete graphical analysis of 
data acquired from the Saint Louis Fed on interest rates, 
government spending, real GDP, and central bank assets to 
GDP. Though the graphs do not account for price level 
changes, a useful analysis can be completed regarding the 
actions of the three nations when approaching a liquidity 
trap.  All data are calculated as percent change over the prior 
period.  

If the Keynesian theory holds, as we approach a liquidity 
trap, an increase in government spending should occur to 
provide additional stimulation to the economy.  In case of 
USA the fiscal policy since 2008 has been extremely active 
as witnessed by the following table:  In fact in 2009, 2010 
and 2011 the US economy saw the boost of budget deficit for 
more than $1.1 trillion dollars a year!  Fiscal policy has never 
been that expansionary ever after the WWII era.

Table on the following page also sheds some light on the 
other macroeconomic variables from 1995 to 2015, levels of 
all those were dramatic in the crisis and post crisis years. 

SCMS Journal of Indian Management,  January-March - 2020
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Analysis of the graph provides insight into relationships 
between the studied variables.  According to Keynesian 
theory, a decrease in interest rates will increase investment 
and cause a rise in GDP.  When comparing the percent 
change in GDP to the percent change in interest rates, the 
relationship appears to hold for almost all periods of the 
graph.  Government spending experiences a steady increase 
throughout the entire period.  Interesting changes occur as 
interest rate approaches a liquidity trap in 2008.  Interest 

rates decline to near zero as GDP is declining significantly 
and then GDP recovers, all while interest rates hold at the 
lower bound.  According to Keynesian theory, government 
expenditure should be the only way to increase GDP, yet 
government expenditure does not increase substantially as a 
percentage.  Instead, a significant increase in central bank 
assets occurs which appears to provide additional 
stimulation to the economy and an increase in GDP.

SCMS Journal of Indian Management,  January-March - 2020
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Analysis of the data from Japan produces the most 
interesting comparison against the Keynesian interpretation 
of the Quantity Theory of Money.  The most important part 
of the data are the interest rates for the entire period which 
are near zero.  Government spending increases steadily over 
the term, yet GDP does not move in the same direction as the 

increased spending.  Increased central bank assets have a 
smaller impact on GDP than in the United States but do 
appear to stimulate GDP while interest rates are at the lower 
bound.  The relationship between interest rates and GDP are 
difficult to interpret over the period due to small movements 
in interest rate.

The graph for the United Kingdom provides the best support 
for the Keynesian liquidity trap argument.  Interest rates 
follow the expected relationship from the beginning of the 
time period until 1983 where interest rates and GDP begin 
moving in a similar direction.  The change in relationship 
may be a result of Eurozone membership.  As the liquidity 
trap is approached, the expected Keynesian relationship 
occurs.  Government spending increases to offset a decline 
in GDP.  Central bank assets remain small which is counter 
to quantitative easing implementation in the United States 
and Japan.  Evidence against the Keynesian argument is not 
as strong as the evidence against the monetarists.  

Impacts of Interest on Excess Reserves Policy and 
Unwinding of Federal Reserve Balance Sheet in the 
United States

Due to the exhaustion of the Federal Funds Rate mechanism 
during the 2008 financial crisis, the Federal Reserve was 
able to provide additional stimulus by using unconventional 
monetary policy.  Large-scale asset purchases by the Federal 
Reserve increased the monetary base and contrary to 
expectations; inflation remained low.  The explanation for 

low levels of inflation is related to the targeted method by 
which the money supply was increased.  As opposed to 
injecting money directly into the economy, the Federal 
Reserve injected liquidity directly into the banking system 
and certain sectors of the economy.  The first unconventional 
monetary mechanism used is the Federal Reserve paying 
interest on excess reserves (IOER).  By paying an interest 
rate higher than the interest a bank can earn in the overnight 
market, the Federal Reserve is able to incentivize banks to 
hold higher than required reserves. (Miller and Clark in 
bibliography)  If the money is held in reserves, it is not 
circulating in the economy, preventing inflationary pressure 
due to increases in money supply while ensuring high 
liquidity in the banking system.  

The Federal Reserve's interference in markets directly has 
led to concerns of efficient market distortion.  By 
dramatically increasing reserves, the Federal Reserve is paying 
banks to hold excess reserves and effectively controlling the 
overnight credit market through repos.  The continued purchase 
of mortgage-backed securities has certainly distorted the 
housing market by creating credit subsidies to the housing 
sector. (See Selgin and White in bibliography)

SCMS Journal of Indian Management,  January-March - 2020
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As the Federal Reserve moves to reduce the size of the 
balance sheet, concerns about shocks are increasing.  To 
combat shocks to the affected markets, the Federal Reserve 
has adopted a policy of forward guidance where clear 
signals about the direction of monetary policy are 
communicated to prepare markets for the changes.

Though the US economic recovery has been slow, the 
economy is nearing full sustainable unemployment and the 
Federal Reserve is focused on normalizing monetary policy.  
Normalization of monetary policy is focused on reducing 
the size of the Federal Reserve's balance sheet while 
avoiding negative shocks to the economy. (See FOMC 
Statement in bibliography)  

To avoid negative shocks resulting from changes to 
monetary policy and expectations, the Federal Reserve has 
adopted a policy of state-contingent forward guidance.  
Through the forward guidance policy, the Federal Reserve 
clearly communicates adjustments to short-term interest 
rates and explains the reason for the policy decision in terms 
of overall economic outlook.  Loretta J. Mester provides an 
important note regarding forward guidance.  Specifically, 
for forward guidance to be effective, the public must believe 
the central bank is setting policies different from the past, 
the central bank is committed to the policy action, and 
regardless of deviation from normal policy actions, the 
policy decision will improve the overall outlook of the 
economy.(16)  Without clear guidance, the public may act in 
ways that counteract the intended policy goals of the Federal 
Reserve and clear signalling should reduce the effects of 
"animal spirits" on the market. 

In addition to forwarding guidance, the Federal Reserve is 
turning the focus to reducing the size of the balance sheet 
through reduced purchases of mortgage-backed securities 
and bonds as well as allowing these financial instruments to 

 mature without purchasing new ones.(see footnote 17) As of 
September 2017, the Federal Reserve is allowing $6 billion 
of Treasuries and $4 billion of mortgage-backed securities 
roll off the balance sheet each month without reinvesting the 
proceeds from the assets.  Over time the treasury will allow 
these amounts to increase gradually to $30 billion of 
Treasuries and $20 billion of mortgage-backed securities 
each month.  The Federal Reserve provided further forward 
guidance indicating the balance sheet will continue 
decrease, and quantitative easing will not be used unless the 
Federal Funds Rate mechanism has been exhausted and the 
Federal Reserve is unable to provide needed stimulation to 
the economy.  

As assets begin to roll off the balance sheet, impacts from 
quantitative easing will begin to reverse.  The current bond 
composition on the Federal Reserve's balance sheet includes 
short, medium, and long-term bonds.  Traditionally, the 
Federal Reserve balance sheet consisted of only short-term 
bonds which the Federal Reserve used to conduct Open 
Market Operations.  To influence spending in the economy 
after the crisis, the Federal Reserve participated in 
"Operation Twist" where medium and long-term bonds were 
purchased to flatten the yield curve and provide an incentive 
for consumers to spend versus save.  As Federal Reserve 
influence in the bond market decreases, the yield curve will 
return to normal with higher interest paid on longer-term 
securities. 

The second component of the balance sheet reduction 
focuses on mortgage-backed security holdings.  The 
financial crisis of 2008 began in the housing sector due to 
large numbers of low-quality loans being rolled into 
securities which eventually fell into default due to rising 
interest rates.  The Federal Reserve acted to support the 
housing market by purchasing mortgage-backed securities 
at regular intervals throughout quantitative easing.  By 
purchasing these securities, a credit vehicle was provided to 
the housing sector, which helped to unfreeze credit and 
stimulate spending on homes.  As securities begin to mature, 
the Federal Reserve's stimulus will unwind.  (See Federal 
Reserve of San Francisco in the bibliography)

Due to the size of the Federal Reserve asset purchases during 
the 2008 financial crisis, the maturing of these assets may 
have negative impacts in the stimulated markets.  The sector 
most at risk is the United States housing market due to the 
large portfolio of mortgage-backed securities held by the 
Federal Reserve.  Current guidance indicates the Fed will 
hold the securities to maturity.  Concerns arise if the Federal 
Reserve, due to an economic shock, must sell off the assets 
as opposed to holding until maturity.  A large, quick sale of 
the assets could produce a new shock to the housing markets 
damaging the overall economy.  Reduction in these assets is 
necessary to ensure effective monetary instruments, but in 
this case, timing is everything.  

The second concern with the IOER monetary instrument is 
an increase in the deficit of the United States.  Prior to the 
implementation of the policy, revenue earned by the Federal 
Reserve was returned to the United States Treasury.  Today, 
some would-be profits of the Federal Reserve are paid to 
banks in the form of IOER and effect monetizing the cost of 
quantitative easing.  Reduction in payments on excess 
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reserves will reduce this trend which will also cause an 
increase of money in circulation as banks search for better-
paying investments which could lead to increased 
inflationary pressure.  Timing of balance sheet asset 
maturity with increases in money in circulation through a 
reduction in IOER payments must be synchronized to 
minimize the impact of inflation.  Further research should 
focus on modelling central bank asset reductions after 
quantitative easing to understand the implications of the 
policy better.

Conclusion

Due to the financial crisis of 2008, unconventional monetary 
policy was used to stabilize the world economy.  
Monetarists and Keynesian monetary theory do not appear 
to explain why and how quantitative easing was effective.  In 
addition, analyzed comparative data does not appear to 
provide support for components of currently accepted 
interpretations of the Quantity Theory of Money.  Reduction 
in central bank balance sheets may increase inflationary 
pressures if not timed properly but are necessary to restore 
the function of efficient markets and implementation of 
effective monetary policy.  Further research should focus on 
modelling the impacts of balance sheet reductions of central 
banks after quantitative easing.
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ntrepreneurship literature in lieu of small and 
medium (SME) enterprise signifies the extensive Epotential for theoretical research and practical 

implications in Nigeria (Eniola and Entebang “SME Firms 
Performance in Nigeria: Competitive Advantage and Its 
Impact”; Eniola et al.). Scholars acknowledge the massive 
share of entrepreneurship-based SMEs in the economic 
development of nations ((Eniola “SME Firm Characteristics 
Impact on the Choice of Sources of Financing in South-
West, Nigeria”; Eniola et al.; Eniola, Entebang and 
Sakariyau). Following researchers (Eniola “SME Firm 
Characteristics Impact on the Choice of Sources of 
Financing in South-West, Nigeria”; Eniola, Ojo and Ajala; 
Eniola et al.; Dejardin) endorsed that the growth of an 
economy is momentously associated with an increase in the 
entrepreneurship-based SMEs. In a global perspective, this 
line of enquiry is further corroborated by Wymenga et al.     
Eniola and Entebang (“SME Firms Performance in Nigeria: 
Competitive Advantage and Its Impact”)  Eniola (“SME 
Firm Characteristics Impact on the Choice of Sources of 
Financing in South-West, Nigeria)”  that SMEs show huge 
contribution to the economic growth of the countries. For 
instance, SMEs’ share is 98% of the total businesses and 
ensure approximately 67% employment in Europe as found 
by Wymenga et al.; De Kok et al.. The aforementioned 
sources also indicate that from 2002 to 2010 SMEs in the 
European Union showed an 85% growth in employment and 
they were responsible for 99.8% of all the non-financial 
business-related activities. Only in the U.K. according to 
report, SMEs featured 99.9% of the business sector (private) 
activities. Entrepreneurship based SMEs, without doubt, has 
a considerable contribution towards the sustainable 
development of an economy. This is the reason that there is a 
worldwide emphasis on SME’s for sustainable economic 
development at both the industrial and economic levels 
(Kelley, Singer and Herrington; Hockerts and 
Wüstenhagen). However, the economic performance related 
implications of entrepreneurship and entrepreneurship 
based SMEs are questionable in the Nigeria context because 
of the two aforementioned factors; lack of entrepreneurial 
tendency and mismatch between education acquisition and 
market-based skills requirement; lack of proper institutional 
infrastructure that facilitate in creation, identification and 
exploitation of opportunities and acquisition of resources 
(Pitan and Adedeji; Whiteoak, Crawford and Mapstone; 
Eniola and Entebang “Eniola, Entebang – Government 
Policy and Performance”; Kayed and Kabir Hassan). 

Keeping in view the unique context and typical social, 
political and economic context of Nigeria this paper builds 
its approach towards empirical research investigation on the 
following assumptions; as argued by Bandura (“People 
judge their capacity for challenging activities more in terms 
of their perceptions of the knowledge, skills, and strategies 
they have at their command than solely in terms of how much 
they will exert themselves). Consistently, the study assumes 
that the entrepreneurial intentions are at least in part, a 
function of the entrepreneurs’ self-efficacy. Both formal and 
informal institution have a role in economic development, 
through entrepreneurship. Therefore, institutional 
environment may positively moderate the relationship 
between entrepreneurial self-efficacy, entrepreneurial 
orientation and SME development (Schmutzler, Andonova 
and Diaz-Serrano; Urbano, Aparicio and Audretsch), and; 
that the mentioned assumptions may hold true in a typical 
capitalist market structure but is still questionable and 
require further research investigations in the political, social 
and religious context of Nigeria.  It is pertinent to provide a 
comprehensive summary of the Nigeria context and 
associated research gaps with respect to entrepreneurship, 
institutions and their role (if any) in SMEs development.

The entrepreneurship-based SME sector development may 
offer very promising prospects for the currently stagnant 
economy of Nigeria. Since 2015, economic growth remains 
muted, and oil price volatility continues to influence 
Nigeria’s growth performance (World Bank). The current 
economic downfall due to persistent decline in oil prices has 
led to a policymakers’ understanding that without an active 
private sector contribution; primarily through 
entrepreneurship based small and medium enterprise, 
Nigeria’s economy may not sustain for a longer run.

However, the country lags on the two critical requirements 
for developing an effective entrepreneurial class. These two 
factors relate to the entrepreneurial behaviour and market 
infrastructure and institutional environment of the nation. 
First, entrepreneurship as a process requires certain 
dynamic capabilities that enable individuals to identify and 
exploit and create entrepreneurial opportunities within a 
facilitating institutional infrastructure, to develop a 
sustainable SME (Ben Letaifa and Goglio-Primard). 
Secondly, both scholarly and practitioner research 
frequently endorse that individual and organizational 
performance (SMEs in this case) is an outcome of certain 
behavioral characteristics (Herron and Robinson; Eniola 
“Entrepreneur-Sme Manager Traits and Sources of 
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Financing”; Fishbein and Ajzen; Hollenbeck and Whitener) 
and that effect of entrepreneurial actions and behaviors is 
mediated by individuals’ motivation derived from his/her 
perceived competence/efficacy. Thirdly, the aforementioned 
source also identified a moderating effect of the individual’s 
abilities in the form of skills and resources, financial and 
other, which are a primary function of the market 
infrastructure and other facilitating institutions. 

Nigeria, as mentioned earlier, lacks the required set of 
characteristics and skills in the current generation. The 
‘rentier’ economy suffers from the often-cited “Dutch 
Disease” syndrome (Ebrahim-Zadeh; Gylfason; Heeks). As 
a result, multiple challenges have arisen including; poorly 
developed private sector, lack of skilled labour force, and a 
mismatch between the education and market need in 
addition to many (Ayadi and Gadi; Hendrix and Noland; 
Pitan and Adedeji).  In addition, due to the generous public 
support policies of the government trying to earn goodwill 
have caused a non-entrepreneurial attitude in the Nigeria 
youth. This is the reason that the current generation that 
comprises of the 50% of the population, (NBS), have a 
greater tendency to join public sector organizations rather 
than approaching the private sector. 

Moreover, prolonged and heavy reliance on natural 
resources petroleum products, has led to the lack of proper 
market development policies retarded the evolution of a 
proper market and institutional infrastructure that facilitates 
SME development.  The oil sector’s constituting a massive 
94.1% of the country’s exports (Workman). According to the 
above-mentioned government statistics, about 80% of the 
obstructions to SMEs are created by either lack of proper 
institutions or improper policies of the existing institutions. 
The background emphasized above, and the assumptions 
associated with entrepreneurship-based SME, the broader 
purpose of this research is reviewing the role of 
entrepreneurial self-efficacy and institutional environment 
in entrepreneurial intentions and SME development. The 
study is significant as it would encourage the role of 
entrepreneurial self-efficacy and institutional environment in 
the development of a successful entrepreneurship-based SME.

Literature Review 

Entrepreneurship, SMEs, and Dutch Disease Syndrome 

Nigeria is the largest oil exporter in Africa, with 94.1% of 
total exports and generates around 90% of its revenue 
(Lysonski and Durvasula; Workman). As mentioned earlier, 
heavy reliance on oil resources has led to multiple 

challenges. The unemployment rate as September 2018 
stood at 23.1% in spite of the fact that the country boast of the 
youthful population comprising 53.2% of the youth aged 
between 15-65 of the country (Workman; NBS). The above 
indicates the wide disparity between the skill requirement in 
the market and Nigeria curriculum (Pitan and Adedeji). In 
This mismatch between the graduate level education and 
market-related workforce need, led to public sector job-
seeking behaviour in the youth (Hockerts and 
Wüstenhagen). 

The recent decline in Nigeria economy can clearly be 
attributed to the reduction in oil prices. Another devastating 
factor is that a reduction in government expenditure has led 
to a significant reduction in private sector activities as they 
are also dependent on government spending. The situation is 
alarming and calls for alternative approaches that may 
facilitate economic diversification and growth of 
entrepreneurship (Ayadi and Gadi; Hendrix and Noland). 

The current economic situation in Nigeria can be explained 
through the commonly known adverse relationship between 
natural sources and national economic development called 
as “Dutch Disease Syndrome”. Government has failed 
historically to properly relocate massive revenues earned 
from oil resources to put the country on a diversified path of 
sustainable economic development (Auty; Ayadi and Gadi; 
Kayed and Kabir Hassan). The heavy reliance on oil reserves 
and formulation of policies based on the oil-based revenues 
led to the challenges that the country is now facing. 
Mismatch between education and market needs leading to 
unemployment and government job seeking behavior, 
reliance on foreign products and lack of a competent private 
sector. A less diversified economy that is suffering because 
of the current drop in oil prices (Campbell; Kayed and 
Hassan). The identified factors run in a vicious circle where 
they synergistically complement each other that cause 
further economic instability. Pacheco, Dean and Payne, 
suggest that entrepreneurs and especially, green 
entrepreneurs have the ability to overcome poor market 
incentives and institutional hurdles by creating sustainable 
opportunities and drive out global competitive sustainability. 
Contrarily, this paper contends that at least in the specific, 
social-cultural and religious context of Nigeria; without 
proper education and removal of social-cultural traits and 
market norms that hinder entrepreneurial orientation, young 
entrepreneurs may lack the optimal level of self-efficacy to 
create or even identify such opportunities (Kayed and Kabir 
Hassan). One typical example of the strength of the 
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traditional industrial norms is called ‘Wasta in Middle East’ 
Piston in French or Big Man in Nigeria context (Ramady; 
Ebrahimi and Mirbargkar). Having its roots from the social 
trait ‘trust’ big man is a typical character in the culture and 
especially, Nigeria where a social network based on family 
and social relations plays a vital role in the success of an 
SME. The term assigns social and personal power and 
influence to the entrepreneur in decision making, resource 
acquisition and trade-related interaction in the product 
market (Hutchings and Weir). 

The paper at this point does not contradict the recent 
progress in entrepreneurship theory and institutional 
economics (Aldrich and Kenworthy; Alvarez and Barney; 
Anderson; Langlois and Hodgson; North; Sarasvathy). That 
may guide in how sustainable entrepreneurs may overcome 
these market-related setbacks and create opportunities that 
may lead to sustainable development. But as discussed 
above the ground realities question the existence and ability 
(if there exist few) of youth to become one such 
entrepreneur.  Institutional change is often considered as a 
critical aspect of sustainability transitions studies and their 
relevance have been explored in various contributions 
(Fuenfschilling; Fuenfschilling and Truffer; Jolly and 
Raven; Jolly, Spodniak and Raven; Smink, Hekkert and 
Negro). It is within a specific context, where policies and 
institutions formulate a system of legal, economic and 
socio-cultural challenges that an entrepreneur must face, 
while contributing towards growth and development of 
his/her SME. Discussed further, is the details on the role of 
entrepreneurial self-efficacy and institutions, both formal 
and informal, in developing a successful entrepreneurship-
based SME sector.

The relationship between entrepreneurial self-efficacy and 
SME development has been investigated in many previous 
studies. The model is contemporary in view of the following 
research realities. Entrepreneurship is still in search of a 
clear analytical framework that makes explicit, what is the 
cause and what is the effect (Stam and Spigel). This 
literature has primarily produced long lists of factors that 
enhance entrepreneurship. Those lists contain usual 
suspects like human capital, education, universities (Byrne 
and Fayolle; Rice, Fetters and Greene), access to 
knowledge, supply of (risk) finance, (private and public) 
customers, a wide range of support organizations (including 
infrastructure), regulatory frameworks (like laws or tax 
incentives), leadership including role models (Isenberg; 
Stam), and cultures that enhance entrepreneurial activity. 

These lists of elements have been investigated in the 
entrepreneurship literature before, which makes it rather 
unclear what the value-added of introducing a new concept 
like the entrepreneurship ecosystem. And when these 
elements are presented as a complex ecosystem in which all 
elements are perceived to influence each other, as often 
happens in the E.E. literature, it becomes extremely complex 
to disentangle. Studies in the entrepreneurial ecosystem 
often tend to focus on a particular place or cluster to describe 
the particular features of such a holistic infrastructure. 
Although empirical investigations have shown large 
differences in the rates of entrepreneurship across regions 
(Acs and Armington; Motoyama and Watkins), it is not 
entirely clear how the entrepreneurship ecosystem can 
explain such differences between regions.

The conceptual framework of our study described in Figure 
1. The study would examine the relationship between 
entrepreneurial self-efficacy, entrepreneurial orientation, 
and SME development by adopting the planned behavioural 
theory and the theory of self-efficacy. Bandura (Bandura et 
al.) (Wood and Bandura) argued that the beliefs of an 
individual to effectively accomplish a particular task 
strongly affect his / her intention and conduct. In addition, 
behavioural control perceived by researchers, which can be 
compared with certain aspects of entrepreneurial 
orientation, can be seen as a background to intentions and 
behaviours (Kropp, Lindsay and Shoham). Researchers 
show that there is a link between attitudes ability to act 
independently, setting up a business project, motivation, and 
setting up a business (risk-taking) (Long, Tan and Robinson; 
Kropp, Lindsay and Shoham; Lee and Peterson). Similarly, 
when applied to plan behaviour theory, it could claim that 
entrepreneurial orientation is similar to behavioural attitude, 
as it shows an entrepreneurial intention that suggests one’s 
inclination to become an entrepreneur. Ajzen  indicates that 
a person’s belief in power not only influences behavioural 
attitudes and perceived regulation of behaviour but also 
affects their intent and behaviour. Ismail et al. suggest that 
entrepreneurial orientation is required to promote 
entrepreneurial and SME development activities in an 
economy in addition to entrepreneurial purpose. Thus, 
besides a direct relationship between entrepreneurial 
efficacy and entrepreneurial orientation, entrepreneurial 
orientation mediates the influenced of entrepreneurial self-
efficacy through attitudes towards entrepreneurship 
development and perceived behavioural control. Based on 
the literature review, the conceptual framework 
implemented to develop research hypotheses.
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Figure 1: The Conceptual Framework 

Source: Authors

Entrepreneurial self-efficacy and SMEs development 

Recent scholarly literature frequently endorses 
ambidexterity as a fundamental character in successful 
entrepreneurs. It is the ability of entrepreneurs to effectively 
identify and capitalize on the market opportunities (Volery, 
Mueller and von Siemens). The authors recommend further 
research investigation into this individual entrepreneurial 
behaviour. Fang, Lee and Schilling (posit that the 
characteristics enable entrepreneurs to comprehend and 
utilize the known and familiar tactics prospects while 
simultaneously trying to identify new opportunities and 
approaches that lends efficiency. That is why the character 
drives the growth and makes the business sustainable.  

Self-efficacy is one’s belief in his competence to organize 
his/her cognitive strengths, motivation and sequence of 
actions in a way that lends him/her control over life events 
(Wood and Bandura). Individuals with low self-efficacy tend 
to avoid building competencies or taking risks while high 
self-efficacy, on the contrary, may instil perseverance, effort 
and confidence in individuals (Thomas and Velthouse). 

Therefore, consistent with the concept of ambidexterity, 
scholarly research frequently endorses Entrepreneurial Self-
efficacy (ESE) as the key driver for the launch of a new SME. 
ESE to them is the entrepreneurs’ self-concept of being 
capable of performing a task that enables them develops a 
sufficient drive to act (Chen, Greene and Crick; Krueger and 
Brazeal; McGee et al.; Zhao, Seibert and Hills). Although, 
there exists empirical evidence about the association of ESE 
with entrepreneurial performance-related outcomes, for 
example (Forbes, 2005) identified that the abilities of 
entrepreneurs to make comprehensive strategic decisions 
was significantly influenced by their ESE. Similarly, 
Luthans and Ibrayeva found evidence about the direct and 
mediating effect of ESE on performance in the context of 
transition economies. However, the impact of ESE on 
venture performance is not sufficiently clear (Smith, Baum 
and Locke; Hmieleski and Baron; Poon, Ainuddin and Junit) 
and require further context-specific empirical investigations 
(Markman et al.). This investigation is particularly 
important in the Nigeria context because as summarized 
earlier the mismatch between education acquisition and 
market-based skills requirement has led to a lack of 
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entrepreneurial tendency and/or orientation (Kayed and 
Kabir Hassan; Pitan and Adedeji; Whiteoak, Crawford and 
Mapstone). Researchers contend that the entrepreneurial 
intentions/orientation is critical in translating 
entrepreneurial traits (self-efficacy in this case) into firm-
level outcomes (Poon, Ainuddin and Junit; Wiklund and 
Shepherd; Wiklund; Rauch and Newman; Rosenbusch, 
Rauch and Bausch; Fillis and Rentschler; Ahlin, Drnovšek 
and Hisrich). Contrary to Richard et al. (who consider 
entrepreneurial orientation a firm-level construct, this paper 
does not differentiate between entrepreneurship and 
entrepreneurial orientation. However, it does agree at the 
same time with the argument entrepreneurial is a process 
construct and is related to the strategic approach and 
activities (decision making, methods, practices) of 
managers (Richard et al.; Lumpkin and Dess). Therefore, 
based on the upper echelon perspective projected by 
Hambrick and Mason this paper interprets entrepreneurial 
orientation as the intentions of entrepreneurs and not the 
firm. That it is the propensity of individuals create and or 
identify market-based opportunities and proactively 
respond through innovation and risk-taking while 
establishing a new small and medium enterprise.

The Role of Formal and Informal Institutions

Multiple empirical sources acknowledge the view that the 
causal link of entrepreneurial orientation with performance-
related parameters is dependent upon the external 
environmental factors like market infrastructure and other 
formal and informal institutions (Covin and Slevin; Zahra; 
Naman and Slevin; Zahra and Covin). By adhering to the 
North ( view from institutional economics this research 
interprets institutional environment as consisting of both the 
formal and informal (explicit and implicit) rules and norms 
that govern decision making, define and design 
opportunities, specify risk, identify collaborations and 
networking and set the pace of the entrepreneurial activities. 
Institutions are the constraints devised by humans that set 
the rule of the game for entrepreneurial activities and hence 
their outcomes in the form of successful SMEs (North; 
Gnyawali and Fogel). The North’s view related to successful 
new venture creation within the institutional context is 
endorsed by multiple scholars in entrepreneurship literature 
(Aidis, Estrin and Mickiewicz; Welter and Smallbone; 
Veciana and Urbano; Thornton, Lounsbury and Ocasio; 
Guerrero, Urbano and Fayolle; Urbano, Aparicio and 
Audretsch; Urbano and Guerrero). However, recent research 
in transition economies suggests that even within deficient 

formal and informal institutions countries have shown 
enormous growth in entrepreneurship based institutions and 
entrepreneurial investments (McMillan and Woodruff; 
Zhou). China is a typical case in this point. Scholars identify 
that despite the general research assumption that 
institutional environment is improving in transition 
economies (Banalieva, Eddleston and Zellweger).

The growth of entrepreneurship and the associated 
enterprise has always been a paradox for researchers (Eunni 
and Manolova; Huang, Liu and Li; Pistrui et al.). Although 
the level of market competition, the rule of law, and business 
environment are considered as unfriendly to business, the 
country has witnessed one of the world’s highest growing 
entrepreneurship class. The paradox has attracted significant 
scholarly and practitioners’ interest into Chinese startups 
and the way its institutional environment affects 
SMEs’(Pistrui et al.; Yang and Li) performance (Kshetri; 
Peng and Jiang; Banalieva, Eddleston and Zellweger). The 
case of Nigeria is more complicated than China as the 
country’s abundant natural resources and religious tourism 
together with democracy political system, and unique social, 
cultural environment may further intensify the need for 
research into the entrepreneurship based phenomena. 
Negligence of the social drives leading to organizational 
actions (Barley and Tolbert) by efficiency theories is the 
fundamental reason for the dissatisfaction of the proponents 
of institutional perspective in entrepreneurial processes. The 
role of norms, beliefs and rules on organizational behaviour 
vary widely across borders and cultures (Fang, Lee and 
Schilling; Scott). These factors become much important in a 
market context like Nigeria where the religious, political, 
social-cultural and economic perspectives question the 
ability of (Jepperson) typical capitalist approaches towards 
entrepreneurship.

Conclusion 

Entrepreneurship is frequently considered as a remedy to the 
severe global sustainability challenges by both scholarly as 
well as practitioner-based research findings. However, 
entrepreneurship itself is an outcome of a set of human 
characteristics that enables one to identify, exploit and even 
create market opportunities related to incremental growth. 
These characteristics enable entrepreneurs to comprehend 
and utilize the known and familiar tactics to market-related 
prospects while simultaneously trying to identify new 
opportunities and approaches that lend efficiency.  This 
research primarily aimed to review the causal connection 
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between entrepreneurial self-efficacy and SME 
development in the context of Nigeria. This research 
provides several theoretical and practical contributions. 

One of the key themes of Nigeria’s Vision 2030 is a keen 
focus on enhancing the capacity and skills to increase the 
quality and reliability of industrial sector. In this regard, the 
central focus is on utilizing and adapting the legal, financial 
and other private institutional infrastructure to optimize the 
business environment, especially for small and medium 
enterprise development (UNDP). The fundamental concern 
is to develop and groom Nigeria economy from a rentier 
estate to an internally groomed market-based self-sufficient 
economy. In this regard, this research suggests policy 
formulation that effectively integrates the aforementioned 
institutions into education and market context that may help 
in building, grooming and facilitating Nigeria youth into 
capable entrepreneurs. In addition, consistent with the 
theory of planned behaviour Ajzen (1985), the research 
endorses the fact that institutions must support youth and 
entrepreneurs to develop and portray positive market-based 
attitude towards the development of private sector based on 
small and medium enterprise. This is particularly relevant in 
Nigeria context where the market and social norms hinder 
entrepreneurial attitude in the young graduates (Ebrahimi 
and Mirbargkar; Pitan and Adedeji; Whiteoak, Crawford 
and Mapstone). 
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The paper measures and analyses the level of financial inclusion across 28 countries of Asia Pacific 

Region for the year 2010 and also assesses the impact of Drag factors. The weights for various indicators 

are estimated by using principal component analysis. The index is found to have a very high positive 

correlation with per capita G.D.P. and negative correlation with the percentage of poor. It captures two 

major indicators of inclusive growth. The index explains existence pockets of financial exclusion in 

developed countries. 
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n 2013 the total population of Asia Pacific Region was 
roughly 60% of world's population. The region hosts Itwo most populous countries in the world, China (1.4 

billion) and India (1.25 billion) (United Nations, 2013). In 
2010, both the countries accounted for 46% of worlds poor 
(Olinto et al., 2013).

The United Nations has set eradication of hunger and 
poverty as one of the major objectives. In order to achieve 
these objectives, inclusive financial systems are essential. It 
is observed that there are pockets of exclusion in the 
financial systems of developed countries. Recently they 
have taken various steps to make the financial systems 
inclusive. In developing countries, there is rising concern 
that the benefits of economic growth have not percolated 
down to the poor section of society. As a consequence, 
inclusive growth as a strategy for economic development is 
favourably viewed by the policymakers.

Park, Mercado (2015) found that even though, economies in 
the Asia Pacific region have made considerable economic 
progress during the past few decades' poverty and inequality 
remain the major challenges. They have further observed 
that there is a significant positive correlation between 
financial inclusion, reduction in poverty and inequality. 
However, financial inclusion depends on improvement in 
supply and demand factors.

Allen et al. (2016) established that greater the proximity of 
bank and branches and lower the cost of financial services 
facilitate financial inclusion. It is further identified that the 
inclusive policies of the government significantly help in 
promoting an enabling environment for the excluded 
sections of society. So also, better availability of financial 
services can improve financial inclusion especially among 
lower-income groups. However, the use of formal financial 
services is significantly affected by education and 
employment status of an individual. (Paul, 2014).

Bruhn and Love (2014) found that easing the supply of 
financial services can result in significant improvement in 
demand. In Mexico, improvement in access to finance 
through the opening of more financial service outlets and by 
targeting loan and savings products towards the poor had 
significant positive impact on economic activity and the 
usage of financial services by low-income groups. 

This paper attempts to measure the extent of inclusion level 
across 28 countries of Asia Pacific Region, considering 

supply-demand, infrastructure and drag factors. Section 2 
deals with the literature review and section 3 discuss 
methodology. Section 4 deals with findings and discussion. 
Sections 5 and 6 deal with the robustness of index and 
limitations of study respectively. The last section deals with 
the contribution of study and scope for future research.

Literature Review 

The term financial exclusion is used referring to those 
sections of society which are excluded from the financial 
system. It may or may not be voluntary. Devlin, J. F. (2005) 
while studying financial exclusion in U.K. found that 
financial exclusion depended significantly on the status of 
individual employment as well as income of the household. 
It was observed that unemployed persons are more likely to 
be financially excluded.

It was observed that only 50% of adults in the world had 
access to a formal bank account. The problem may not be as 
acute in the developed countries as it was found that less than 
10% of households in the U.S. and U.K. are totally excluded 
from the formal financial sector. Nevertheless, in the case of 
the low and middle- income countries, the majority of the 
population is not having access to financial services (Kunt 
and Klapper, 2013).

Kempson, and Whyley,(1998) found that financial exclusion 
is a complex process and it can occur due to several reasons. 
One reason could be that group using/operating financial 
services themselves might not like to include an excluded 
person. On the other hand, it is possible that a person himself 
may not accept a particular financial product or a service and 
may prefer to stay excluded. Financial exclusion in some 
cases may be associated with social exclusion. Demirgüç-
Kunt and Klapper, (2012) in a study of African countries 
have observed that cost, distance, documentation, cost of 
service are major barriers to access and usage of financial 
services.

Honohan (2005) has considered indicators such as 
Payments, Savings mobilization, Monitoring of users of 
funds, and Transferring Risk for measuring financial 
inclusion. He has considered demand and supply aspects. 
Beck, Kunt and Peria (2007) have used two variables to 
measure financial inclusion namely 1) Access and 
Possibility of use, and 2) Actual use. They have emphasized 
on the issue of qualitative use of financial services by adding 
“use” as an indicator. So also, The Consultative Group to 
Assist the Poor, (C-GAP 2009) also considered Savings and 
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Payments, Credit and Delivery of financial services as 
factors for measuring access.

Sarma, (2010) considered Penetration, Availability and 
Usage as parameters for the construction of financial 
inclusion index. Whereas, Arora, (2010) considered 
Outreach, Ease and Cost, as the variables. This study takes 
into account barriers in addition to access and usage. Gupte, 
Vekataramani and Gupta (2012) consider the indicators 
Penetration, Availability, Usage as well as Ease and Cost.  
Rahman, (2013) considered four indicators namely 
Convenient Accessibility, Take Up Rate, Responsible Usage 
and Satisfaction level. Yorulmz (2013) also used dimensions 
namely Access, Availability and Usage. 

Researchers   have used variables pertaining to banking 
services. But, in the recent discussions on financial 
inclusion, other services are also given equal importance. 
Ambarkhane, Singh, and Venkataramani (2016) have 
developed an index covering these variables too. (See Figure 
1). We will use their index to measure the financial inclusion 
across 28 countries in the Asia Pacific Region. The index is 
calculated taking into consideration   Demand, Supply 
dimensions. In addition, the Infrastructure dimension is 
considered which is positively impacting. 

The factors which are having negative impact such as 
political instability and violence, lack of regulatory control, 
lack of control of corruption and population growth rate are 
considered. These are identified as Drag factors. Population 
growth rate and corruption are the factors negatively 
impacting financial inclusion. The human being is a 
resource for production in an economy. However, higher 
fertility reduces investments in human as well as in physical 
capital. On the other hand, more developed human capital 
reduces the desire for having more children because of 
increased the cost and time required for child care (Becker et 

al., 1994). As such, a high growth rate of population results 
into a higher proportion of children and old age population 
as compared to the working population.  This results in 
higher expenses by households on the education of children, 
health and social security. As a consequence, savings by the 
household sector are reduced which bring about a reduction 
in investment and employment opportunities. Similarly, 
government spending in these sectors also goes up.  It is 
observed that the population growth reduces savings and 
investment in the economy, depressing the economic 
performance of the nations. Thus the ability of the 
government to implement inclusive policies is reduced 
(Cincotta and Robert, 1997). 

Corruption is an unproductive leakage in an economy. It 
results in the lesser impact of productive work, reduced 
efficiency and adds to delays in implementation of projects. 
It dampens the spirit of entrepreneurship reduces the growth 
of the economy. This results in lesser opportunities for the 
excluded section of society. Corruption has a negative 
impact on investment, employment and growth of the 
economy (Mauro, 1995). As a consequence, it reduces actual 
spending on development programs of the government 
aimed at inclusion. 

Methodology
Figure-1 shows the dimensions considered in construction 
of the index. The databases used for supply, demand and 
drag dimensions are C-Gap Financial Access (2010), Global 
Findex used by Kunt and Klapper (2012) database and 
World Governance Indicators (2010), respectively. The 
Decadal growth rate of population (2000-2009) is taken as 
an indicator of population growth rate. 

 

Source: Ambarkhane, Singh, and Venkataramani (2016)

Figure 1: Block Diagram showing Supply, Demand, Infrastructure Dimension and Drag
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Table-1 gives details of indicators and weights assigned 
along with justification. The Global Findex data set covers 
formal financial institutions and therefore, two channels, 
namely Banks and Non-Banking Financial Companies 
(N.B.F.C.s), have been considered for calculation of indices 
of demand and supply. In Bank channel, indicators 
pertaining to banks and A.T.M.s are considered. Moreover, 
in N.B.F.C. Channel, in addition to Micro Finance 
Institutions and Post Offices, an indicator for Cooperative 
Credit Unions has been included. 

In Global Findex database used for Demand dimension, has 
five indicators namely (i) Percentage of adult population 
having Bank account, (ii) Percentage of poor having bank 
account, (iii) Percentage of poor saving in past one year, (iv) 
Percentage of population raising loan in one year and (v) 
Percentage of population having outstanding mortgage loan, 
are used. Banks and N.B.F.C.s (Supply-side Channels) offer 
financial services pertaining to these indicators. Moreover, 
the indicator (ii) is indicative of emphasis on the poor and 
indicator (iii) considers savings in the past year only. The 

later excludes dormant savings accounts from the data.

In Infrastructure dimension, roads and power represent hard 
infrastructure, whereas health and literacy represent soft 
infrastructure. These are essential for the growth of trade and 
industry which generate employment and facilitate financial 
inclusion. In Drag dimension, the decadal growth rate of 
population (2000-2009) is taken as an indicator of 
population growth. The good governance (indicated by 
political stability and absence of violence, regulatory control 
and control of corruption) is necessary for the sustenance of 
livelihood activities which lead to financial inclusion. As 
such lack, good governance and high population growth rate 
acts as a hindrance.

Variables used and justification

The details of channels indicators and weights given are 
given in Table-1, so also justification for indicators and 
broad justification of weights is given. The weights for 
indicators of each dimension are calculated using Principal 
Component Analysis.

Table 1: Details of dimensions, factors and indicators and the weights assigned

Supply Side Dimension

Channels
 Indicators(Country wise)  Weight Assigned  

Banks
 

 

(i) Number of Bank Branches per lakh of population  0.132 

(ii) Number of Bank Branches per thousand sq km area  0.120 

(iii) Number of ATMs per lakh of population  0.092 

(iv) Number of ATMs per thousand sq. km.  0.095 

NBFCs   (i) Number of Cooperative Credit Unions  per lakh of population   0.184 

(ii) Number of Cooperative Credit Unions  per thousand sq. km.  0.176 

(iii) Number of Micro Finance Institutions  per lakh of population   

 

0.002
 

(iv) Number of Micro Finance Institutions  per thousand sq. km.  0.022 

(v) Number of Post offices per lakh of population
  

 

0.091 

(vi) Number of Post offices per thousand sq. km.  0.077 

Justification  

The indicators represent demographic and geographic penetration of bank branches, 
ATMs, Cooperative credit Unions and Post offices These are the Formal Financial 
institutions used in Demand dimension. The weights are generated through data using 
Principal Component Analysis.  
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Demand Side Dimension  

Channels Indicators (Country wise) Weight  

Formal Financial 
Institutions

 

 

 

(i)Percentage of adult population having Bank account  0.276  

(ii) Percentage of poor having Bank account  0.274  

(iii)Percentage of population saving in past year  0.189  

(iv)Percentage of population raising  loan in past year  0.087  

(v)Percentage of population having outstanding mortgage loan  0.174  

Significance of 
indicators 

Importance is given to current savings and loans and also to long term borrowings which 
are against mortgage. The indicators represent use of financial services by adult population 
with a focus on poor. The weights are generated through data using Principal Component 
Analysis. 
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Infrastructure Dimension 

Factors Indicator (Country wise) Weights  

Roads  Kms. of Road length per 100 sq km of area.. 0.401 

Power  Per capita power consumption  0.206 

Literacy  Percentage of Female literacy 0.205 

Health  Life expectancy at birth 0.187 

Justification First two indicators represent hard infrastructure whereas last two indicators represent soft 
infrastructure. The se facilitate trade, industrial growth and employment. The weights are 
generated through data using Principal Component Analysis. 

Drag Factors 
Factors Indicators Weights 

Governance Political instability and violence 0.231 

 Lack of regulatory control 0.359 

 Lack of control of corruption 0.303 

Population growth Population growth rate 0.108 

Justification Political stability and absence violence, regulatory control and control of corruption is 
necessary for promotion of financial inclusion. As such absen ce of good governance and 
high population growth rate acts as hindrance. The weights are generated through data 
using Principal Component Analysis. 

Sources:  Compiled by authors.
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Principal Component Analysis

Financial inclusion has three dimensions, namely; supply, 
demand and infrastructure. The simultaneous development 
of all three dimensions is considered necessary for its 
sustainability. Financial inclusion index (F.I.I.) is calculated 
by combining these three dimensions. Comprehensive 
inclusion index is calculated by applying the impact of drag 
on F.I.I.   

Each of the dimensions mentioned is abstract concepts and 
determined by the number of correlated or interacting 
variables (indicators). Thus each of the dimensions is a 
latent structure of indicators. In the estimation of 
dimensions, the major issue is regarding the assignment of 
weights to each of the indicators. Researches have applied 
Principal Component Analysis (P.C.A.) for estimation of 
weights. The use P.C.A. has an advantage as weights are 
generated from the data, and there is no loss of information. 

Researchers estimate the supply, demand, infrastructure and 
drag dimensions from the following linear equations.

thSupply dimension for i  country 

S = (Number of Bank Branches per thousand sq km area ) i 1

+ a  (Number of Bank Branches per lakh of population ) + 2

a (Number of ATMs per lakh of population) + a (Number of 3 4

ATMs per thousand sq. km.) + a (Number of Cooperative 5

Credit Unions  per lakh of population) + a  (Number of 6

Cooperative Credit Unions  per thousand sq. km.) + 
a (Number of Micro Finance Institutions  per lakh of 7

population) + a (Number of Post offices per lakh of 8

population) + a (Number of Micro Finance Institutions  per 9

a

thousand sq. km.) + α (Number of Post offices per thousand 10 

sq. km.) +e   ……………… (1)i 

thDemand dimension for i  country

Di = b (Percentage of adult population having Bank account) + 1

b (Percentage of poor having Bank account) + b (Percentage of 2 3

population saving in past year) + b (Percentage of population 4

raising  loan in past year)  + b (Percentage of population having 5 

out standing mortgage  loan) + ξi.… .  (2)

thInfrastructure dimension for i  country

I  = g (Kms. of Road length per 100 sq km of area.) + g (Per i 1 2 

capita power consumption) + g (Percentage of Female 3

literacy) + g  (Life expectancy at birth)  + j …………… (3)4 I 

thDrag dimension for i  country

Dr = δ (Political instability and violence)+ δ (Lack of i 1 2 

regulatory control) + δ (Lack of control of corruption) + 3

δ (Population growth rate) + y    …............................…. (4)4 i.

The terms e  , z  ,  j  , y .     are error terms.                             i i i i

It is required to estimate the parameters a , b , g ,dwhich are 
common for all i.

Let l  , l  l    ….      be the eigenvalues such that l  >l   1 2 , 3 , p 1 2

>  l    .  ….        >  l  and p is equal to number of indicators 3 p 
th in that particular dimension and P be the k principal k 

component with  k= (1,2,3 … ,p).

Each dimension is estimated as under: say Si

  l
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p                              p
Si  =   Σ ls

j Pk Σ ls
j

j,k=1                        j,=1             

                      
…………………….. (5)

p                              p
 

Di  =   Σ ld
j

 
Pk

                    
Σ ldj

 

j,k=1  
                     

j,=1         

                             
……………………(6)

p                            p
 Ii  =     Σ lIj

 
Pk

                  
Σ lI

j

 j,k=1                     j,=1       

                              

…………………….. (7)

p                           p

 

DRi =     Σ lDR
j Pk Σ lDRj

j,k=1                     j,=1                        

……………………. (8)                            
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In above equations P = Xλ  and λ  is the variance (weights) k j j 

of the kth principal component and X is the matrix of 
indicators.

Researches have used vari-max method and the matrices 
Xλj for obtained through PCA for supply, demand, 
infrastructure and drag dimensions are given in Annexure. 
The weights obtained are mentioned in Table-1. 

Researches have estimated weights through PCA for 121 
countries of the world ( a larger data set which gives a better 

estimate), out of which 28 countries pertaining to Asia 
Pacific Region have been selected. The weights for 
indicators have been extracted and indices for each of the 
dimensions (supply, demand, infrastructure and drag) are 
calculated country wise.

Financial Inclusion Index (FII) is calculated by combining 
three dimensions namely supply, demand and infrastructure. 
We have followed displaced ideal method (DI method) as 
suggested by Nathan,   Mishra, and Reddy (2008) while 
calculating the index (FII).

SCMS Journal of Indian Management,  January-March - 2020

 

Figure-2: Displaced Ideal Method
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Source: Nathan, Mishtra , Reddy (2008)

Finally, the Comprehensive Financial Inclusion Index 
(C.F.I.I.) is arrived at after giving the effect of drag. The 
measure suggested, satisfies following six intuitive 
properties of development index namely Normalization, 
Anonymity, Monotonicity, Proximity, Uniformity, and 
Signaling , collectively known by the acronym 
N.A.M.P.U.S. This method emphasizes on uniform 
development of all dimensions and therefore it is thought to 
be more suitable for this index.

Findings and Discussion
Index wise analysis

Researches have measured Financial Inclusion of 28 
countries across Asia Pacific Region and ranked them as per 
index. These are divided into four categories namely High, 
Upper Middle, Lower Middle and Low along with their 
corresponding income category; as given in details in          
Table-2.

Rank Country CFII Category Range Income category 

1  Singapore 0.489  

High 

 

0.375  ≤ 0.5 

High 

2  Australia 0.426 High 

3  Japan 0.401 High 

4  New Zealand 0.370 Upper Middle 0.250 ≤ 0.375 High 

Table 2: Categorization of countries as per index
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5  Malaysia 0.188  

 

Lower Middle 

 

 

0.125 ≤ 0.250 

Upper Middle 

6
 

Thailand
 0.134 Upper Middle 

7
 

Mongolia
 0.134 Lower Middle 

8
 

Sri Lanka
 

0.129
 Lower Middle 

9
 

Turkey
 0.128 Upper Middle 

SCMS Journal of Indian Management,  January-March - 2020

Rank Country CFII Category Range Income category 

10 China 0.100  

 

 

 
 
 
 
 

Low 

 

 

 

 
 
 
 

 

0  ≤
  

0.125
 

Upper Middle 

11 Russia 0.081 High 

12 India 0.078 Lower Middle 

13
 

South Korea
 

0.076
 

High
 

14
 

Vietnam
 

0.070
 

Lower Middle
 

15
 

Kazakhstan
 

0.055
 

Upper Middle
 

16
 

Indonesia
 

0.052
 

Lower Middle
 

17
 

Philippines
 

0.047
 

Lower Middle
 

18
 

Nepal
 

0.041
 

Low
 

19
 

Iran
 

0.041
 

Upper Middle
 

20
 

Bangladesh
 

0.040
 

Low
 

21
 

Laos
 

0.033
 

Lower Middle
 

22
 

Cambodia
 

0.026
 

Lower Middle
 

23
 

Uzbekistan
 

0.024
 

Lower Middle
 

24
 

Pakistan
 

0.023
 

Lower Middle
 

25
 

Kyrgyzstan (Kyrgyz 
Republic)

 0.021
 

Lower Middle
 

26
 

Tajikistan
 

0.021
 

Low
 

27
 

Papua New Guinea
 

0.016
 

Lower Middle
 

28
 

Afghanistan
 

0.001
 

Low
 

Source: Compilation by authors

It is observed that Singapore tops the list followed by 
Australia, whereas Afghanistan is at the bottom. The 
category of the country as per C.F.I.I. and income was 

compared, and it was observed that there are mismatches as 
given in details in Table-3.

Table-3: Number of countries as per CFII and income categories.

Category/Income  

CFII  

High income  Upper Middle 
income  

Lower Middle 
income  

Low income  

High  3     

Upper Middle  1     

Lower Middle   3  2   

Low  2  3  10  4  

 Source: Compiled by authors
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There are three countries in the 'High' category, namely 
Singapore, Australia and Japan. There is only one country 
'Upper Middle' category, namely New Zealand, which is 
High-income country. 

In the 'Lower Middle' category, Malaysia tops the list, 
whereas Turkey is at the bottom. This category consists of 5 
countries, out of which three countries (Malaysia, Thailand 
and Turkey) are upper-middle-income economies, two are 
lower-middle-income economies. (Mongolia and Sri 
Lanka.)

 In 'Low' category there are maximum mismatches. Out of 
19 countries, two countries are in High-income category 
(Russia and South Korea) 3 in Upper Middle category 
(China, Kazakhstan and Iran), 10 in Lower middle category 
and 4 in Low-income category. China tops this category, 
whereas Afghanistan is at the bottom.

Thus it is clear that there is scope for improvement in 
financial inclusion even in High, Upper Middle and Lower 
Middle-income countries. Economic prosperity does not 
ensure financial inclusion and that there are pockets of 
financial exclusion, even in developed countries.

Russia and South Korea are high-income countries, but 
these are categorized as 'Low'. Russia has comparatively 
low ranks under Supply (13th), Demand (14th) and Drag 
(14th) dimensions. It has comparatively high (4th) rank 
under only one dimension, i.e. infrastructure. South Korea 
has high ranks under Supply (1st) and Demand (4th) 
dimensions. However, it has very low ranks under 

Infrastructure (21st) and Drag (25th) under Drag 
dimensions. Therefore the overall rankings of both the 
countries as per C.F.I.I. are low.

Sub-Region wise Analysis

Researches have divided  27 countries of Asia pacific 
Region (out of 28 countries) into six sub-regions namely 
Central Asia, East Asia,Pacific Region,South Asia, South 
East Asia and West Asia. Russia has  been excluded as it is a 
transcontinential country. The sub-regions are ranked as per 
average index for a country and ranking is done.

It is observed that Pacific region, East Asia and South East 
Asia are having higher country wise index whereas West 
Asia,South Asia and Central Asia and are at the lower end. 
Pacific region includes three conutries namely 
Australia,New Zeland and Papua New Guinea,amongst 
which Australia and New Zeland are developed  countries 
and are having  high indices whereas Papua New Guinea is 
underdeloped with very low index. East Asia is second in 
rank  which includes Japan ,a developed country with high 
index  whereas  index for South Korea is lowest in the 
region. 

There is no developed country in sub regions of  Central 
Asia,South Asia and West Asia, South East Asia.Central 
Asia is  is at the bottom of the list which includes land locked 
countries  such as Kazakhastan, Krygyzstan, Tajikistan, 
Uzbegistan.

Regionwise average index is shown in Figure-3 below.

Figure-3:Sub-region wise analysis

Source: Constructed by authors
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Impact of Drag Factors

Financial Inclusion Index (F.I.I.) is calculated by 
considering Demand, Supply and Infrastructure factors and 
countries have been ranked. The final measure of Financial 

Table-4 Change in Ranks due to Drag impact

Inclusion (C.F.I.I.) is calculated by applying impact of Drag. 
It is observed that ranks have been changed significantly in 
some cases. Table-4 gives country- wise details of drag 
impact, factor and changes in ranks due to impact of drag.

Country

 

FII
Drag

Impact Factor
 CFII Change in Ranks

Afghanistan
 

0.0296
 

0.9702
 

0.001
 

0
 

Australia
 

0.4798
 

0.1113
 

0.426
 

0
 

Bangladesh
 

0.2062
 

0.8047
 

0.040
 

-5
 

Cambodia
 

0.0987
 

0.7412
 

0.026
 

3
 

China
 

0.2584
 

0.6144
 

0.100
 

2
 

India
 

0.2358
 

0.6713
 

0.078
 

2
 

Indonesia
 

0.1633
 

0.6826
 

0.052
 

4
 

Iran
 

0.318
 

0.8726
 

0.041
 

-12
 

Japan
 

0.4719
 

0.1508
 

0.401
 

0
 

Kazakhstan
 

0.1308
 

0.5784
 

0.055
 

7
 

Kyrgyzstan (Kyrgyz Republic)

 

0.0741
 

0.7142
 

0.021
 

1
 

Laos
 

0.1512
 

0.783
 

0.033
 

0
 

Malaysia
 

0.3037
 

0.3826
 

0.188
 

4
 

Mongolia
 

0.2897
 

0.5365
 

0.134
 

3
 

Nepal
 

0.1747
 

0.7632
 

0.041
 

-1
 

New Zealand
 

0.3907
 

0.0539
 

0.370
 

1
 

Pakistan
 

0.1278
 

0.8175
 

0.023
 

-1
 

Papua New Guinea
 

0.0674
 

0.767
 

0.016
 

0
 

Philippines
 

0.1654
 

0.7184
 

0.047
 

1
 

Russia
 

0.2499
 

0.6762
 

0.081
 

2
 

Singapore
 

0.5312
 

0.0791
 

0.489
 

0
 

South Korea
 

0.4672
 

0.8371
 

0.076
 

-9
 

Sri Lanka
 

0.3196
 

0.596
 

0.129
 

-2
 

Tajikistan
 

0.1137
 

0.8194
 

0.021
 

-2
 

Thailand

 

0.3101

 

0.5669

 

0.134

 

2

 

Turkey

 

0.2591

 

0.5046

 

0.128

 

2

 

Uzbekistan

 

0.1636

 

0.8514

 

0.024

 

-4

 

Vietnam 0.1855 0.6212 0.070 2

Source: Constructed by authors
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In figure 3, changes in the rank are plotted for each country. 
It is observed that in respect of Afghanistan (28th C.F.I.I. 
rank), Australia (2nd), Japan (3rd), Laos( 21st), Papua New 
Guinea(27th) and Singapore (1st); there is no change in 

Figure 4: Changes in Ranks due to Impact Factor

ranks due to impact of drag factor. These countries are either 
at the top of the list or ranked low as per C.F.I.I. Ranking. 
Country-wise change in ranks are given in Figure-4

As observed in figure 4, the impact of drag factor is more 
pronounced (change by 4 or more)  for Bangla Desh ( 20th 
r a n k  a s  p e r  C F I I )  ,  I n d o n e s i a  (  1 6 t h )  ,  
Iran(19th),Kazakhstan(15th),Malaysia (5th), South Korea 

Source: Constructed by authors

Figure 5: Trend of the impact of Drag 

(13th) and Uzbekistan (23rd)  which belong to middle ranks.

In  figure 5 below ranks are plotted against the impact factor 
of drag. It is observed that in general impact is lower in case 
of higher ranks, and it gradually increases as ranks get lower.

Source: Compiled by authors
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CFII and Inclusive growth

The term inclusive growth means a growth which 
encompasses all sections of society, especially the poor and 
disadvantaged (Klasen Stephan, 2010). However, economic 
growth is necessary for the reduction in poverty. The 
economic growth raises the income levels of the people and 
offers opportunities for further growth. It also improves the 
ability of the people to participate in the growth process. As 
the poor are unfavourably placed to take advantages of 
opportunities, growth process should be inclusive. 

Table-5: Correlation of CFII with per capita GDP and percentage of poor

Economic growth improves the financial capacity of the 
government to strengthen the process of inclusive growth. A 
study by Moser and Ichida (2001) confirms a strong and 
robust relationship between economic growth and poverty 
reduction in Sub-Saharan Africa.

In order to find the relationship of the index with inclusive 
growth, the correlation coefficients between C.F.I.I. and per 
capita G.D.P. as well as C.F.I.I. and the percentage of poor is 
calculated. These are given Table-5.

Parameter Correlation Coefficient  

GDP Per Capita 0.9139  

%Poor (2010) -0.6417  

 

The index has a very high correlation with per capita GDP 
and has a good negative correlation with the percentage of 
poor. It captures two major parameters of inclusive growth.

Robustness of Index 

The measure suggested, satisfies following six properties 
namely Normalization, Anonymity, Monotonicity, 
Proximity, Uniformity and Signaling collectively known by 
the acronym NAMPUS. (Nathan, Mishra, and Reddy, 2008)

Normalization: The value of the index ranges from 0 to 1. 
The value zero represents minimum development across all 
dimensions, whereas there is full development when index 
value is 1.

Anonymity: If the values of any two dimensions are 
interchanged, the value of index remains the same.

Monotonicity: The index is monotonously increasing 
function of values of dimensional indices. This means if the 
value of one particular dimension for index d  is higher than 1

the value of that dimension for index d ; (respective values of 2

other dimensions being the same); and if corresponding 
index values are i  and i , then i  > i .1 2 1 2

Proximity: Higher the value of index lesser is the distance 
from ideal 1. Thus the  index represents the level of 
development.

Source: Constructed by authors

Uniformity: The index gives the same importance to all 
dimensions, thus indicating balanced development across all 
dimensions.

Signalling: The index is suggestive, and it  indicates a unique 
optimal path in the direction of higher value. Thus the index 
does not only suggest the present state of affairs but also has 
a futuristic role. 

The construct of the index is such that improvement in lower 
value of any particular dimension is more important than 
improvement in a higher value of any other dimension. It 
emphasizes uniform development across all dimensions. 

Limitations
Data Issues

As the data for required indicators for all countries of Asia 
Pacific Region was not the available index is calculated only 
for 28 countries of the region. The C-Gap Financial Access 
database is used for supply dimension, whereas data for 
demand dimension is taken from The Global Findex 
Database. So also, World Governance Indicators (2010) data 
was used for Drag dimension. Different agencies have 
compiled these databases over a period of time. The non-
availability of integrated database at a point of time is a 
major limiting factor for the study. Furthermore, the 
databases are required to be made comprehensive by 
including indicators such as insurance, pension and 
remittances.

SCMS Journal of Indian Management,  January-March - 2020
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Researches have taken Banks and N.B.F.C.s as channels 
across the supply side. In some of the countries, Micro 
Finance institutions are well developed but not Cooperative 
Credit Unions or vice a versa. As such, it may not be a 
necessity to develop both these channels in a particular 
country because of overlapping function regarding financial 
inclusion. This has resulted in comparatively low score 
across supply dimension. As Displaced Ideal method gives 
equal importance to the development of all dimensions, the 
value of F.I.I. is reduced correspondingly.  Consequently, 
the value of F.I.I. and C.F.I.I. for a top-ranking country is low 
as compared to maximum permissible value 1.

Conceptual issues in defining the poor

The percentage of the poor in developed countries is not 
available. Moreover, income levels for mere survival are 
much higher in developed countries as compared to 
developing countries. This puts limitations on a cross 
country comparison between poverty ratio and other macro-
economic parameters. The correlation coefficient between 
C.F.I.I. and the percentage of poor mentioned in Table-5 – 
(0.6417) pertains to 22 developing countries for which data 
is available.

Contribution of this study and scope for future research

The index is developed, taking into account supply, demand 
infrastructure and drag dimensions. Infrastructure 
dimension positively impacts financial inclusion, whereas 
drag dimension impacts it negatively. The index developed 
is robust as the weights for indicators are generated from the 
data. It is flexible as indicators can be changed. It can be used 
to measure financial inclusion across different regions or 
sub-regions of the world or across provinces of a nation 
state. 

The index developed is comprehensive and thus sustainable. 
It is linked to inclusive growth. There are mismatches 
between the categorizations as per C.F.I.I. and income level. 
This indicates that economic growth does not ensure 
financial inclusion. It explains the existence of pockets of 
exclusion in developed countries.

The index gives directions for corrective policy initiatives 
for inclusive growth. It is useful to policymakers to identify 
excluded areas and to also to identify input indicators which 
are underdeveloped. Such indicators can be reinforced by 
the allocation of resources. Thus index can be used as a 

support system for taking decisions regarding development 
issues. It can also be used to assess the effectiveness of the 
program promoting financial inclusion. The governments 
can use their resources to reduce the impact of Drag factors 
to improve the overall situation.
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Annexure 
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Annexure: Principal Component Analysis- results- Demand Dimension

Demand Dimension                                               Rotated Component Matrixa
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This paper focuses on the impact of selected manufacturing, and service small-to-medium enterprise (SME) stock 

returns on National Stock Exchange (NSE) Emerge before and after implementation of GST with the help of 

developing analytical models. Linear regression models are developed by using Statistical Package for the Social 

Sciences (SPSS). These models are used to identify the SME stock, which significantly influences the NSE Emerge 

before and after GST implementation. Goods and Service Tax (GST) is an indirect tax implemented by the 
stGovernment of India on 1  July 2017. Government has implemented GST with the theme of one nation - one tax 

system and to reduce tax evasion. GST system decreases the paperwork and procedural compliance with increased 

transparency. Overall, the consumer will be benefited with the GST by the free movement of goods without the burden 

of multiple taxes in the country. 
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n India, people tend to have a direct and indirect tax 
regime before GST implementation.  Direct tax means Ithe tax levied on an individual for his/her earnings by 

the Government. The various categories of direct taxes 
imposed are income tax, estate tax, and wealth tax.  The 
indirect tax is charged on goods and services. Before the 
implementation of GST, people had totally different indirect 
taxes such as customs duty levied on imports, service tax 
levied on services, excise duty levied on manufacturing 
goods. As there were many categories of indirect taxes, the 
Government has decided to merge all these forms and levied 
as a single tax called as GST. 

The journey of GST in India began in the year 2000 by 
setting up a committee to draft GST law under Prime 
Minister Vajpayee. It took nearly 17 years for the 
implementation. Many political parties in India opposed the 
GST bill when the current Government has passed it in the 

stparliament. But it came to the implementation on 1  July 
2017. The common man, the small and medium businesses 
in India engrossed in understanding the impact of GST on 
businesses. Some analysts and business owners were not 
convinced towards the implementation of GST as they 
thought that there would be an impact of GST on the returns 
of the business.

In general, the stock market will become volatile when it 
will hear about reforms, disturbances, change in policies, 
and many other economic and political parameters within 
the country. There are many studies at national and 
international level on factors influencing stock market 
volatility. If the market is highly volatile for a longer period, 
the risk will increase thereby; it may disturb the interest of 
the investors as well as the business. Mostly, the research 
connected in this area is based on the influence of 
macroeconomic factors on both national and international 
stock markets. Mark and Aris (2002) studied the influence of 
macroeconomic factors or variables such as consumer price 
index (CPI), producer price index, the balance of trade, 
employment rate etc., on aggregate stock returns. They 
estimated a GARCH model of daily equity returns of the 
selected stock indices. Nurfadilah, et al., (2017) investigated 
the influence of variables such as Earnings per share, 
dividend and net income on the volatility of Malaysian stock 

markets. Hussein et al., (2011) studied the impact of the 
variables such as oil price, dividend per share, earnings per 
share, money supply, gross domestic product, CPI, and the 
interest rate on stock prices at United Arab Emirates 
financial markets. Pilinkus (2011) studied the impact of 
macroeconomic indicators on Baltic stock market indices in 
the short run and long run.

Paresh et al. (2014) examined the determinants of stock 
prices such as economic activity, interest rates and exchange 
rates of thirteen major banks in India. They applied panel 
Granger causality test to reveal the relationship between the 
selected determinants and banking stock prices. Vinayak et 
al. (2018) studied the impact of GST on the service sector 
and its new challenges. Amandeep (2018) studied the impact 
of GST on prices of goods and services in India. Girish 
(2014) studied the impact of GST on Indian tax scenario. 
John et al. (2002) examined the impact of GST on small 
business in Australia. The authors collected the data from six 
small businesses in Australia. Vasanthagopal (2011) studied 
the impact of GST on agriculture, manufacturing sector, 
Micro small and medium enterprises, housing, employment 
price level, EXIM trade, GDP, and government revenue. 
Rosiati (2015) identified the compliance costs of SMEs and 
investigated the expected costs of SMEs in the 
implementation of GST. 

There are studies on impact of GST on Indian stock market, 
international financial markets and services. The impact of 
GST on Indian stock exchanges and various sectors were 
studied by Priyanshu and Manoj (2017). They analyzed the 
impact of GST on banking sector stocks and concluded that 
GST had a positive impact on various sectors. Abhay et al. 
(2019) examined the impact of GST on stock indices by 
using paired t-test. This test was used to identify the 
significant difference in pre- and post-implementation of 
GST. Kushalappa investigated the impact of GST on the 
price behaviour of different companies such as automobile, 
Information Technology, fast-moving consumer goods, non-
banking financial companies and cement at the Indian stock 
market. Razali and Ayojimi (2018) examined the effect of 
pre- and post GST announcement on Malaysian stock 
market index.  The authors collected intraday data for the 
period ranges from June 2009 to November 2016.            
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The market volatility was higher during post GST 
announcement than pre GST announcement. Lourdunathan 
and Xavier (2017) examined the prospects and challenges in 
the implementation of GST in India. Amit (2016) made an 
attempt on 'how the GST system is better over the current 
system'. Laxmi and Rebecca (2018) examined the effect of 
GST announcement on NSE indices. The authors collected 
the closing prices of 11 sectoral indices and three thematic 
indices of NSE. The models were examined by Ordinary 
least squares regression, GARCH and TGARCH. 

Problem statement

The research studies were developed based on the impact of 
GST on macroeconomic variables, and the influence of 
various stock returns on stock market indices due to GST. 
When the government introduces a new policy, it will vibrate 
the financial markets. The effect of the implementation of 
GST on the stock market was likely to be negative because 
the companies especially SMEs were faced tough time for 
few quarters in understanding, likely to befall in revenue 
collections due to volatility in demand. At that time, most of 
the SME owners had the confusion of implementing the 
GST properly. Some sectoral stock market indices got 
affected by the announcement of GST. So, this paper focuses 
on the impact of selected manufacturing and service SMEs 
stock returns on NSE emerge before and after 
implementation of GST with the help of developing 
analytical models.

Objectives of the study:

Ÿ To analyze the impact of Small-to-Medium 
Enterprises stock returns on NSE Emerge index in 
India in view of pre and post GST implementation.

Ÿ To develop the regression models to find the impact 
of selected SMEs stock returns on NSE Emerge 
index before and after GST implementation.

Hypotheses

H01: There is no significant difference in the annual average 
returns of the select sample before and after GST 
implementation.

H02: There is no significant impact of daily returns of select 
sample on the daily return of NSE Emerge index before GST 
implementation.

H03: There is no significant impact of daily returns of select 
sample on the daily return of NSE Emerge index after GST 
implementation.

Database and Methodology

A total of twenty-four companies (SMEs) trading on NSE 
Emerge platform are selected in this study. The study covers 
the SMEs both from manufacturing and service sectors. Out 
of twenty-four companies, nine companies belong to the 
service sector, and the remaining companies belong to the 
manufacturing sector. These companies participated in 
trading on NSE Emerge platform for the period of one year 
before GST and one year after the GST implementation in 
India. This platform was launched by NSE during the year 
2012 for listing and trading the SME securities. The NSE 
Emerge statistics are given below:

      

Source: NSE Emerge Figure 1
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Figure 1 shows that the total number of companies traded 
during the year 2016-17 was 31 and this figure rose to 87 
companies for the year 2017-18. In India the GST was 

stimplemented on 1  July 2017. So from the above statistics, it 
is observed that 24 SMEs daily trading prices were collected 

Table-A shows the companies selected for this study.

for the period of 1 year before GST implementation and 1 
year after GST implementation. The returns are calculated 
by using the daily prices with the help of the following 
formula.

Daily Return = LN (current price/ previous price)

S.NO.

 Company  Name  Short Name Type of company 
1  Art Nirman Ltd.  ARTNIRMAN Manufacturing 
2  Agro Phos India Ltd.  AGROPHOS Manufacturing 
3  Jet Freight Logistics Ltd.  JETFREIGHT Service 
4  Pansari Developers Ltd.  PANSARI Manufacturing 
5  Dhanuka Realty Ltd.  DRL Manufacturing 

6  Aurangabad Distillery Ltd.  AURDIS Manufacturing 
7  Gretex Industries Ltd.  GRETEX Service 
8  Sakar Healthcare Ltd.  SAKAR Manufacturing 
9  Nandani Creation Ltd.  NANDANI Service 

10  Jet Knitwears Ltd.  JETKNIT Manufacturing 

11  AVSL Industries Ltd .  AVSL Manufacturing 

12  Steel City Securities Ltd.  STEELCITY Service 

13  Husys Consulting Ltd.  HUSYSLTD Service 

14  Crown Lifters Ltd.  CROWN Service 

15  Madhya Bharat Agro Products Ltd.  MBAPL Manufacturing 

16  KKV Agro Powers Ltd.  KKVAPOW Manufacturing 

17  United Polyfab Gujarat Ltd.  UNITEDPOLY Manufacturing 

18  Wealth Portfolio Managers Ltd.  WEALTH Service 

19  HEC Infra Projects Ltd.  HECPROJECT Manufacturing 

20  Fourth Dimension Solutions Ltd. FOURTHDIM Service 

21  Perfect Infraengineers Ltd. PERFECT Manufacturing 

22  Eamkay Taps and Cutting Tools Ltd.  EAMKAYTOOLS Manufacturing 

23  Thejo Engineering Ltd.  THEJO Manufacturing 

24  Supreme (India) Impex Ltd.  SIIL Service 

Findings
Table-1 shows the average returns of the select sample 
during the selected time period at both before GST and after 
GST implementation. The highest annual average return 
was observed by GRETEX Company and least return was 
observed by WEALTH Company during the period of 
before implementation of GST.  After the implementation of 
GST highest, the annual average return was observed by 

ARTNIRMAN Company and the least was observed by 
WEALTH Company. WEALTH Company got the same 
rank before and after GST implementation (last rank) based 
on annual average return. The companies whose ranks were 
improved after GST implementation are ARTNIRMAN, 
JETFREIGHT, DRL, AURDIS, NANDANI, JETKNIT, 
C ROW N ,  M BA P L ,  P E R F E C T,  T H E J O  a n d  
EAMKAYTOOLS. The remaining companies' ranks were 
lowered after GST implementation. 
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Table-2 shows the ranks of the select sample, allotted based 
on the coefficient of variation of the select sample during the 
selected time period at both before GST and after GST 
implementation. The coefficient of variation is calculated by 
dividing the standard deviation with mean. The coefficient of 
variation is used to analyze the risk involved in making the 
returns by the select sample. The company with the least 
coefficient of variation got the first rank, and the company 
with the highest coefficient of variation got the lowest rank. 
When the coefficient of variation is high, the company's 
stock returns are highly volatile in nature.

Before GST implementation: The highest rank was observed 
by UNITEDPOLY Company, and least rank was observed 
by WEALTH Company during this period. UNITEDPOLY 
is a manufacturing company, whereas WEALTH is a service 
company.

After GST implementation: The highest rank was observed 
by ARTNIRMAN Company, and the least was observed by 
WEALTH Company. WEALTH Company got the same rank 
before and after GST implementation (last rank) based on 
the coefficient of variation. From the above analysis it is 
observed that the WEALTH Company became volatile in 
making the stock returns. The companies whose ranks were 
improved after GST implementation are ARTNIRMAN, 
JETFREIGHT, DRL, AURDIS, NANDANI, JETKNIT, 
C R O W N ,  M B A P L ,  P E R F E C T ,  S I I L  a n d  
EAMKAYTOOLS. The remaining companies' ranks were 
lowered after GST implementation.

When this study compares the returns of the manufacturing 
SMEs before GST implementation, the following ranks 
were observed.

UNITEDPOLY secured rank 1, ARTNIRMAN secured rank 
2, AVSL secured rank 3, HECPROJECT secured rank 4, 
AGROPHOS secured rank 5, DRL got rank 6, PANSARI got 
rank 7, SAKAR got rank 8, AURDIS got rank 9, KKVAPOW 
got rank 10, JETKNIT got rank 11, PERFECT got rank 12, 
MBAPL got rank 13, EAMKAYTOOLS got rank 14 and 
TEJO got rank 15. After the implementation of GST in India, 
the returns of the SMEs such as ARTNIRMAN, DRL, 
A U R D I S ,  J E T K N I T,  M B A P L ,  P E R F E C T,  
EAMKAYTOOLS and TEJO were improved.

When this study compares the returns of the service sector 
SMEs before GST implementation the following ranks were 
observed.

GRETEX secured rank 1, HUSYSLTD secured rank 2, 
CROWN secured rank 3, FOURTHDIM secured rank 4, 
SIIL secured rank 5, STEELCITY secured rank 6, 
NANDANI secured rank 7, WEALTH secured rank 8, and 
JETFREIGHT secured rank 9. After the implementation of 
GST in India, the returns of the SMEs such as 
JETFREIGHT, NANDANI, and CROWN were 
improved.3.1: Hypotheses Testing (H01): 

Table-3 shows the descriptive statistics for the two 
conditions. One condition is before GST implementation, 
and the other is after GST implementation. The mean value 
of the annual average return of select sample before GST 
implementation was -0.0011, and the standard deviation was 
0.00503. The mean value of annual average return of select 
sample after GST implementation was 0.0020, and the 
standard deviation was 0.00640. The above values depict 
that the mean of the annual average return of select sample 
before GST implementation was lesser than that of after 
GST implementation. But the standard deviation of annual 
average return of select sample before GST implementation 
was lesser than that of after GST implementation. The mean 
of annual average return of select sample before GST 
implementation was observed as negative. 

Table-4 helps to find out the significance difference between 
the selected conditions. From this table the t-value was 
observed as -2.047, i.e., t(23) = -2.047. The p-value observed 
as 0.049 is less than 0.05 (5% level of significance). It means 
that at 5% level of significance we can reject the null 
hypothesis. There is a significant difference in the annual 
average returns of select sample before GST and after GST 
implementation. 

3.2: H02 and H03 testing: 

Multi-regression technique is used to test these hypotheses. 
Regression models are developed for both the hypotheses. 
H02 hypothesis testing is used to find out the impact of daily 
returns (for one year) of select sample on daily return (for 
one year) of NSE Emerge index. H02 testing is for before 
GST implementation, H03 testing is for after GST 
implementation. For both H02 and H03 testing the 
regression model used is:

Return-NSE EMERGE = α + β1* Return(ARTNIRMAN) + 
β2* Return(AGROPHOS) + β3* Return(JETFREIGHT) + 
β4* Return(PANSARI) + β5* Return(DRL) + β6* 
Return(AURDIS) + β7* Return(GRETEX) + β8* 
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Return(SAKAR) + β9* Return(NANDANI) + β10* 
Return(JETKNIT) + β11* Return(AVSL) + β12* 
Return(STEELCITY) + β13* Return(HUSYSLTD) + β14* 
Return(CROWN) + β15* Return(MBAPL) + β16* 
Return(KKVAPOW) + β17* Return(UNITEDPOLY) + 
β18* Return(WEALTH) + β19* Return(HECPROJECT) + 
β20* Return(FOURTHDIM) + β21* Return(PERFECT) + 
β22* Return(EMKAYTOOLS) + β23* Return(THEJO) + 
β24* Return(SIIL)

The above model is used to test the hypotheses for both 
before GST and after GST implementation. In this model, 
the returns of 24 SMEs are used as independent variables, 
and the return of NSE Emerge index is used as dependent 
variable. This is the first model executed by applying linear 
regression technique using SPSS. In this process, three 
different tables will be formed.  The first table is a model 
summary table, the second one is ANOVA table, and the 
third one is the coefficients table. The model summary table 

2gives the details of R and R .  ANOVA table p-value will be 
used to identify either the selected model is significant or 
not. The coefficients table gives information about beta 
values and p-values.  By using these p-values from the 
coefficients table, we can find whether the selected variable 
controls the dependent variable or not. We can conclude that 
the model is a statistically significant model when the p-
value (ANOVA) is less than 0.01(1% level of significance) 
or 0.05(5% level of significance). 

This study develops a few more models from the above basic 
model. The models are developed by removing the 
insignificant p-value of the independent variable. The p-
value of each independent variable tests the null hypothesis 
and also tests the relationship between the dependent and 
independent variable. In the first model, the independent 
variable (the return of the selected SMEs) which generated 
the highest p-value was removed and then run the linear 
regression again to test the hypothesis. This process was 
continued until the highly statistically significant model 
which fits the selected data is observed.

Before GST implementation:Table-5 shows eleven different 
regression models observed from the select sample for the 
period of one year before GST implementation.  Model1 is 
included with the total select sample (24 SMEs returns), but 
this model is observed as an insignificant model because 
ANOVA p-value is (0.614) above 5% or 1% level of 
significance. Even no independent variable is observed as a 

significant variable in this model because its p-values are 
above 5% or 1% level of significance. From Model1 the 
return of the company JETKNIT is removed based on the 
highest p-value, and taken it as Model2. Again the regression 
with 23 SMEs returns is run and observed this model as an 
insignificant model because ANOVA p-value, as well as the 
p-values of independent variables, is still above 5% or 1% 
level of significance (0.308). From Model2 remove the 
return of the company AURDIS based on highest p-value, 
and taken it as Model3 to run the regression again. In this 
model (Model3) the significance level has increased 
compared to the previous two models. Remove the return of 
the company UNITEDPOLY based on highest p-value from 
Model3, Model4 is observed. The significance level of 
Model4 (0.061) is higher than the significance level of 
Model3 (0.138). This process is continued till this study got 
the highly significant regression model which best fit the 
select sample (before GST implementation). Under this 
process total eleven models were observed. Then removed 
the return of FOURTHDIM company based on high p-value 
from Model4 to get Model5, removed the return of SAKAR 
company based on high p-value from Model5 to get Model6, 
removed the return of HUSYSLTD company based on high 
p-value from Model6 to get Model7, removed the return of 
KKVAPOW company based on high p-value from Model7 
to get Model8, removed the return of the company 
NANDANI company based on high p-value from Model8 to 
get Model9, removed the return of MBAPL company based 
on high p-value from Model9 to get Model10 and removed 
the return of DRL company based on high p-value from 
Model10 to observe Model11. The Model 11 observed as a 
highly significant model which best fits the select sample 

2with R  value of 0.893, ANOVA p-value of 0.002.  In 
Model11 all the independent variables got the significant p-
values of less than 5% or 1% level of significance. This 
regression model best fits the select sample for the data 
collected before GST implementation. Multicollinearity test 
is conducted to identify the interrelationship between 
independent variables. Multicollinearity will find out by 
tolerance and VIF values. If the tolerance value is less than 
0.1 or 0.2 and the value of VIF is 10 and above shows that 
there is an association or correlation between independent 
variables. For Model11 the tolerance values of independent 
variables are observed as above 0.2 and the VIF values 
observed as below 10 (below 5). This shows that the 
independent variables of the Model11 are totally 
independent.
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The Model 11 is observed as follows:

R e t u r n - N S E  E M E R G E  =  - 0 . 0 0 2  + 0 . 2 1 7 *  
Return(ARTNIRMAN) -0.163* Return(AGROPHOS) + 
0.137* Return(JETFREIGHT) – 0.156* Return(PANSARI) 
+ 0.094*Return(GRETEX) + 0.067*Return(AVSL) + 
0.571* Return(STEELCITY) – 0.109*Return(CROWN) + 
0.051*Return(WEALTH) + 0.105* Return(HECPROJECT) 
- 0 . 0 3 9 *  R e t u r n ( P E R F E C T )  - 0 . 0 8 7 *  
Return(EMKAYTOOLS) + 0.14* Return(THEJO) +0.168* 
Return(SIIL).

After GST implementation

Table-6 shows six different regression models observed 
from the select sample for the period of one year after GST 
implementation.  Model1 of this period is included with the 
total select sample (24 SMEs returns), but this model is 
observed as an insignificant model because it's ANOVA p-
value is (0.284) above 5% or 1% level of significance. Even 
no independent variable is observed as a significant variable 
in this model because its p-values are above 5% or 1% level 
of significance. From Model1 the return of the company 
AGROPHOS is removed based on it's highest p-value and 
taken it as Model2. Again run the regression with 23 SMEs 
returns and observed this model as an insignificant model 
because it's ANOVA p-value as well as the p-values of 
independent variables are still above 5% or 1% level of 
significance (0.172). From Model2 remove the return of the 
company STEELCITY based on high p-value and run the 
regression again. In this model (Model3) the significance 
level has increased compared to the previous two models. 
Remove the return of the company THEJO from Model3, 
Model4 is observed. The significance level of Model4 
(0.051) is higher than the significance level of Model3 
(0.097). This process is continued till this study got the 
highly significant regression model which best fit the select 
sample (after GST implementation). This process observed 
six models and from seventh model onwards the 
insignificance value was increased gradually. So, this study 
stopped up to six models and the last model (Model6) which 
best fit the selected data. Then removed the return of 
JETFREIGHT company from Model4 to get Model5, 
removed the return of MBAPL company from Model5 to 
observe Model6. The Model6 observed as a highly 

2significant model which best fits the select sample with R  

value of 0.942, ANOVA p-value of 0.013.  In Model6, the 
independent variables which got the significant p-values of 
less than 5% or 1% level of significance are the returns of the 
companies named ARTNIRMAN, AURDIS, GRETEX, 
SAKAR,  NANDANI ,  KKVAPOW,  WEALTH,  
FOURTHDIM, PERFECT, and SIIL. 

The companies such as AURDIS, SAKAR, NANDANI, 
KKVAPOW and FOURTHDIM were not shown any 
significant impact on the dependent variable before GST 
implementation were shown the significant impact after 
GST implementation. The companies such as AGROPHOS, 
JETFREIGHT, STEELCITY, CROWN and THEJO were 
not shown any significant impact on dependent variable after 
GST implementation was shown the significant impact 
before GST implementation. The companies such as AVSL, 
PERFECT and SIIL have shown a negative impact on 
dependent variable after GST but these companies have 
shown a positive impact before GST. This regression model 
best fits the select sample for the data collected after GST 
implementation. For Model6 the tolerance values of 
independent variables are observed as above 0.2 and the VIF 
values observed as below 10 (below 5). This shows that the 
independent variables of the Model6 are totally independent. 
From Model6, it is observed as companies such as DRL, 
AURDIS, NANDANI, KKVAPOW were not shown any 
significant impact before GST were shown significant 
negative impact on dependent variable after GST.

The Model 6 (after GST implementation) is observed as below:

R e t u r n - N S E  E M E R G E  =  - 0 . 0 0 3  + 0 . 0 4 5 *  
Return(ARTNIRMAN) - 0.042* Return(PANSARI) – 
0.026* Return(DRL) -0.093* Return(AURDIS) + 0.049* 
Return(GRETEX) + 0.039* Return(SAKAR) – 0.088* 
Return(NANDANI) + 0.035* Return(JETKNIT) -0.013* 
Return(AVSL) + 0.037* Return(HUSYSLTD) + 0.049* 
Return(CROWN) -0.053* Return(KKVAPOW) + 0.019* 
Return(UNITEDPOLY) +0.129* Return(WEALTH) + 
0 . 0 2 4 *  R e t u r n ( H E C P R O J E C T )  +  0 . 1 1 1 *  
Return(FOURTHDIM) -0.074* Return(PERFECT) -0.004* 
Return(EMKAYTOOLS) -0.109* Return(SIIL)

Most of the SMEs stock returns from the select sample have 
not shown the significant impact on NSE Emerge index after 
GST implementation during the select time period. After 
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GST implementation, majorly, service companies have 
shown a significant impact on NSE Emerge index.

Conclusion

The financial markets will be distressed with many factors 
and it will become volatile. When the government would 
like to introduce a policy will also shake the market because 
the participants will spread the information positively and 
negatively. This leads to disturbing the stock market indices 
for certain time period. This time period is depending on the 
quality of the policy introduced by the Government. This 
study took the time period of one year before GST and one 
year after GST implementation. 

This study concludes that there is a significant difference in 
the annual average returns of select sample before GST and 
after GST implementation. Analytics is applied to develop 
the regression models using SPSS. The eleventh model 
became highly significant model for the stock returns before 
GST implementation. In this model (before GST) fourteen 
SMEs (8 manufacturing and 6 service companies) have 
shown the significant impacts and remaining SMEs have 

shown partial impact on NSE emerge. And sixth model 
became a significant model for the stock returns after GST 
implementation. After GST implementation, majorly, 
service companies have shown a significant impact on NSE 
Emerge index and the other companies have shown the 
partial impact on NSE Emerge. Only six companies (mostly 
service companies) have shown the significant impact on 
NSE Emerge index after GST implementation during the 
select time period. The above findings are showing that 
majority of SMEs returns are negatively influenced the NSE 
Emerge index due to GST implementation in the select time 
period. With the above observations we can conclude that 
mostly service companies have shown the significant impact 
on NSE Emerge index due to GST implementation. 

Suggestions 

The Government has to create more awareness to the 
business as well as to the customers about the changes in 
policies before implementing. They can also identify the 
sensitive areas in advance for implementing this policy 
correctly.

Table-1 Annual average returns of select sample during the select time period

S.NO. COMPANY 
Average Return 
before GST 

 
 Rank

 

Average Return After 
GST 

 
 Rank

 
1 ARTNIRMAN

 
0.00270

 
4

 
0.01664

 
1

 2 AGROPHOS
 

0.00079
 

7
 

-0.00238
 

22
 3 JETFREIGHT

 
-0.00901

 
23

 
0.00629

 
5

 4 PANSARI

 

0.00051

 

10

 

0.00138

 

12

 5 DRL

 

0.00052

 

9

 

0.01921

 

2

 
6 AURDIS

 

-0.00023

 

14

 

0.00165

 

11

 
7 GRETEX

 

0.00910

 

1

 

0.00413

 

6

 
8 SAKAR

 

-0.00002

 

12

 

-0.00020

 

17

 
9 NANDANI

 

-0.00365

 

17

 

0.00380

 

7

 

10 JETKNIT

 

-0.00388

 

18

 

0.00089

 

14

 

11 AVSL

 

0.00186

 

5

 

-0.00481

 

18

 

12 STEELCITY

 

-0.00165

 

16

 

-0.00042

 

16

 

13 HUSYSLTD

 

0.00461

 

3

 

0.00232

 

9

 

14 CROWN

 

0.00074

 

8

 

0.00790

 

3

 

15 MBAPL

 

-0.00524

 

20

 

0.00180

 

10

 

16 KKVAPOW

 

-0.00087

 

15

 

-0.00206

 

23

 

17 UNITEDPOLY

 

0.00766

 

2

 

-0.00381

 

20

 

18 WEALTH

 

-0.01289

 

24

 

-0.01046

 

24

 

19 HECPROJECT

 

0.00177

 

6

 

-0.00275

 

21

 

20 FOURTHDIM 0.00014 11 0.00073 15

21 PERFECT -0.00400 19 0.00341 8

22 EAMKAYTOOLS -0.00558 21 0.00698 4

23 THEJO -0.00877 22 -0.00383 19

24 SIIL -0.00021 13 0.00110 13
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Table-2: Coefficient of Variation of select sample during the select time period

S.No. COMPANY  C.V. before GST  Rank C.V. After GST  Rank 

1 ARTNIRMAN 18.01734 4 3.531088 1

2 AGROPHOS  47.9268 6 -15.6071 19

3 JETFREIGHT -5.46193 23 10.12304 4

4 PANSARI  53.45266 8 41.83072 13

5 DRL 89.51463 10 4.435288 2

6 AURDIS -216.544 13 24.52703 10

7 GRETEX 9.95415 2 19.41715 7

8 SAKAR -2063.89 12 -297.476 16

9 NANDANI  -14.9022 19 13.61752 6

10 JETKNIT -18.1855 16 67.71845 14

11 AVSL  37.59406 5 -12.5436 21

12 STEELCITY -16.8823 18 -69.4846 17

13 HUSYSLTD  11.66628 3 24.197 8

14 CROWN 61.10425 9 4.981815 3

15 MBAPL -7.26859 22 27.30681 11

16 KKVAPOW  -54.5591 15 -31.6354 18

17 UNITEDPOLY  6.775029 1 -10.6025 22

18 WEALTH  -4.91161 24 -6.17349 24

19 HECPROJECT 51.71765 7 -14.4895 20

20 FOURTHDIM 468.2895 11 75.64449 15

21 PERFECT -17.0656 17 11.73294 5

22 EMKAYTOOLS  -10.4064 20 26.51592 9

23 THEJO -8.95207 21 -8.65877 23

24 SIIL -138.628 14 39.62364 12

 Table-3: Paired Sample Statistics Table of Select Sample.

Paired Samples Statistics  

Mean N  Std. Deviation  Std. Error Mean  
Pair 1 Average_Retun_before_GST -.0011  24  .00503  .00103

Average_Return_After_GST .0020  24  .00640  .00131

Source: NSE Emerge Table-4: Paired Samples Test of Select Sample.

Paired Samples Test
 

Paired Differences
 

T
 

Df
 

Sig. (2-
tailed)  

Mean Std. 
Deviation 

Std. Error 
Mean  

95% Confidence 
Interval of the 
Difference  
Lower  Upper  

Pair 1 Average_Retu
n_before_GST 

 Average_Retu
rn_After_GST

-.00305
 

.00729
 

.00149
 
-.00613

 
.00003

 
-2.047

 
23

 
.049

Source: NSE Emerge
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Table-5: Details of regression models observed from the data collected for the period of before GST implementation
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After GST Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

R Value  0.945 0.944 0.944 0.944 0.943 0.942 

R2 Value 0.892 0.892 0.892 0.891 0.889 0.887 

Model P-Value 
(ANOVA)  

0.284 0.172 0.097 0.051 0.026 0.013 

  
Beta 
Value 

p-
value 

Beta 
Value 

p-
value 

Beta 
Value 

p-
value 

Beta 
Value 

p-
value 

Beta 
Value 

p-
value 

Beta 
Value 

p-
value 

Constant 
-

0.002 0.682 
-

0.002 0.545 -0.002 0.483 -0.002 0.382 
-

0.003 0.348 -0.003 0.112 

RETURN 
(ARTNIRMAN) 0.043 0.442 0.048 0.246 0.046 0.21 0.05 0.094 0.047 0.076 0.045 0.068 

RETURN 
(AGROPHOS) 0.009 0.892                     

RETURN 
(JETFREIGHT) 

-
0.002 0.863 

-
0.003 0.83 -0.003 0.824 -0.003 0.735         

RETURN 
(PANSARI) 

-
0.051 0.53 

-
0.047 0.493 -0.041 0.416 -0.045 0.321 

-
0.046 0.274 -0.042 0.282 

RETURN(DRL) 
-

0.035 0.486 
-

0.031 0.406 -0.027 0.304 -0.027 0.275 
-

0.029 0.217 -0.026 0.22 

RETURN 

(AURDIS) 
-

0.097 0.257 
-

0.093 0.198 -0.089 0.147 -0.094 0.085 
-

0.094 0.067 -0.093 0.058 

RETURN 

(GRETEX) 0.034 0.525 0.037 0.402 0.037 0.356 0.042 0.2 0.047 0.093 0.049 0.065 

RETURN 

(SAKAR) 0.028 0.474 0.03 0.351 0.031 0.266 0.031 0.237 0.031 0.213 0.039 0.029 

RETURN 

(NANDANI) 
-

0.102 0.128 
-

0.102 0.092 -0.1 0.063 -0.1 0.045 
-

0.102 0.03 -0.088 0.004 

RETURN 

(JETKNIT) 0.022 0.716 0.022 0.697 0.025 0.607 0.022 0.61 0.031 0.351 0.035 0.252 

RETURN 

(AVSL)  
-

0.005 0.887 
-

0.007 0.813 -0.01 0.693 -0.012 0.542 
-

0.013 0.509 -0.013 0.488 

RETURN 

(STEELCITY) 0.009 0.855 0.006 0.884                 

RETURN 

(HUSYSLTD) 0.029 0.634 0.035 0.391 0.036 0.345 0.038 0.261 0.035 0.252 0.037 0.21 

RETURN 

(CROWN) 0.052 0.428 0.048 0.374 0.047 0.34 0.043 0.306 0.041 0.294 0.049 0.142 

RETURN 

(MBAPL) 
-

0.008 0.857 -0.01 0.779 -0.009 0.78 -0.011 0.712 
-

0.012 0.665     
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Table-6: Details of regression models observed from the data collected for the period of 
one year after GST implementation
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RETURN 

(KKVAPOW)  
-

0.053 0.067 
-

0.052 0.042 -0.051 0.025 -0.053 0.006 
-

0.053 0.004 -0.053 0.002 

RETURN 

(UNITEDPOLY)  0.016 0.68 0.018 0.58 0.017 0.562 0.02 0.378 0.019 0.367 0.019 0.349 

RETURN 

(WEALTH)  0.112 0.182 0.109 0.139 0.109 0.11 0.112 0.067 0.116 0.044 0.129 0.007 

RETURN 

(HECPROJECT) 0.022 0.679 0.02 0.662 0.018 0.655  0.018  0.636  0.023  0.49  0.024  0.453  

RETURN 
(FOURTHDIM) 0.113 0.249 0.11 0.203 0.105 0.152  0.113  0.056  0.114  0.042  0.111  0.035  
RETURN 
(PERFECT) 

-
0.062 0.401 

-
0.064 0.319 -0.068 0.211  -0.066  0.185  

-
0.066  0.165  -0.074  0.074  

RETURN 
(EMKAYTOOLS) 

-
0.005 0.595 

-
0.005 0.57 -0.004 0.525  -0.004  0.518  

-
0.004  0.422  -0.004  0.447  

RETURN 
(THEJO) 

-
0.018 0.821 

-
0.014 0.834 -0.013 0.839              

RETURN 
(SIIL) -0.08 0.547 

-
0.089 0.382 -0.093 0.313  -0.104  0.144  

-
0.097  0.128  -0.109  0.048  

 Source: NSE Emerge
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The study is an attempt to understand the rationale of the merger and acquisitions of the companies in India. The 

acquiring companies in India during the period 2001 to 2011 have been taken to study the merger motives. An analysis 

of the motives has been carried out based on the industry type and age of the acquiring firms to find out the relationship 

between motives of acquisition. The study reveals the motives of acquisitions as synergy, geographical expansion, 

expansion of product line, increasing market share, vertical integration, diversification and consolidation of holdings. 

Synergy was the most important motive for acquisition during the study period. It was also found that the industry type 

of acquirer has got an influence on the motives for acquisition. But on the other hand, it was found that the age of the 

acquiring company does not influence the motives of acquisition.
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orporate restructuring involves the process of 
bringing change in the company's capital structure, Cthe team of management, business model, 

operational and other structures to make the business more 
profitable. It may be a redesigning of the way a company 
does business. The restructuring activities include 
takeovers, mergers, divestiture, spin-offs, split-offs, 
financial recapitalisations and private transactions. These 
activities of restructuring have been considered to be a major 
force in the world economy since the 1970s. (Weston et al. 
1998). In a nutshell, restructuring is where a company sells 
to or merges with a different entity. Restructuring is mainly 
to address the challenges prevalent in the company and to 
increase the value to its shareholders. 

Mergers and Acquisitions (M&A) are taking a fast turn in 
India as the companies have identified inorganic growth as a 
core strategic initiative. This major change is supported by 
way of favourable government policies, economic stability 
and corporate investment. Nowadays, mergers and 
acquisition are viewed as the most important process for 
restructuring the company (Bhalla 2014). In India, the past 
several years have witnessed a tremendous increase in 
Merger and Acquisition activities, covering up sectors like 
finance, pharmaceuticals, telecom, FMCG, and IT and IT-
enabled services (KPMG 2009).

Mergers and acquisitions in India are regulated through the 
provisions of Companies Act 1956, SEBI takeover code 
1994, The Competition Act 2002, Foreign Exchange 
Management Act 1999 and The Indian Income Tax Act 
1961, thereby making these deals transparent and protect the 
interest of shareholders. The factors that lead to an increase 
in mergers and acquisition are dynamic government policies 
and economic stability. The major motives behind Mergers 
and acquisition are to attain economies of scale, increased 
market share, corporate synergy, tax benefits, diversification 
and improved market reach.

Research in Mergers and Acquisitions

Mergers and Acquisitions (M&A) have always been an area 
of interest to researchers. There are a plethora of studies 
relating to M&A. The studies relating to M&A may be 
classified into four categories – performance-based studies, 
motives of acquisition based studies, characteristics of 
merging firm based studies and others.

The studies on performance evaluation of the acquiring 
firms measure either the financial performance using 
various accounting measures or the stock price movements. 

The studies on merger performance using accounting 
measures include Healy et al. (1992), Pawasker (2001), 
Huizinga et al. (2001), Pathak (2006), Fraser & Zhang 
(2009), Mishra & Chandra (2010) and Chalkelya & Stewart 
(2011). Majority of these studies suggest that M & A do not 
bring change in the profitability of the firm (Sharma & 
Ho(2002), Martynova et al. (2006), Kaushik & Sinha 
(2010), Chauhan (2011), Indhumathi et al. (2011)). 
Bhaumik & Selarka(2008) stated that mergers in separate 
lines of business failed to add to the profitability of the 
merging firms. A study of the type of merger and post-
merger performance by Mantravadi(2008) revealed that 
there was a significant decline in the operating performance 
of merging firms where horizontal mergers caused the 
highest decline. On the contrary, some studies stated a 
positive impact of M&A on firm profitability (Rahman & 
Limmack (2004), Chen & Lin (2009), Rai (2011)). Harrison 
et al. (1991) found that differences in resource allocation in a 
merger have a positive impact on the merger performance. 
Powell & Stark (2005) reported that mergers could only 
improve operating performance moderately. A study on 
M&A by Ramakrishnan (2008) revealed that M&A could 
improve the performance of the merging firms in the long 
run. Improved cost efficiency of merged firms was reported 
by Kaur (2010).

There are studies on the performance analysis post-merger 
using the stock price measures like Kothari et al. (1989), 
Loughran(1997), Andre et al. (2004), Conn et al. (2005), 
Black et al. (2007). The studies on stock price movements of 
merged firms have varied results for a different time frame. 
The stock price movements are positive around the date of 
the announcement (Sheel & Nagpal (2000), Mann & Kohli 
(2008), Krishnan et al. (2009)). But in the long run, the 
change in the stock prices are negative (Kale(2004), Kiymaz 
& Baker (2008), Hu(2009)). The target firm share prices are 
found to be improved in comparison with the acquirer firm 
share prices (Anand & Singh (2008), Wong & Cheung 
(2009) Bhagat et al. (2011) and Chi & Young (2011)

There is yet another category of studies that looks into the 
marketing perspective of mergers- Homburg & Bucerius 
(2005) and the HR as well as cultural aspects of mergers and 
acquisitions- Datta (1991), Doty (1993), Ellis et. Al (2009) 
and Weber et al. (2011)

Another category of studies throws light on the corporate 
governance issue in merger and acquisitions- Martynova & 
Renneboog (2008), Yu et al. (2013). They aimed at 
identifying the trend of M&A and analysing the strategic 
impact –Kar & Soni(2008), understanding the level of 
competition due to consolidation-Beena(2008) etc. 
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 Review of Literature
There can be multiple motives for merger and acquisition 
(Nyugen et al. 2012). Studies identifying merger motives 
and subsequent effects are not researched widely. Some of 
the studies that probe into the motivation behind mergers are 
listed below.

Amit et al. (1989), classified target firms involved in 
Mergers and Acquisitions into three categories- firms are 
moving into bankruptcy, highly liquid firms and the 
remainder of the target firms-, free cash flows. The sample of 
the study was 152 target firms, and 141 acquirer firms form 
the period 1965 to 1984. The results of the study were 
consistent with the free cash flow motives of takeovers.

The three categories of target firms had different market 
returns. The bankrupt target firms earned the lowest 
abnormal return, and highly liquid firms earned the highest 
abnormal returns. In the case of acquirer firms, the ones that 
acquired bankrupt and highly liquid firms did not earn any 
abnormal return, and the remaining firms had a negative 
abnormal return. 

Seth et al. (2000) analysed a sample of 100 cross border 
acquisitions from 1981 to 1990 in the US to identify the 
underlying motives of acquisition. It estimated the extent of 
value creation through acquisitions and how the total gains 
were shared among the acquirers and the targets. The 
researcher tested the synergy, hubris and managerialism 
hypothesis. The study results showed that the synergy 
hypothesis was one that was prominent among the 
acquisition transactions studied. The acquisition in which 
the underlying motive was synergy, has been found to give 
out total positive gains. But the acquisition that had 
managerialism as motive was found to generate a total 
negative gain.

Mukherjee, Kiymaz and Baker (2004), studied the merger 
motives of 721 US firms that engaged in acquisition during 
the period of 12 years starting from 1990 to 2001. A survey 
was conducted among the CEOs of the acquiring firms to 
identify their motives for acquisition. With a response rate of 
11.8%, the study states the most important motives of the 
merger is synergy and diversification. Out of this, the most 
important source of synergy was operating economies. In 
acquisitions, diversification was viewed as a method for 
reducing the losses during economic downturns.  

Arnold & Parker (2009), 63 merger cases during a period 
from 1989 to 2003 were analysed to identify the stock 

market's perception of the reasons that motivate managers to 
take up mergers and acquisitions. The study had employed a 
hypothetico-deductive methodology to reveal the capital 
market's perception of the motives of mergers. The 
perceptions are categorised into three: synergy hypothesis, 
managerialism and hubris. The historical share price data at 
the time of the merger is used, which represents the 
collective perception of the market at the time of the merger. 
The study results showed that synergy and hubris were the 
two important motives behind mergers and acquisition.

Lausberg and Stahl (2009) identified four motives of 
acquisition power, achievement, sensation seeking and 
prestige. The study was conducted on 15 German banks. The 
respondents of the study consisted of members and 
chairpersons of the executive committee, mainly from 
middle-sized and small banks. Altogether 20 executive 
committee members were approached for collecting 
required data for identifying motives of acquisitions. The 
authors had attempted to expand the current economic 
literature and applied the methods from psychological 
research. They argued that apart from economic reasons, 
there can also be certain non-economic reasons for 
acquisitions. The study stated that the managers were ready 
to sacrifice the economic motive of the merger to fulfil their 
personal motive, hence proving the presence of non-
economic motives of the top-level managers in acquisitions.

Nyugen et al. (2012) studied a sample of 3520 domestic 
acquisitions in the US. It used a model known as RKRV to 
identify the merger motives of the sample acquiring firms. 
The RKRV model calculates the market to book ratio (M/B) 
and makes inferences about the motives form the 
characteristics of the components. The changes in the post-
merger M/B ratio components are believed to throw light on 
the underlying merger motivation. The motives identified 
were market timing (73%), agency motives (59%) and 
industry and economic shocks (3%). It was found that 78% 
of the sample has at least two motives for mergers. Since 
80% of the mergers studied had multiple motives it was very 
difficult to conclude which among them is the exact motive 
for acquisition. There was a chance of the presence of value 
decreasing as well as value increasing motives in the sample.

The study conducted by Walker (2000) was an attempt to 
link the objectives of merger and its stock price 
performance. The event study result showed that the 
acquiring firm shareholders generally earn normal returns 
except for those with diversification as objective.
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From the articles reviewed, it can be concluded that:

— Most of the studies focused on comparing the pre and 
post-merger performance of the firm either for short-run 
or long run

— Only a few studies identified the motives for mergers 
and acquisitions

— Of all studies undertaken, there are very few studies that 
consider the motives of the acquisition while assessing 
the post-merger performance.

Motives behind M&A are very important in analysing the 
post-merger performance. Hence this study is an attempt to 
identify the merger motives. 

Objectives, Hypothesis, Methodology and Analysis
Objectives

The objective of the study is to identify the motives behind 
acquisitions of the companies in India and to classify them 
based on industry and age.

The specific objectives of the study are

· Identify and analyse the motives of acquisitions

· Classify them based on industry type and age of the 
acquiring firm

· Identify whether motives of acquisitions are 
influenced by industry type and age of the 
acquiring firm

Hypothesis

The type and nature of the industry of acquirer and target are 
believed to influence the occurring of an M & A event and 
also on the performance post M & A. Mantravadi & Reddy 
(2008) finds a slight variation in the way different industries 
gains from the merger. There are various studies conducted 
to find out the determinants of mergers and acquisitions in a 
different industry, thereby stating a possibility of the 
dependence of merger motives on the type of the industry ( 
Fowler & Schmidt; 1989 Yin & Shanley 2008; Pablo 1994). 
Based on the previous literature, an attempt has been made 
to find out whether there is any influence of the type of 
industry on the motives or reasons for acquisition. Hence the 
first hypothesis:

H01: There is no significant association between the 
industry type of acquirer and the motives for acquisition

H11: There is a significant association between the industry 
type of acquirer and the motives for acquisition

Fowler & Schimdt(1989)also suggests that the age of the 

firm has a bearing on the factors that initiate merger. The 
study also suggested that the performance of the older firms 
improved after the merger.  The relevance of the age of the 
firm on motives for acquisition, the following hypothesis is 
formulated:

H02: There is no significant association between the age of 
acquirer and the motives for acquisition

H12: There is a significant association between the age of 
acquirer and the motives for acquisition

Population & Sample

The population of this study consists of all Indian companies 
which have acquired another Indian firm for ten years 
starting from April 01, 2001 - March 31, 2002, to April 01, 
2010, to March 31, 2011. The Study tries to cover all the 
companies for analysis, depending on the availability of 
data. 

The study takes into consideration deals in the country 
where the target company is compulsorily a listed company. 
The acquiring companies include both listed and unlisted. 
Apart from this, the acquirer could also be a foreign-
registered company or an individual. The population of 
study includes all the acquisition deals for a period of ten 
years starting from April 01, 2001 - March 31, 2002, to April 
01, 2010, to March 31, 2011. The population consists of 773 
acquisition deals during the study period. It includes 511 
deals made by Indian companies, 150 deals made by 
individuals and 112 deals by a foreign company.

The sample consists of Indian acquiring firms during the 
study period, which is either listed on the stock exchange or 
acquired any of the listed Indian firms. The motives of the 
acquisition have been collected from the offer letter 
submitted by the acquiring firms to the Securities and 
Exchange Board of India (SEBI). The industry classification 
of the acquirer firms is done based on the classifications 
provided by PROWESS, the database of CMIE. Further data 
has been collected from the Prowess database.

The deals which were initiated by individuals rather than a 
company were eliminated from the sample. Because motives 
of such deals were to apply the skill and expertise of the 
acquiring individual on the target and to consolidate their 
holdings. The study is intended to understand the driving 
factors that motivated Indian companies to make an 
acquisition. Hence the deals involving a foreign company 
were eliminated from the population. After eliminating these 
two categories of deals, the final sample of the study is 328 
deals.
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5. Data Analysis and interpretation

Objective 1: To analyse the motives of acquisitions behind mergers

Year of Study
Total no: of 
Indian Acquirers

Data available 
on motives

2001-2002

 

32

 

14

 

2002-2003

 
22

 
12

 

2003-2004
 

51
 

35
 

2004-2005 91  65  
2005-2006 79  55  
2006-2007
 

22
 

13
 2007-2008

 
31

 
17

 2008-2009

 

53

 

31

 
2009-2010

 

56

 

34

 
2010-2011 74 52

Total 511 328

Table 1: Year -wise classification of data

The total number of acquisitions during the study period is 
511. This population includes listed and unlisted Indian 
companies. It is observed that the highest number of mergers 
and acquisitions had taken place in the year 2004-2005 with 
a total of 91 deals followed by the year 2006 with a total of 79 
deals. But in the year 2006-2007, the deals are reduced to 
less than half the number that was in 2004-2005 and 2005- 
2006. The lowest number of deals was reported in the year 
2002-2003 and 2006-2007, with only 22 M&As. The period 
from 2005 to 2008 can be considered to be very important 
for companies with regard to M&A as the period has seen the 
highest number of M&As.

Out of the total number of acquisitions made during the 
study period, the data is available on motives only for 328 
acquisitions. The motives of acquisition identified from the 
offer letter submitted by the acquiring company to SEBI 
were classified with the help of literature. The motives of 
acquisition thus identified are:

ž Synergy
ž Geographical expansion
ž Expansion of product line
ž Increasing market share
ž Vertical integration
ž Diversification
ž Consolidation of holdings

The motives of acquisition of 328 Indian acquiring 
companies from the study period have been collected. The 
details regarding the motives of acquisitions and the number 
of companies against each motive have depicted in Table 1.

Table 2: Motives of acquisition.

Motives of Acquisition
Number of 
acquirer 

companies

Synergy 86

Geographical expansion

 
64

Diversification
 

46

Increasing market share  30

Vertical integration

 

29

Consolidation of holdings

 

28

Expansion of product line 26

Others 19

Total 328

It can be noticed from the above table that out of 328 
acquisitions made during ten years, synergy is the topmost 
rated acquisition motives of the acquiring firms, followed by 
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geographical expansion. Out of the 328 acquisitions during 
the period, 26% is carried on for attaining synergy. Synergy 
simply means that the value of two combined entities is more 
than the sum of individual companies. The combination of 
two or more entities creates economies of scale or cost 
reduction. This is considered to be the reason for achieving 
greater value. The acquisition of Gillete by Proctor & 
Gamble created synergy through cost reduction. This cost 
synergy helped the acquirer company in their growth 
objective and attainment of leadership.

Geographical expansion is another important motive for 
acquiring companies in the selected sample. It represents 
20% of the total sample. Geographical expansion is 
considered to be the most important growth strategy by 
companies. It helps you gain access to new markets in a 
different geographical. In spite of all the benefits, it is a risky 
growth strategy which consumes time and money. 
Nevertheless, this has been second most sought after the 
reason for acquisitions. The acquisition by Idea cellular of 
Spice Communication Limited in the year 2008 was a step 
towards Idea's medium and long term vision of becoming 
pan India operator. Spice was delivering a strong platform in 
Punjab and Karnataka. This deal was expected to increase 
Idea's operations in the 900 MHz GSM spectrum band from 
current seven circles to 9 circles.

The third most considered reason behind acquisition is the 
diversification of business. 14% of the sample has 
undertaken acquisition for the purpose of diversification. 
The term diversification represents the idea of moving 
towards an unrelated line of business which is different from 
the acquirer's original lines of business. There is no strategic 
fit in this kind of combinations and always lacks synergy. 
Diversification may help in reducing the risk element in the 
business environment and help in keeping the cash flows 
steady. The acquisition by Aditya Birla Nuvo Limited, one of 
the flagship companies of Aditya Birla Group, of Apollo 
Sindhoori Capital Investments Limited was to venture into 
the financial services business and become a broad and 
integrated player in that line.

Increasing market share, vertical integration and 
consolidation of holdings takes up the fourth place in 
motives of acquisition with 9% of the total sample. The 
acquisition of Indian Aluminium Company (Indal) by 
Hindalco Industries Limited was an attempt by the acquirer 

to improve its share of the market in the industry. Both the 
target and acquirer are vertically integrated through all 
stages of the aluminium business. At the time of the 
acquisition, the target company was enjoying a leading 
position in the market.

Vertical integration is done to obtain more control over the 
supply chain. It is believed to help reduce costs at various 
stages of production and also helps in ensuring the quality of 
production. It will also help a company in reducing the 
leverage that the suppliers and buyers may have over the 
company. The acquisition of Pioneer Distilleries Limited by 
United Spirits Limited is because the target company was in 
the business of production of the primary ingredient (ENA) 
of the acquirer's product, India Made Foreign Liquor 
(IMFL). This acquisition was expected to bring better 
control over its upstream supplies of ENA. The in house 
production of this ingredient might bring cost efficiencies 
also.

Consolidation of holdings is explained by SEBI as an 
acquisition in which the shareholders holding more than 
15% but less than 75% of shares in a company are allowed 
acquire more than 5% shares in that company without any 
change in control. Tata Steel Limited acquired shares in The 
Tinplate Company of India Limited for the purpose of 
consolidating its shareholding in the target. Tata Steel 
Limited is the promoter of the target company and was 
already in charge of its control, with 59.44% of equity share 
capital. This acquisition will help the acquirer in increasing 
its shareholding in the target company by 14%. 

Acquisition for expansion of product line is 8% of the total 
sample companies selected. Dabur India Limited acquired 
Fem Care Pharma Limited with an intention to expand its 
product portfolio. On a broader level, the acquirer and the 
target cater to the consumer goods segment. The acquirer at 
the time of acquisition was engaged in the manufacture of 
ayurvedic medicines, personal care products, health care 
products, home care products and food products. The target 
company is engaged in the production of consumer 
products, pharmaceuticals and speciality chemicals. The 
acquisition of Fem Care Pharma Limited would help the 
acquirer in extending its product line.

Other motives of the acquisition include a legal requirement, 
reviving the target and for making use of the benefits of 
being a listed company.
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Table 3: year-wise data on motives of acquisitions.

Motives/Year
 

2001-
2002
 2002-

2003
 2003-

2004
 2004-

2005
 2005-

2006
 2006-

2007
 2007-

2008
 2008-
2009

 2009-
2010

 2010-
2011

 
Total

 

Consolidation of holdings
 2

 
0

 
5
 

9
 

3
 

1
 

1
 

4
 

1
 
2

 
28

 

Diversification 2
 

4
 

3
 

7
 

7
 

1
 

1
 

3
 

10
 
8

 
46

 

Expansion of product line 1 1 6 6 5  2  0  2  1  2  26  

Geographical expansion 0 2 5 12 11  2  9  8  3  12  64  

Increasing market share 1 1 3 9 5  2  3  3  0  3  30  

Synergy 
4 1 10 11 14  3  1  8  13  21  86  

Vertical integration
 

4
 

3
 

1
 

8
 

7
 

1
 

0
 

1
 

3
 
1

 
29

 
Others

 
0

 
0

 
2
 

3
 

3
 

1
 

2
 

2
 

3
 
3

 
19

 
Total

 

14
 

12
 

35
 

65
 

55
 

13
 

17
 

31
 
34

 
52

 
328

 

The above table and chart represent the year-wise analysis of 
motives of acquisitions. It can be noticed that for all years of 
the period selected for study except for 2002-2003 and 

2007-2008, synergy has been considered the major motive 
for acquisitions.
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Table 4: Industry classification of the samples

Sl no Industry  
No of 
Acquisitions Percentage 

1  Automobiles & Ancillaries  19 5.79 

2  Beer & Alcohol  12 3.66 

3  Business services & consultancy 17 5.18 

4  Cement  6 1.83 

5  Chemical & Chemical Products 9 2.74 

6  Communication services 14 4.27 

7  Computer Software  16 4.88 

8  Construction and real estate 27 8.23 

9  Consumer Goods  18 5.49 

10  Crude Oil & Natural Gas 10 3.05 

11  Electricity  7 2.13 

12
 

Financial services
 

57
 

17.38
 

13
 

Health services
 

20
 

6.1
 

14
 

Metal & Metal products
 

7
 

2.13
 

15
 

Steel
 

20
 

6.1
 

16
 

Textile
 

13
 

3.96
 

17
 

Tourism and Hospitality
 

9
 

2.74
 

18
 

Trading
 

34
 

10.37
 

19
 

Others
 

13
 

3.96
 

Total
 

328
 

100
 

 

The above table gives an idea about the types of industries 
involved in acquisitions during the study period. Most 
number of acquisitions has been made in the financial 
services industry. Out of the total acquisitions made during 
the study period, 57 acquisitions are from the financial 
services industry. The forces behind increased consolidation 
in the financial services sector are globalisation of financial 

markets, deregulation, the introduction of sophisticated 
information technology and pressure from the shareholders 
for increased financial performance.  Other sectors active in 
the sample in M & A are trading, construction and real estate 
and steel.

The motives or reasons for acquisitions in each industry has 
been represented in table 5
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Table 5: Industry-wise classification of motives

Industry/Objectives 
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Automobiles & Ancillaries
 

1
 

4
 

1
 

2
 

3
 

5
 

3
 

0
 

19
 

Beer & Alcohol
 

1
 

0
 

1
 

3
 

1
 

4
 

1
 

1
 

12
 

Business services & consultancy
 

1
 

4
 

3
 

2
 

0
 

4
 

1
 

2
 

17
 

Cement
 

0
 

0
 

0
 

3
 

1
 

2
 

0
 

0
 

6
 

Chemical & Chemical Products
 

0
 

0
 

2
 

2
 

0
 

3
 

2
 

0
 

9
 Communication services

 
0
 

3
 

1
 

3
 

0
 

6
 

1
 

0
 

14
 Computer Software

 
0
 

5
 

2
 

2
 

0
 

5
 

0
 

2
 

16
 Construction and real estate

 
2
 

3
 

1
 

8
 

3
 

5
 

3
 

2
 

27
 Consumer Goods

 

1

 

3

 

2

 

2

 

0

 

6

 

2

 

2

 

18

 Crude Oil & Natural Gas

 

0

 

2

 

2

 

2

 

0

 

2

 

1

 

1

 

10

 Electricity

 

0

 

2

 

1

 

2

 

0

 

2

 

0

 

0

 

7

 Financial services

 

12

 

5

 

5

 

12

 

6

 

12

 

2

 

3

 

57

 Health services

 

3

 

0

 

1

 

4

 

4

 

4

 

3

 

1

 

20

 Metal & Metal products

 

0

 

2

 

0

 

1

 

0

 

2

 

2

 

0

 

7

 Steel

 

0

 

2

 

1

 

3

 

4

 

8

 

0

 

2

 

20

 Textile

 

0

 

2

 

1

 

1

 

1

 

3

 

4

 

1

 

13

 
Tourism and Hospitality

 

0

 

2

 

1

 

1

 

1

 

2

 

2

 

0

 

9

 
Trading

 

6

 

5

 

1

 

7

 

6

 

7

 

0

 

2

 

34

 
Others

 

1

 

2

 

0

 

4

 

0

 

4

 

2

 

0

 

13

 
Total

 

28

 

46

 

26

 

64

 

30

 

86

 

29

 

19

 

328

 

 
The most important motives of acquisitions in the financial 
services industry is the consolidation of holdings, 
geographical expansion and synergy. Consolidation of 
holdings is believed to bring better control in the company. 
This will enable the promoters to work on the growth 
potential of the target companies; thereby improving the 
shareholders' value. The motives of M &A for the 
companies in the trading sector is also similar to that of the 
financial services industry with one more additional motive, 
which is increasing the market share. Trading companies 
have undertaken acquisitions for the purpose of attaining 
synergy and also for the purpose of expanding 
geographically. On the other hand, the acquisitions in the 
construction and real estate industry have been mainly 
undertaken for the purpose of attaining geographical 
expansion.Hypothesis I

Table 6 : Chi-Square Tests -Industry & motives 

H01 : There is no significant association between the 
industry type of acquirer and the motives for acquisition

Value
 

df
 

Asymp. Sig. -
(2 sided)

Pearson Chi-Square 14.530a 7  .043

Likelihood Ratio 15.202 7  .033

Linear-by-Linear Association

 
7.555

 
1

 
.006

N of Valid Cases 328

a. 0 cells (0.0%) have expected count less than 5. The minimum expected 

count is 9.21.
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The p-value in the test result is less than .05; hence we cannot 
accept the null hypothesis, i.e. there is no significant 
association between the industry type of acquirer and the 
motives for acquisition. Hence we can say that there is a 
significant association between the type of industry and the 
motives or reasons behind mergers and acquisitions. This is 

Table 7: Age and motives of acquisitions 

an indication that the merger activity among Indian 
companies may have occurred in patterns within each 
industry.

The classification of motives for acquisitions based on the 
age of the company has been depicted in the table below:

Motives/Age  
Less than or 

equal to 5 
years  

Percentage  Above 
5 years  

Percentage

consolidation of holdings  9  7.44  8  9.30

Diversification
 

18
 

14.88
 

12
 
13.95

expansion of product line
 

7
 

5.79
 

8
 

9.30

Geographical expansion
 

28
 

23.14
 

13
 
15.12

Increasing market share
 

10
 

8.26
 

8
 

9.30

Synergy

 

34

 

28.10

 

21

 

24.42

Vertical integration

 

7

 

5.79

 

11

 

12.79

Others

 

8

 

6.61

 

5

 

5.81

Total 121 100.00 86 100.00

The two major motives for acquisitions among young 
acquirers are Synergy and Geographical expansion. In the 
case of old firms, the major motive is synergy. Apart from 
synergy geographical expansion, diversification and vertical 
integration are also considered to be the most important 
motives of acquisition.

Hypothesis II

H02: There is no significant association between the age of 
acquirer and the motives for acquisition

Firm age has been classified by different authors differently. 
Based on age the companies are classified into the new firm 
and old firm, in which new firm is (Ismail et al. 2010) or 
y o u n g  f i r m ,  i n t e r m e d i a t e / m e d i u m - f i r m  a n d  
mature/established firm (Ayyagari et al. .2011). 
Bakar(2011) classified all the firms under five years of age 
as young, six to ten years as medium and above ten years as a 
mature or established firm.

On the other hand, Ismail et al. (2010) classified the firms 
into two categories- firms less than or equal to 15 years and 
firms for more than 15 years. Fort et al. (2012) had only two 
categories of firm, young and older firms. All firms less than 
five years were considered young and all firms above five 
years as mature firms. This classification of age group is 
adopted for this study also. Hence there are two categories of 
firms-Young and Old.Table No 8: Chi-Square Tests-Age & 
Motives

Value df Asymp. Sig. (2-

sided)

Pearson Chi-Square 5.879a  6  .437

Likelihood Ratio
 

5.869
 

6
 

.438

Linear-by-Linear Association .080 1 .778

N of Valid Cases 194

Table No 8: Chi-Square Tests-Age & Motives

a. 0 cells (0.0%) have expected count less than 5. The minimum expected 

count is 6.26.
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The p-value of the test statistics is more than 0.05. So the null 
hypothesis cannot be rejected. Hence we can say that there is 
no association between the age of the firm and motives of 
acquisitions. The test reveals that the age of the firm does not 
have any influence on the motives of merger, thereby 
eliminating a possibility of linkage between the age of the 
company and the type of merger selected. 

Conclusion

The study reveals the major reasons behind mergers and 
acquisitions among Indian companies. It has been identified 
that the motives of M & A s among Indian companies during 
the study period were Synergy, Geographical expansion, 
Expansion of product line, Increasing market share, Vertical 
integration, Diversification and Consolidation of holdings. 
Out of the seven motives for acquisition, synergy is 
considered to be the most important motive for acquiring 
another firm. Further on the industry classification of the 
acquiring companies reveals that the companies represent 
19 industries. The major industries involved in mergers and 
acquisitions during the study period are financial services 
and trading. It has been evident that the major rationale for 
the mergers and acquisitions in the financial services 
industry are attainment of synergy, expanding 
geographically and consolidation of holdings. This indicates 
the fact that the companies in the financial services industry 
have been focusing on increasing the profitability of the 
firms as well as the shareholder value.   An analysis on the 
basis of industry type of the acquiring companies reveals 
that motives of acquisition are influenced by the industry 
type of the acquiring firms. This indicates that the merger 
activities in the study patterns may have occurred in pattern 
within each industry. It was also found that the age of the 
acquiring companies may not have any influence on the 
merger motives. The results of the study may be useful in 
understanding the role of various characteristics of the 
companies in predicting acquisition motives. It may also 
help in identifying those characteristics of companies that 
may help in predicting whether a company is a potential 
acquirer or not. This may further help in analyzing the post-
merger performance of acquiring companies more precisely.
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ith the current economic fluctuations and 
various globalisation challenges, clusters and Wcluster initiatives act as the perfect response. In 

the past, cluster initiatives have gained significant 
importance in the changing business environment. 
Geographical clusters are extremely complicated entities, 
organised in many alternative ways on which several studies 
have been done in the past. These studies have to lead to an 
enormous variety of definitions to understand the 
geographical clusters (Carbonara, 2005). 

Cluster here can be understood as a structured effort in order 
to improve the competitiveness and progress of that 
particular cluster within the territory. Clusters also involve 
cluster firms, government, entrepreneurs, and business 
development service providing agencies or the research 
community. Globalisation has dramatically enhanced the 
need for specialisation and excellence, and clusters are often 
a major lever for promoting and accelerating this process, as 
they promote innovation, enhanced collaboration between 
actors and add to regional economic development (Boesso, 
Orazio, & Torresan, 2012). Collaborative initiatives can, 
therefore, motivate the creation of fresh concepts, abilities 
and greater inter-company relationships, which explicitly 
creates a distinct platform (Kunango, 2004). 

Clusters can also be defined as applications of micro, small 
and medium-sized businesses in a specific geographical 
place that yield the same or similar kind of products or 
services and also these companies may encounter similar 
kind of opportunities and threats (Singh, 2010). Cluster 
initiatives can also be described as an organisation (or 
project) formed with the aim of promoting economic 
development and is typically arranged as a multiple 
collaboration where public and private actors such as 
companies, government agencies and academic 
organisations are involved (Mauriner & Zorn, 2017). In 
order to evaluate the restricted networks of financial activity 
and their capacity to become a source of strength for 
development in a region, clusters must be researched in the 
knowledge-based method (Felzensztein, Brodt, & Gimmon, 
2013). Clusters are also often described as industrialised 
districts and fresh industrialised areas with versatile 
specialities, networking and regional manufacturing 
technologies for the wider setting, regional innovation 

methods or a modified national innovation system. A 
thorough discussion of the definition of the extended and 
added value of the cluster is mentioned (OECD, 2010). 

Business clustering is designed not only to enhance the 
efficiency and prosperity of developing countries' sectors, 
goods, services and labour but also to enable all members of 
the contemporary global economy to compete, collaborate 
and thrive with each other (Szabo & Durkop, 2015). The 
perception of clusters as valued contributors to regional 
innovation, new job creation, technological growth, 
enhancing institutional environment and encouraging new 
enterprises (Adamus, Walec, & Rosinski 2017). Any 
prearranged attempt to improve a cluster's attractiveness can 
be deemed as a cluster initiative (Negrusa, Rus, & Sofica, 
2014). Studies on clusters reveal that close geographic 
proximity can be an obstacle to social proximity (Letaifa & 
Rabeall, 2013). Michael Porter, who is considered as the 
pioneer of the concept of clusters, explains that businesses 
do not compete in clusters, but collaborate with each other. 
Clusters, therefore, promote both competition and 
collaboration, where the companies strive hard to win and 
retain clients, and it may crash without vigorous 
competition. However, there is also cooperation in 
connecting businesses in the connecting sectors, which 
means that competition can harmonise with cooperatives 
(Porter, 1998). And, on the same lines, United Nations 
Industrial Development Organisation (UNIDO) describes 
clusters as sectoral and geographical deliberations of 
companies harvesting and selling a variety of associated or 
associated products and thus facing common difficulties and 
possibilities (Russo, 2001). Through clustering, individual 
enterprises can tackle their current problems related to their 
size, production process, marketing, attaining of inputs, 
demand fluctuations, market information etc. (Tambunan, 
2005). 

A cluster can be described as a sectoral and geographical 
collection of companies, organisations, service providers 
and associated supervisory bodies involved in the 
manufacturing of standardised or interrelated products that 
are confronted with common possibilities and threats 
(Vellala, 2009). Cluster member companies enjoy the 
economic benefits of several types from access to 
specialized human resources, suppliers and knowledge 
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spillovers etc. (Furre, 2008). The word “network” is well 
defined as organisations belonging to a set of businesses that 
work together to achieve a financial goal and collaborate on 
the basis of mutual benefits (Foghani, Mahadi, & Omar, 
2017). When defining the concept of clusters and cluster 
stakeholders, it is also important to understand that a cluster 
consists of not only the monetary initiatives that actually 
harvest the product/service, but also the raw material 
suppliers, sub-contractors, buyers, exporters, machinery 
dealers and the numerous support institutions that ease the 
production directly and indirectly for the clusters as a 
cluster's stakeholders (Gulati & Sarkar, 2006). 

Clusters are often a remarkable level for promoting and 
tracking this process, as they boost innovation, improve 
collaboration between actors and contribute to territorial 
economic development (Boesso, Dorazio, & Torresan, 
2012). Clusters become a breeding ground for new clusters 
as it enables the firms to access more suppliers and specific 
support services, experienced and skilled labour pools 
(Rosenfeld, 2002). Cluster initiatives connect project, key 
players, management and target groups by combining 
transitional operation (Laur, 2015). It is essential to 
recognize that when a collaborative association emerges 
among companies, data and knowledge distribution takes 
place between small companies (Nwosu, 2017). Clusters 
(especially industrial clusters) are made up of 
demographically concentrated and well-devoted businesses 
(Nadvi, 1995). When discussing the impact of the cluster on 
a country's economy, it is important to understand the impact 
of cluster development on a developing country, like poverty 
alleviation or industrial relocation in developing nations 
(Das, 2007). The reason for the success of the cluster is that it 
forms a co-operation between agents within the cluster in 
terms of sharing of resources, information, technical 
expertise and knowledge, to gain competitive advantages 
and growth of the economy (Uzor, 2004).

A cluster  focuses on packages of assistance that try to adopt 
a holistic strategy focuses more on skill construction or soft 
infrastructure (Lundequsit & Power, 2002). The theory of 
clusters proposes that companies which are a part of the 
geographically defined cluster, benefits from being a part of 
that cluster and these advantages also result in the 
development of the region's economic output (Hincapie & 

 

 

Wolman, 2015). Companies can take advantage of the 
notion of agglomeration economies to improve their 
innovation through the exchange of data and technological 
spillover that may occur owing to formal and informal 
networks between them (Giulani, Maffioli, Pacheco, 
Peitrobelli, & Stuchi, 2013). Cluster study also indicates that 
clustered companies could participate in multiple types of 
collaboration and collective action, enhancing competitive 
benefits through the establishment of marketing 
organizations, research and development, improvement of 
local expertise and technological capacities (Knorringa & 
Nadvi, 2014). Clusters are now the topic of current monetary 
theory in the latest years, which has proved crucial for 
regional and even national growth (Koszarek & Gdanska, 
2013). 

So based on several studies and reports on clusters, it appears 
that clusters have many advantages for the firms as well as 
for the economy. 

Ideation and Methodology

Clusters play an important role in the overall development of 
firms and the economy. Several pieces of research have been 
done on the role of clusters as a key transitional means for 
different sectors and for the overall development of the 
nation. But, there have been no talks about how the clusters 
evolved over a period of time. The purpose of the study is to 
gain insight into the evolution of clusters in India. In this 
study, a research-based approach is taken wherein various 
published materials about clusters and clustering initiatives 
have been explored. The data used and referred is secondary 
from different research papers and journals.

This study is broadly divided into five categories, mainly 
introduction, ideation, literature review, discussion, 
managerial implication, conclusion and limitation along 
with scope for the future research (way forward). The 
authors have justified the need for study in the introductory 
part. It was required to bring related studies together to carry 
the study further in addition to supporting the research gap. 
Through literature reviews, it was quite clear that the 
evolution of clusters in India needed special attention from 
researchers, academia and stakeholders to take clusters to 
the next level. The findings and implications part of the 
paper has highlighted the benefits of clusters for 
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stakeholders and also recommendation on efforts required 
from the stakeholders to make clusters initiatives 
meaningful. 

Literature Review

Literature review broadly conducted in three areas. The first 
part focuses on the history of clusters in India, followed by 
the present status of clusters and finally, the intervention of 
supporting institutions.

History of Clusters in India

The concept of clustering is not new in India. Clustering in 
India has been an ancient phenomenon, and it has existed 
and developed for decades in India (Singh, 2010). The 
handicrafts were most prevalent in India. Earlier, the 
understanding of clusters in India was that there were certain 
cities or adjacent villages known for a particular item or a 
variety of supplementary products. India has more than 
6500 industrial, hand-held, artisanal and micro-business 
clusters which constitute to the socio-economic legacy of 
the nation. Some of the cities or adjacent villages are known 
for a particular product or a variety of supplementary 
products have existed for decades and centuries (Sarkar, 
2006). In erstwhile, cluster products in India existed for 
centuries, and the manufacturers of these clusters often 
belonged to the same group or tribe that produced the same 
products for generations. The known, Chanderi cluster, 
which is located in the state of Madhya Pradesh in India has 
been very famous for its Chanderi , which is a type of 
weaving for making a saree (dress form in India) as an end 
product. Similarly, the handicraft cluster of Moradabad (a 
town in Uttar Pradesh, India), is a specific cluster famous 

thsince the 19  century for its brassware product. Likewise, 
the handloom, which is the hand block printed clusters 
located in the city of Jaipur, Rajasthan, India. This cluster is 
popular and successful because of its traditional hand block 
printing method on textiles.

 A cluster is known by the name of the item produced by 
firms and the location in which they are situated, the Solapur 
terry towel cluster, the Rengali brass and bell metal cluster, 
the Pune floriculture cluster, the Naraspur crochet lace 
cluster, the Rajasthan Mojari cluster, are the few renowned 
clusters that have been recognized historically in India for 
their products. Conventionally the artisans and clans have 
been creating products for these clusters (Rawat, Mittal, & 

Aggrawal,2017). Other industrial clusters in India that have 
been researched includes the Leatherwear complex in Agra, 
Uttar Pradesh (Knorringa, 1994), the Ludhiana's woollen 
Knitwear Cluster in Punjab (Tewari , 1999) etc. Through 
these examples listed above, the study unveils about the 
types of community family traditions that were carried out 
from one generation to the next. 

The study also communicates about some new kind of 
clusters consisting of contemporary industrial clusters such 
as the Ludhiana knitwear clusters situated in the state of 
Punjab, India and the Surat jewellery cluster situated in the 
state of Gujarat, India, which have not only evolved and 
developed in the latest past but also are now known globally. 
Regarding handloom cluster's history in India, until the early 

th20  century, handloom occurred under the aid of the best in 
cities and supplemented agriculture in countryside areas, 
remarkably through the rainy season (Beddig, 2008). 
Handloom has transferred an ancient legacy and has 
advanced with particular regional characteristics that can be 
recognized by the distinctive styles and methods used even 
today.

Present Scenario of clusters in India: An Overview

The cluster concept initiates fundamentally as an instrument 
for achieving competitive advantage, which includes the 
handling of the entire value system that is the value chains of 
companies, distributors, channels and customers (Sardana & 
Dasanayalra, 2015).  In a report which was published by the 
foundation of MSMEs in India, it was examined how 
clusters in India have been classified into three broad 
categories, namely high-tech clusters that direct innovation 
for survival, a standard, industrialized clusters that target 
efficiency and the consequent accountability for jobs and, 
finally, low-tech micro-enterprises, which are mainly 
focused clusters that have both employment as well as 
poverty implications (Das , 2007). The study also talks about 
policy recognition for clusters, which was first done in the 
year 1997. 

Although clusters in India are regarded as a recognized 
occurrence in the nation and have policies that support their 
growth, the mainstream Indian clusters do not fully realize 
their potential. In India, it has been observed that many 
clusters lacked co-operation between the actors/ 
stakeholders of the cluster (Biswas, Roy, & Seshagiri, 2007). 
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There are numerous factors for this difficulty: (a) casual 
communication (absence of official and legal agenda for 
cooperative operations leads to mistrust) (b) absence of 
understanding of the welfares of concurrent competition and 
co-operation (c) absence of knowledge sharing (d) fear of 
trailing out in competition (e) elevated cost of developing 
cooperative goods and mutual activities. In a study 
conducted on Indian industrial clusters found that the 
functioning of clusters across the country was  different. It 
was also observed that few clusters had progressed 
immensely and had performed much better in comparison 
with many other clusters. Industrial clusters was responsible 
for the functioning of clusters across the nation (Sahay, 
2006). Therefore, it calls for public involvement 
(intervention) through policy development and other cluster 
support institution interventions aimed at the general growth 
and achievement of clusters in the nation.

Clusters Interventions: Role of Stakeholders

Technology transfer from public-funded R&D to small, 
medium enterprises motivate such firms (Roy & Banerjee, 
2007). Despite increasing awareness of the significance of 
cluster initiatives and their beneficial economic values, 
approaches to support them had always failed in the past. 
Not as much of the research being devoted to the study of 
marketing-based externalities and their effect on companies' 
competitive strategies (Felzensztein, 2008). Government 
and institutions may support such firms in providing the best 
information to address the concerns. In 1997, the central 
government of India, supported by UNIDO, introduced a 
cluster enhancement system to overcome some of the 
constraints of government policies (Das & Das, 2011). 
Cluster development is an important method involving a 
variety of structured attempts specifically designed to 
increase the growth and competitiveness of organizations or 
cluster stakeholders. Clusters of the industry have become 
the focus of public discussion, economic policy and 
theoretical research (Linde, 2003). Following UNIDO's 
intervention, diagnostic research recognized that the 
capacity of craftsmen in the cluster was underused, owing to 
the lack of communication between craftsmen and an active 
partnership, insufficient quality control capacities for 
entrepreneurs, lack of design, marketing abilities etc. 
(Kunango, 2004).  UNIDO then proposed the need for the 
concept of cluster cooperation, such as cooperation between 

undertakings and cooperation between the government and 
private industries in order to establish a coherent industrial 
policy. Only in the recent years, with the liberalisation of the 
financial system, there is an intensive effort in cluster- 
evolution by Indian government and diverse support 
institutions like United Nations Industrial Development 
Organisation (UNIDO), Small Industries Development 
Bank of India (SIDBI), specifically for endorsing clusters of 
small firms (Biswas, Roy, & Seshagiri, 2007). 

Approximately all clusters in India have recorded their 
significance and exercised their geographical position 
informally as their brand, but still, there is a lack of official 
cluster-exclusive branding. The public institutions have 
placed a great deal of effort into cluster development and 
market promotion, but not much has been done to brand 
clusters and inevitably generate sustainable market 
connections (Foundation for MSME Clusters, 2014). 
Another major intervention, for the clusters which is 
happening in India, is through the Cluster Development 
Program (CDP), This program was designed by 
implementing strategic steps to improve the collective 
competitiveness of cluster-based local companies (Pal, 
2013). The study describes, that, how the efforts have been 
made to guarantee holistic growth of clusters through the 
application of the company development program, 
technology upgrading, brand building, market development, 
export facilitation, coaching, counselling, networking, 
capacity building, etc. In India, the state governments of 
Andhra Pradesh, Gujarat, Kerela, Madhya Pradesh, and 
Tamil Nadu have also commenced cluster developments 
approaches. The initial developments in the field are 
establishing of National Small Industrial Corporation Ltd., 
Small Industries Development Bank of India, Khadi Village 
Industries Commission, The Baba Saheb Ambedkar 
Hastshilp Vikas Yojana Scheme, United Nations Industrial 
Development Organisation Cluster Development 
Programme, State Bank of India's UPTECH Programme and 
Rajasthan Chamber of Commerce and Industry, (Indian 
Brand Equity Foundation,  2013). Currently, clusters have 
more inclusive goals such as sustainability and Small and 
Medium Enterprises (SME) development by focusing on 
prevailing problems such as technology upgrading, abilities 
and superiority, market access, capital access, etc. (Rawat, 
Mittal, & Aggarawal, 2017). 
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Through a comprehensive literature study, it is quite clear 
that clusters in India are progressing with their own zeal, but 
the efforts of stakeholders and government are equally 
commendable. Now it is high time for cluster managers, 
agents, promoters and other stakeholders to learn from the 
past and improvise on the current business situation. 

Discussion and Managerial Implications:

This study aims at defining cluster events and supporting 
those professionals and executives who wish to understand 
the idea of clustering and how it can have a positive impact 
on their individual businesses. Due to geographical 
proximity, it reduces input expenses for companies, and it 
also accelerates innovations to enhance overall productivity 
(Hincapie & Wolman, 2015). There were many cases in the 
article that depicted how stakeholders were benefited by 
engaging in the cluster idea, such as the woollen knitwear 
cluster in Ludhiana, footwear cluster in Agra, etc. The 
woollen knitwear cluster of the Ludhiana cluster 
experienced a crisis in 1991, and it changed unpredictably 
from that era, with the assistance of rebounded exports, and 
it was restricted to not only big businesses or medium-sized 
companies, but also small businesses which prospered in the 
export markets of the larger manufacturing nations (Tewari, 
1999). In one of the footwear cluster based in Agra, the 
major actors involved were not focusing on quality 
improvement and further development of the product in the 
past but were only concentrating on short term profits. The 
cluster idea assisted them to recognize the interdepen-
dencies between cluster stakeholders and the relationships 
between marketing and manufacturing, greatly helped the 
Agra footwear cluster (Knorringa, 1994).

Research has also covered India's cluster development 
factors and how it is accountable for the growth of the 
economy as a whole. The aspects mentioned were the 
historical background of the specific cluster, the existence of 
various undertakings as stakeholders (including a mixture of 
big, medium and small undertakings), the idea of a pooled 
labour market for qualified employees and the benefits 
connected to it. It includes regional government strategies 
focused on cluster development in that specific region and 
the accessibility of raw materials. Apart from growth 
variables, the country's obstacles to cluster development, 
such as competition, technological obsolescence, 

investment limitations, inter-company trust and absence of 
collaborative stimulation, were discussed. It was also 
observed that public interventions could help overcome 
these obstacles in the form of policies or cluster 
development support programs. Thus, it can also be 
concluded that cluster development is a long-term process. 
This research paper also reflects the significance of a 
clustering idea that is not only useful to the stakeholders 
concerned but can also assist the economy to generate jobs, 
alleviate poverty and improve trade with the remainder of 
the globe, etc. Cluster advantages can be improvised through 
some significant policy incentives at the national level to 
focus on cluster development, bringing endless possibilities 
for cluster stakeholders. In the same direction, this research 
would also be of great benefit to cluster managers, 
entrepreneurs, business development organizations and 
policymakers as it provides them with a solid theoretical 
basis for understanding the present scenario and help them 
analyze and create better cluster strategies for the future. 

The literature review for this research showed that branding 
could also have a very beneficial effect on the general 
development of clusters. Considering cluster branding or 
cluster brand management, literature reviews indicate that 
the rise of social media and fresh communication 
instruments, which have changed the way data flows and 
how the targeted population differentiates by traditional 
means in evaluation, have a comparatively limited effect. 
Cluster stakeholders need to work widely to use social media 
and other relevant resources to create official and informal 
trust-building communication. Through the establishment 
of communication, trust deficit can be bridged, and it will 
bring huge opportunities for all. The role of government is 
equally important through continuous work on improving 
the existing policy framework.

Conclusion

The purpose of this research was to review and explore the 
overall journey of the cluster concept, especially in India. 
This paper also concentrated particularly on how clustering 
and networking can help firms in attaining a competitive 
advantage. Further, protecting isolated firms and helping 
small companies to address the problems related to their size 
and businesses. The study also tried to explore the current 
situation of clusters in India, highlighting some of the 
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successful clusters.  The existing clusters can improve by 
drawing inspiration from such success stories of clusters in 
the form of their business models. The study also concludes 
that cluster development is very important, especially for a 
developing economy like India, as they create several 
economic benefits. The research unified a method for 
literature assessment to comprehend the cluster idea and its 
main economic and stakeholder advantages. It calls for 
national, state and cluster-level collaboration to ensure that 
cluster initiatives are efficient and have a higher impact on 
business and economy. There is a need for strengthening 
institutional policies and capacity, preparing cluster leaders 
to take business decisions to overcome the existing barriers 
before the clusters in India. Through this study, it has been 
observed that the impact of clusters is significantly higher 
on stakeholders as well on the overall development of the 
economy. It means cluster-based development is not limited 
to the improvement of the firms/industries involved in it, but 
also the overall prosperity of the region and the country. 
Some of the key areas of work that require policy attention 
are the facilitation of cluster infrastructure and 
strengthening of industry associations among the clusters 
along with their integration with regional, sectoral and 
national level associations.

However, it requires continuous follow-ups from firms, 
industries, and government to make it better in the coming 
years. Cluster-based economic development can bear fruits, 
but it requires devotion and commitment from stakeholders, 
to step up, to meet all such great challenges for clusters in the 
coming days.

Limitations and Way Forward

Policymakers, industries and firms are trying to take clusters 
business globally. In India, the organizations, professionals, 
policymakers and government are realizing the importance 
of clusters. Study on clusters and clustering occurrences are 
offering a huge opportunity for academia and researchers to 
carry out meaningful research to support and strengthen 
existing business models of clusters in India. The limitation 
in accordance to this research would be the absence of 
primary data; hence, authors suggested that similar kind of 
study can be conducted in the coming years after 
incorporating the views of important stakeholders of clusters.
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The standard investment theory assumes that the investors are all uniform and invest with the same 

motives. Sentiment among investors can affect the returns of the stocks and the stocks preferred by retail 

investors are sensitive to even minor changes in investor sentiment. Behavioural Finance provides an 

alternative explanation for the behaviour that traditional economics fails to address. Not all investors can 

be expected to react in the same manner to all the biases; some investors may show fewer predispositions 

towards certain biases. A better understanding of how economic decisions are made will help investors to 

make more optimal decisions. The research further delves into an investigation of whether the proposed 

groups of aversion, mental accounting, attitudinal and interpretational biases hold true in reality.
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mong the social sciences, economics enjoys a spot 
of precedence, especially when the framing of Afuture policies are involved. The people we know 

in real life are often very different from the ones which neo-
classical economics claims as to the prototype of decision-
makers in predictive economic models. Real people often 
behave differently from the theoretical construct of how they 
should behave. Neoclassical economics relies on an 
individual being “rational”, a rather vague description of 
behavioural expectations. The term rationality is rather 
difficult to define; to summarize its salient features, a 
rational person can make the best decisions under any 
circumstances, can predict the minutiae of all outcomes and 
remains consistent in their choices  (Persky). The rationality 
axiom assumes that people can take strictly logical decisions 
after analyzing the available information to maximize utility 
from their choices (Goodwin, Nelson and Jonathan ). 

Rationality, as framed by the neoclassical economists, is 
rather difficult to emulate in real life as individuals are 
limited by cognitive ability, the inconsistency of preferences 
over time and the dual constraints of time and uncertainty 
that plagues the physical world (Hammond).  Human 
behaviour cannot be completely free from errors in 
judgment, known as biases (Shleifer). The real-life 
decisions are rarely as predictable as being the one which 
maximizes individual utility; sentiment among investors can 
affect the returns of the stocks and the stocks preferred by 
retail investors are sensitive to even minor changes in 
investor sentiment (Kumar and Lee). The standard 
investment theory assumes that the investors are all uniform 
and invest with the same motives. However, it must also be 
noted that investors are seldom consistent in risk perception 
or their responses to an external stimulus. Despite such 
reasonable doubts, the homo economicus continues to be the 
prototype for normative decision-making models in 
economics for e.g. Efficient Market Hypothesis (Fama), 
Expected Utility Theory (Neumann and Morgenstern), to 
name a few.  

This is especially true of individual investors who have 
earned a reputation for notorious timing. The psychological 
biases of investors are never more noticeable than in times of 
volatility in financial markets. During the 2008 recession, 
this reputation cemented itself when the investors offloaded 
$150 Billion worth of mutual fund stock (Nofsinger). 
Individual investors are generally incapable of judgment 
without being influenced by feelings or sentiment (Zaiane), 

which casts doubts on the ability of theories such as Efficient 
Market Hypothesis (EMH) or Capital Asset Pricing Model 
(CAPM) to predict the actual movements of the financial 
markets. Behavioural Finance provides an alternative 
explanation for the behaviour that traditional economics 
fails to account for. For understanding the economic 
behaviour of individual investors, it is necessary to 
understand the deviations from the economic fundamentals 
of rationality; better known as behavioural biases. The 
biases, which have been studied individually by researchers 
over time, have been studied in conjunction with each other. 
This will help in determining the effect of the biases on 
investment decision. There are numerous biases that may be 
tedious to learn in a lot of detail and may have the deleterious 
effect of making the study of these biases too repetitive. 
Rather than deal with numerous biases that may have similar 
overlapping features, this grouping may assist in the creation 
of a more compact decision-making model.  

Literature Review

Traditional finance theories such as CAPM or EMH place an 
unrealistic expectation of human behaviour in their 
assumptions. Empirical evidence against such an 
assumption of rationality was found in abundance in real 
life. Although all investors choose their investment 
according to their requirements, it is often seen that they 
display certain behavioural traits that often harm their end 
game. All humans are bound by limited knowledge and 
perceptive abilities, which forces them to rely on certain 
simplifications which make the decision making the process 
more tractable (Barros). These so-called simplifications that 
help in making decisions may not be optimal but will help in 
reaching a satisfactory decision at that point and are formally 
known as heuristics (Ippoliti). In their ground-breaking 
work on the divergences of actual economic decision 
making from the neo-classical predictions.Tversky and 
Kahneman discuss the systematic deviations from 
rationality (cognitive biases) that is often noticed in real-life 
economic decision making. Prior to the Prospect Theory, the 
Expected Utility Theory (Neumann and Morgenstern) 
predicted that people’s utility curves were linear, i.e. people 
are objective about gains and losses which are equivalent. 
This assumed that decision-makers can objectively judge 
which action would provide them with the maximum 
expected utility. This requires an unbiased perception of the 
probability of a certain event occurring and how much utility 
the decision-maker shall gain from it – a normative model of 
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decision making. The Prospect Theory proved the utility-
based model of decision making was incomplete in its 
portrayal of how decisions are made. The systematic 
deviations from rationality, identified in the above theory, 
are known as behavioural biases (Haselton, Nettle and 
Andrews). Bias is the “predisposition towards error” 
(Shefrin) viz. an individual’s prejudice towards making a 
decision under the influence of psychological belief that 
may or may not be misplaced. The study of the influence of 
psychological factors of the various participants in the 
financial markets and the reactions of the financial markets 
in relation to such factors is known as Behavioral Finance 
(Sewell). According to psychology, heuristics are the 
simple, efficient rules that people learn by virtue of their 
experience that governs how people make their decisions 
when facing complex situations or working with incomplete 
information (Abreu). Heuristics are easy rules that have 
been derived by a person on the basis of his past experience 
with similar situations and throw up information that is easy 
to recall and easier to interpret (Ippoliti). To accurately 
understand the effect of people’s sentiments on their 
decisions, another economic theory known as the Prospect 
Theory was developed (Kahneman and Tversky). Acting as 
the root for the development of a pragmatic economic 
decision model, the Prospect Theory has become the 
cornerstone for understanding the effect of any behavioural 
factors on economic decision making.

The biases, whether conscious or unconscious, are a major 
influence on the interpretation that people make of the 
available information. The various behavioural biases that 
may affect investment behaviour are listed below:

· Confirmation Bias: It is a bias that makes people tend to 
interpret and favour information that confirms the 
person’s pre-existing notions (Plous). This leads to a 
biased opinion of available information and neglect of 
other relevant information which does not confirm a 
person’s existing beliefs (J. Baron). Its presence may 
lead a person to become overconfident about their own 
decisions which may affect their performance adversely 
(Park, Gu and Prabhudev). 

· Gamblers’ Fallacy: A person, tends to believe that a 
particular outcome is less likely to occur if it has already 
occurred consecutively before. When previous data is 
provided, the investors who were previously unbiased in 
their opinion, now exhibit gambler’s fallacy when they 

relate a series of random events as non-random pattern 
(Rakesh).  A related delusion is the hot hand bias, a belief 
that if a particular event has consistently happened over a 
period of time, it is more likely to be repeated (Croson 
and Sundali). Both these fallacies are a mistaken 
understanding of how random events work. It may mean 
that the investors spot non-existent patterns in random 
data, thus relying on irrelevant predictions for choosing 
their buying/selling position in the market. The 
Gambler’s fallacy is the belief that a certain event will 
not occur because it has occurred multiple times in 
recent memory, even if the events are unrelated, whereas 
the ‘hot hand’ is the reliance of a certain event occurring 
repeatedly (streaks) if the events are judged to be 
correlated or dependent (Croson and Sundali).

· Loss Aversion Bias: In Kahneman and Tversky’s 
landmark study (Kahneman and Tversky) on decision 
making under risk, the authors argued that people get 
utility from gains and losses in relative terms rather than 
absolute. The researchers found that fear of losses is 
twice as potent as gains (Kahneman and Tversky).  
People are more sensitive to losses than gains and 
therefore exhibit Loss Aversion. While judging choices 
in risky circumstances, people may ‘fear’ the losses to 
their wealth rather than any prospective gain. The bias 
that ensures that investors hold on longer to a losing 
stock and sell stocks which are rising. According to an 
experimental study, investors are more likely to sell 
increasing stocks than the ones that are losing money, 
known as the disposition effect (Montier). The fear of 
losing the gains already made may be the reason for such 
behaviour. However, recent advances have found that 
loss aversion may be dependent on the magnitude of the 
decision that is being made (Mukherjee, Sahay and 
Pammi). 

· Risk Aversion: The refusal of an investor to accept 
maximum returns by investing all the available funds in 
stocks or bonds and instead keep holding cash is further 
proof of Risk Aversion. People are indeed risk-averse as 
they prefer to sacrifice return for the sake of reducing 
their exposure to risk (Tobin). It is the tendency of a 
person to prefer a certain outcome over the uncertain 
one, even if the payoff of a certain scenario is lower. 
Kahneman and Tversky show Risk Aversion as a utility 
function that is steeper for losses than gains.
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· Hindsight Bias : It is a person’s belief that the outcome of 
a particular event could have been predicted, although 
there is no objective reason for it. People were first asked 
a question without the knowledge of outcome in an 
experiment (Bernstein, Atance and Meltzoff); the 
participants had warped memories of their own opinions 
when the outcomes of the particular question asked to 
them in the first place were revealed in the said 
experiment. After the outcome of an event comes to 
pass, people often have the misplaced assumption that 
the outcome was foreseeable. This may lead to people 
identifying false patterns, or it may lead to misguided 
attempts at prediction of future unrelated events on the 
basis of the past events.

· Anchoring Bias: Anchoring is a bias that influences 
people to make decisions according to a previously 
given value when they attempt to make a choice under 
uncertainty. It is a form of suggestion, words, numbers 
or other stimuli that acts as a cue and can influence 
people to perceive something (Kahneman). A study has 
found that the professional forecasts of the movements 
of a particular instrument are more geared towards the 
recent information available of the same instrument, 
thereby forecasting predictable surprises (Campbell 
and Sharpe). The ‘anchor’ is set according to the 
decision maker’s own opinion and any new information 
is judged according to how much leeway from the 
reference point the decider thinks is acceptable (Sherif, 
Taub and Hovland). 

· Recency Bias: Also known as the Availability Bias, it 
occurs when people weigh the recent and available 
information more heavily than older information which 
may be equally relevant. More recent information is 
easier to remember and thus are ‘more available’ while 
making judgments (Baddeley and Hitch). In other 
words, it has been observed that the investors who are 
looking to buy shares in a company are more likely to 
buy the shares that have recently caught their attention 
rather than the ones that they do not remember (Barber 
and Odean). 

· Status Quo Bias: Also known as the Default Bias, it 
makes people like the current state of affairs rather than 
changing, for the better or, the worse. The participants of 
an experiment showed a marked preference for the 

status quo position when it was available (Samuelson 
and Zeckhauser). Regret avoidance through inertia is 
evident in many empirical studies and is known as Status 
Quo Bias (Samuelson and Zeckhauser, Status Quo Bias 
in decision making). This anomaly may be caused due to 
the higher sensitivity of potential losses over potential 
gains – thus vindicating loss aversion as the explanation 
for the presence of such bias.

· Bandwagon Effect: Also known as the Herding Effect, 
the phenomenon in which a person is influenced to make 
a decision because the other people in his society are 
doing so is the bandwagon effect. It represents the desire 
of people to purchase a commodity in order to conform 
to the people they wish to be associated with; to be 
perceived as fashionable; or, to appear to be ‘one of the 
boys’ (Leibenstein). Investors are considered to form a 
part of the herd if they are conscious of and influenced 
by the decisions of others (Bikhchandani and Sharma). 

· Overconfidence Bias: It is the unsupported and irrational 
belief in one’s judgment and abilities. It was found that 
overconfident investors traded more than their less 
confident counterparts, although trading more resulted 
in lower yields for the investors (Odean).  The 
Overconfidence Bias develops early in the career of the 
investor, according to research (Gervais and Odean). 

· Endowment Effect: It is the tendency of people to value 
the goods they own at a higher value than the factual 
value as they attach the ownership value to them. The 
Endowment Effect was studied in a series of 
experiments by Kahneman, Knetsch, and Thaler 
(Kahneman, Knetsch and Thaler). Loss aversion was 
proposed as a rationale for endowment effect by the 
authors – they assert that people feel that relinquishing 
an item they own is a form of loss.

· House Money Effect: Individuals who have suffered 
prior losses are unwilling to take a risk. Conversely, prior 
gains influence people to become risk-seeking as long as 
the payoff of the second decision is higher than the 
previous gain; this is known as the House Money Effect 
(Thaler and Johnson). Money won in a gamble is likely 
to be spent in a different manner than recurrent income, 
although they may be similar in value and timing 
(Rajagopal and Rha). 
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· Sunk Cost Fallacy: In such a case, a person continues 
with a course of action in spite of poor results as a 
consequence of previously committed resources (Arkes 
and Blumer). The Sunk Cost Fallacy or the Sunk Cost 
Trap provides the explanation for why people hold on to 
investments that do not meet their expectations or 
underperforming investments. 

· Optimism/Pessimism bias: Generally, people are 
encouraged to have a positive attitude from childhood, 
irrespective of culture or gender (O’Sullivan). After a 
certain point, however, the positive attitude must turn to 
pragmatism; if it fails to do so, it becomes a bias. The 
optimism bias affects almost all the population; a 
person’s misplaced belief that bad things are less likely 
to occur to him manifests itself in their judgment of risk 
as well (Weinstein). The people who are affected by this 
bias give selective importance to events that improve 
their own chances, thus distorting the perception of 
information. The pessimism bias makes people 
outweigh the chances of bad things happening to them 
(Shepherd, Carroll and Grace). This may be because 
people tend to pay more attention to events that occur to 
them; at the cost of ignoring the difficulties that others 
face (Blanton, Axsom and McClive). 

The literature review shows that attempts have been made to 
understand the impact of behavioural biases on investors for 
the developed economies. Not all investors can be expected 
to react in the same manner to all the biases; some investors 
may show fewer predispositions towards certain biases. 
Some biases affect people in similar ways; for example, 
mental accounting, which makes people separate their 
income into different mental categories based on certain 
individual criteria might influence people in the same way 
that sunk cost fallacy does. It is, therefore, important to 
identify the latent variables that may act as a congregation 
for similar biases. To this end, a theoretical model for the 
grouping of behavioural biases has been proposed in Fig.1.

Conceptual Framework

The above discussions have already identified the salient 
characteristics of the existent behavioural biases.  The 
identified biases may be categorized into four broad heads- 
mental accounting, attitudinal bias, interpretation bias and 
aversion bias. The major heads have been proposed keeping 
the similar characteristics of the aforementioned biases in 

mind. 

Mental accounting is a thought process by which people 
assign different values to economic outcomes depending on 
their subjective criteria (Chip and Soll). The relative framing 
of value is better explained by the phenomenon called 
mental accounting (Thaler, 1985). In mental accounting, a 
person values available money subjectively depending upon 
criteria such as source, intent etc. 

The Endowment Effect is a bias that influences the valuation 
of an owned object. It is noticed when people are willing to 
pay more to retain ownership (Morewedge and Giblin, 
Explanations of the endowment effect: an integrative 
review), leading to disequilibrium in the pricing of the good. 
People attach sentimental value to the goods that they own in 
monetary terms (Morewedge, Shu and Gilbert). 

While valuing the gains from a particular investment, 
investors use the last gain as a reference point and frame 
future expectations accordingly as well (Hsu and Chow), 
known as the House Money Effect. The valuation of gains 
from a particular decision is relative to the last profits made 
from a similar decision, and therefore, risk-taking behaviour 
is altered due to prior outcomes (Thaler and Johnson). 

On the topic of prior outcomes influencing investment 
behaviour, the effect of sunk cost fallacy cannot be ignored. 
The sunk cost is a retrospective cost that has already been 
paid and cannot be recovered irrespective of the choice. In 
the theoretical understanding of economic behaviour, such 
irrecoverable costs are to be ignored as they have no impact 
on the final payoff (Friedman, Pomerenke and Lukose). 
Investors often cite resources already invested as a logical 
reason for holding on to a loss-making investment. They 
value their assets differently due to the past resources 
invested in them (McRaney). 

The attitude of a person is the individual’s acquired mental 
state that is a result of past experiences (Perloff). Attitudes 
shape the responses of an individual in distinct ways to the 
situations that are unique to the individuals themselves 
(Allport). The biases which affect the responses of an 
individual have, therefore, been considered under the 
category of Attitudinal Biases. Biases such as Bandwagon 
effect or Overconfidence Bias are individual attitudes that 
impact their decisions and as such, are classified as 
attitudinal bias. 
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Public opinion often affects the way people react to certain 
situations, such as popular opinions often garner more 
support. This is not to say that the Bandwagon Bias can only 
manifest if the investor supports the general opinion; the 
investor may also end up unconsciously choosing an 
investment just to be contrary. A person can be said to be 
influenced by the bias if he depends on the opinion of other 
people to mould his opinion about a previously 
inexperienced phenomenon (Schmitt-Beck). 

The Overconfidence Bias presents itself when a person’s 
belief in his own judgment exceeds that of others; it is an 
example of a person’s subjective belief in own achievements 
that lead to excess confidence (Moore and Healy). 
Overconfident people are likely to believe themselves less 
vulnerable to undesirable events, have excess trust in their 
own views of the future and underestimate the chances of 
failure (Bevelin). The Overconfidence Bias is often the 
result of past successes that a person has achieved and 
distorts a person’s responses to external stimuli, thus 
changing attitudes (Loewenstein). 

The Optimism Bias causes a person to have an excessively 
positive outlook to the extent of under weighing the 
probability of an undesirable event happening to them 
(Chapin and Coleman). To make a decision, projections 
about the outcome of such decisions are supreme. Accurate 
projections require unbiased foresight; an overoptimistic 
person may overestimate the chances of a positive event or 
not give enough weight to negative events (Sharot). The 
optimistic attitude is encouraged in society from childhood, 
making it more difficult to eliminate once it affects decision-
making ability in an adverse manner (Harris, Middleton and 
Joiner). The pessimism bias is the opposite of optimism 
bias, where people overweigh the probabilities of negative 
things happening to them. It may exacerbate existing risk 
aversion to disproportionate levels (Abel). 

Biases such as Confirmation Bias or Availability bias affect 
the interpretation of available information during the 
process of decision-making. People who have strong 
opinions are most likely to seek out evidence that confirms 
their pre-existing notions (Rosenthal). These biases affect 
the decision-makers in such a way that they reject 
information that may be equally relevant but does not 
conform to their expectations, which leads to a skewed 
interpretation of available information (Matthews and 
Macleod). 

As mentioned before, optimal decisions require unbiased 
judgment on the basis of objective information. Anchoring is 
a bias that makes people rely too much on an initial piece of 
information i.e. an anchor and make adjustments to estimate 
their final expectations (Kahneman and Tversky). The 
anchoring bias affects the perception of information. People 
evaluate the future outcome of decisions in relation to the 
anchor, thus skewing their decision-making ability 
(Sapadin).

Availability Bias is a mental shortcut used at the time of 
decision making that relies on the most recallable example 
when a person is analyzing alternatives to a decision 
(Phung). It may form due to the limited ability of human 
beings to process available information within a reasonable 
time. In order to make a decision, people tend to outweigh 
the most recent piece of information that they can remember 
and calibrate their decisions accordingly (Esgate, Groome 
and Baker). 

Confirmation Bias affects the seekers of information by 
influencing them to look for information that agrees with 
their own conjecture. People tend to remember the 
supporting evidence easily as compared to conflicting 
information. It is associated with the processing of 
information (Risen and Gilovich).  

Hindsight is the ability to understand how a particular event 
occurred only after its occurrence. The bias associated with 
this may lead to memory distortion after a particular event 
has occurred (Mazzoni and Vannucci). The presence of new 
information influences the processing of old information 
and makes people remember events differently. 

Gambler’s Fallacy or the Monte Carlo Fallacy is the 
erroneous comparison of two independent events based on 
similar situations leading up to it (Tversky and Kahneman). 
It may influence people to recognize false patterns that are 
systematic rather than accept that events are random 
(Gilovich), making objectivity in information processing 
difficult.

Biases such as loss aversion, risk aversion or status quo are 
biases that influence people to overvalue the losses as 
compared to profits of the same magnitude psychologically. 
The loss aversion bias was proposed as an explanation of the 
endowment effect. The loss may be real or perceived or even 
expectation based, i.e. when the expectations of a person do 
not match the actual outcome even if the payoff is positive, 
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the individual suffers a loss of utility (Koszegi and Rabin). 

It has further been found that Loss Aversion may exhibit 
even in expected outcomes; when the expectations of a 
person fail to match the reality, they may suffer from loss of 
expected utility. It is, therefore, a bias that influences 
decision-making ability as well.

Risk Aversion, another postulate of traditional economics, is 
a bias only when the fear of risk motivates people to actively 
seek out choices that are certain, even at the cost of the 
outcome’s reduced utility. This may be one of the factors 
behind the risk premium in the cost of equity as identified by 
the Capital Asset Pricing Model. It becomes an anomaly 
only when people demand a disproportionate return for the 
risk that they take, as evidenced by the equity premium 
puzzle (Mehra and Prescott). 

Status Quo bias is the aversion of a person to change the 
existing circumstances. The existing conditions are taken as 
a benchmark, and any change from it is viewed as a loss. 
People show a preference for the status quo when it is offered 
to them as long as the utility does not exceed the risk of such 
a change. It has been related to the Loss Aversion and Risk 
Aversion Biases (Kahneman, Knetsch and Thaler). 

After the above discussions about the biases and how they 
affect investment decisions, a theoretical model may be 
proposed (Fig 1), as given below. The individual biases have 
been grouped into 4 major heads, as explained above- 
Mental Accounting, Attitudinal Bias, Interpretation Bias and 
Aversion Bias according to the dimensions of the decision-
making process that they may affect. 

Fig 1: Proposed Theoretical Model
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The investment decisions of people are highly influenced by 
the emotions and the behaviour of individuals. After the 
survey of the available literature, the theoretical model was 
proposed for the sake of streamlining the broad range of the 
biases that influence people. To validate the theoretical 
deliberations, an empirical investigation was undertaken. 
An initial survey of nearly 250 respondents was conducted 
with the help of a questionnaire, out of which 34 responses 
were discarded for blank responses, and the rest were used 
for the data analysis. The data analysis was done by using 
factor analysis for the sake of comparison to the proposed 
theoretical model.  After conducting various tests, it was 
decided to study twelve distinct biases – Loss Aversion, 
Endowment Effect, Risk Aversion, Status Quo, Recency 
Bias, Overconfidence Bias, Anchoring Bias, Confirmation 
Bias, House Money Effect, Hindsight Bias, Gambler’s 
Fallacy, Herding Bias. Two more biases – Optimism/ 
Pessimism Bias and Sunk Cost Fallacy were eliminated 
from the empirical study as they had overlapping features 
that corresponded with the other biases. The rest of the 
biases were isolated on the basis of the features that set them 
apart. One of the major limitations of the study is that the 
analysis is based on relatively small sample size.

Empirical Model

Each of the twelve bases that have been identified from 
literature are broad in their scope and have a somewhat 
similar influence on the investment behaviour of the 
individual. For the sake of coalescing the broad twelve 
observable variables into groups, factor analysis was 
conducted. Prior to conducting the factor analysis, an 
instrument to measure the variables was constructed in the 
form of a questionnaire.  The questionnaire measures the 
degree of the presence of behavioural bias on the basis of the 
response on a five-point Likert scale that ranges from 
strongly agree to strongly disagree. The questionnaire was 
finalized after a pilot study was conducted on 30 
respondents and inputs were incorporated from subject 
experts. A Cronbach’s alpha test was run to measure whether 
the questions would elicit a consistent response from the 
respondents, i.e. the internal consistency of the questions 
themselves. The Cronbach’s alpha value of the overall 
instrument is given below: 

Case Processing Summary

 

N  %

Cases Valid

 
216

 
100.0

Excludeda 0 .0

Total 216 100.0

a. Listwise deletion based on all variables in the procedure.

Reliability Statistics  
Cronbach's 
Alpha

 
N of Items

 
.971

 
93

 

Table 1:

A good alpha score is above 0.6; thus the above results prove 
the overall reliability of the instrument for the sake of 
measuring the variables.

The survey was conducted over a period of three months, 
where the respondents were selected through simple 
random sampling to ensure impartial results. The 
questionnaire items represented 12 behavioural biases and 

were administered to the selected individuals personally. 
The respondents were asked to stipulate their response to 
certain statements that were used as predictor variables of 
the presence and influence of the 12 biases. 

Factor Analysis: Factor Summaries and Component 
Grouping 
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Table 2: Total Variance Explained

Component
 

Initial Eigenvalues
 

Extraction Sums of Squared 
Loadings

 Rotation Sums of Squared 
Loadings

 

 Total  %age of 
Variance 

Cumulative 

% 

Total  %age of 
Variance  

Cumulative  

%  

Total  %age of 
Variance  

Cumulative  

%  

1 26.745 30.741 30.741 26.745 30.741  30.741  16.934  19.465  19.465  

2 13.083 15.038 45.779 13.083 15.038  45.779  16.733  19.233  38.697  

3
 

9.083
 

10.440
 

56.219
 

9.083
 

10.440
 

56.219
 

15.244
 

17.522
 
56.219

 

 Exploratory Factor analysis with Principal Components was 
performed to reduce the individual number of items to a 
smaller number of dimensions that were, perhaps, 
unobserved in the greater number of individual biases. 
These dimensions are extracted on the basis of the similar 
influence the biases have on the individual’s decisions. This 
will help future researchers by saving considerable time that 
would have been otherwise spent on measuring each 
individual variable. A total of 3 components were extracted 
from the factor analysis, through orthogonal rotation, thus 
ensuring they are not correlated. For a component to be 
considered, its value has to be above 1. The first component 
explains the highest variance in the observed variables, 
followed by component 2, and so on. From the table, factor 1 
explains 19.645% of the variance, while factor 2 explains 
19.233% of the variance, while factor 3 explains 17.522% of 
the same. The three extracted components taken together 
explain 56.219% of the variance, which suggests the role of 
behavioural biases in decision making is not to be ignored. 
The rotated component matrix was used to extract 

independent dimensions highly related to specific elements 
through the orthogonal varimax rotation with Kaiser 
normalization in order to ensure the factors loaded well. This 
makes interpretation more viable. 

Interpretation of Factors

In the theoretical model proposed, the author had opined that 
there would be four factors that could act as predictor 
variables for the presence of certain biases in an individual’s 
investment decision. The four factors were (theoretically) 
named – mental accounting, attitudinal bias, interpretation 
bias and aversion bias. However, further investigation into 
the biases and their influence revealed that there are majorly 
three factors that influence decision making. Factor 1 
includes loss aversion, endowment effect, risk aversion and 
status quo. Factor 2 includes recency, overconfidence, 
anchoring and confirmation while the variables that are 
included in factor 3 are house money, hindsight, gambler’s 
fallacy and herding. 

Table 3: Rotated Component Matrix

Variable Rotated Score Component 
Loss Aversion:
LA1

 

LA2

 

LA3

 

LA4

 

LA5

 

LA6

 

LA7

 

.833

 

.664

 

.785

 

.692

 

.834

 

.837

 

.793

 

 
 
 

Component 1
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Component 1

 
 
 

Endowment Effect
EE1
EE2
EE3

 

EE4

 

EE5

 

EE6

 

EE7

 

EE8

 

EE9

 

.700

.701

.669

 

.689

 

.719

 

.759

 

.713

 

.830

 

.799

 

Risk Aversion 

 

RA1

 

RA2

 

RA3

 

RA4

 

RA5

 

 

.593

 

.601

 

.615

 

.737

 

.762

 

Status Quo

 

SQ1

 

SQ2

 

SQ3

 

SQ4

 

SQ5
 

SQ6
 

SQ7
 

 

.840

 

.760

 

.773

 

.756

 

.741
 

.752
 

.748
 

Recency
 

RB1 

RB2 
RB3 
RB4 
RB5 
RB6 
RB7 

 

.642 

.763 

.750 

.692 

.705 

.724 

.765 

 
 
 
 
 
 
 
 
 
 
 
 
 Component 2

 
 
 
 

Overconfidence
 OB1

 OB2
 OB3
 OB4

 OB5

 OB6

 
OB7

 
OB8

 

 .771
 .740
 .663
 .764

 .856

 .778

 
.771

 
.734

 Anchoring

 
AB1

 
AB2

 

AB3

 

AB4

 

AB5

 

AB6
AB7
AB8
AB9

 
.667

 
.733

 

.744

 

.691

 

.798

 

.785

.720

.675

.714
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  Confirmation
 CB1

 CB2
 CB3
 CB4
 CB5
 CB6
 CB7
 CB8
 

 .486
 .546
 .672
 .535
 .699
 .580
 .562
 .554
 House Money

 HM1
 HM2
 HM3
 HM4
 HM5
 

 .663
 .758
 .699
 .754
 .651
 

 
 
 
 
 
 
 
 
 
 
 
 
 Component 3

 
 

Hindsight

 HB1

 HB2

 HB3

 HB4

 HB5

 HB6

 HB7

 HB8

 

 .651

 .695

 .776

 .779

 .791

 .782

 .758

 .714

 Gambler’s Fallacy

 
GF1

 
GF2

 
GF3

 
GF4

 
GF5

 
GF6

 
GF7

 

 
.730

 
.519

 
.698

 
.721

 
.643

 
.683

 
.673 

 Herding

 
HR1

 
HR2

 
HR3

 
HR4
HR5
HR6
HR7

 
.704

 
.616

 
.712

 
.738
.699
.719
.760
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Loss aversion, risk aversion, endowment effect and status 
quo are interrelated should come as no surprise. The 
endowment effect was first identified by Thaler as an 
example of how loss aversion may influence individual 
choices when there is no risk involved (R. H. Thaler, Toward 
a positive theory of consumer choice). In the endowment 
effect, people overvalue the goods they own or are 
‘endowed’ with than items that belong to other people, even 
if the market value for both is similar. The loss that a person 
feels for giving up a particular item is more than the 
perceived gain from receiving a particular item. Although 
more recent work has disputed loss aversion as the only 
explanation for the endowment effect (Klass and Zeiler), the 
explanation of loss aversion persists as the most prevalent 
explanation for the same (Ericson and Fuster). The very 
premise of risk aversion is that people, when faced with the 
uncertainty of outcomes, will attempt to reduce such 
uncertainty. Prospect theory explains risk aversion using the 
concept of loss aversion. Studies have proved that risk-
averse behaviour is directly linked to the higher sensitivity to 
potential losses than gains (Fox, Sabrina and Trepel). When 
making decisions whose outcomes are not known, there is 
always a probability of a loss occurring relative to the status 
quo. The preference for letting things remain as they are is a 
well-documented phenomenon (Moshinsky and Bar-
Hillel). As the negative utility of losses is more than the 
positive utility to be earned from equivalent gains, people 
often prefer inertia – remaining suspended in the default 
option even when other, better choices are provided (Baron 
and Ritov). Thus, it seems that all the four identified biases 
in factor 1 – loss aversion, risk aversion, endowment effect 
and status quo are interrelated on the basis of their reference 
dependence. The influence of these biases is dependent the 
framing of the choices; if the decisions require the 
individuals to choose an option with uncertain outcomes, 
people will frame the choices in a manner that depends on 
how far they perceive the probability of losses. The 
magnitude and probability of losses, therefore, seems to be 
contingent on the subjective framing of these choices with 
reference to what they see as the decision point for the 
valuation of losses or gains. The losses or gains associated 
with as decision are, therefore, interpreted by the decision-
maker depending on an arbitrary decision point. Thus, we 
propose that Factor 1 be renamed “Contingent Scaffolding” 
as it includes biases which dependent on creating a reference 
frame for the judgment of losses and gains resultant from a 
decision.

Factor 2, which explains nearly a quintile of the variance, 
includes the biases of recency, overconfidence, anchoring 
and confirmation. The ‘anchoring and adjustment heuristic’ 
was proposed by Kahneman and Tversky in their study 
(Tversky and Kahneman, Advances in Prospect Theory: 
Cumulative Representation of Uncertainty). According to 
them, decision-makers set a capricious ‘anchor’, which acts 
as the reference point from which new decisions are judged. 
Instead of judging each new piece of information on its own 
merit, the decision-makers use the ‘anchor’ for making 
adjustments to value any outcome. Thus, anchoring itself 
gives the explanation for how people value an item when it 
might be subjective. Individuals often find it easier to recall 
information that they have seen recently or have faced more 
frequently (Mohrschladt). To their own peril, due to limited 
processing ability, people attach more weight to recent 
information which acts as an anchor, as compared to older 
information, causing the recency bias. When faced with an 
unfamiliar situation, people often make decisions on the 
basis of the easily recalled subjective anchor and then make 
adjustments to reach a sensible approximate (Epley and 
Gilovich). In these situations, people often rely excessively 
on the approximation processes that got them to an 
acceptable result and ended up placing imprudent belief on 
themselves, thus leading them to the overconfidence trap. 
The individuals are overconfident of their estimates, but not 
necessarily because of anchoring and adjustment (Block and 
Harper). Overconfidence is the misplaced belief in one’s 
own judgment, without any objective proof. Confirmation 
bias leads a person to use a single decision point for the sake 
of interpreting any further information. Any proof that 
supports the decision-maker’s views is easier to recall and is 
thus given more importance (Lord, Ross and Lepper). This 
may play a multiplier effect on the overconfidence bias as 
people are apt to recall any information that supports their 
own views much easier than other contradictory evidence. 
This may cause a person to set their ‘anchors’ on the basis of 
the easily recalled information and use the supporting 
evidence as an indicator that their estimates are correct and 
be over sure about their adjustment processes. Much 
research has been ascribed to the investigation of the links 
between these biases (Costa, Carvalho and Moreira). On the 
basis of such suspected links, we propose that factor 2 be 
named “Facile Affixation” as the biases themselves seem to 
influence the investors to select an easy to recall information 
as a foundation for interpreting any further information. 
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The third factor, inclusive of house money, hindsight, 
gambler’s fallacy and herding, may perhaps be ascribed to 
the influence of past events on future decisions. The house 
money effect has often been understood to influence the 
risk-taking behaviour of individuals. It is observed that prior 
gains influence people to become bolder with their choices 
(Ackert, Charupat and Church). That prior results have an 
effect on decision making is beyond doubt (Duxbury, 
Hudson and Keasey); however, it is also not necessary that 
all past events be correlated. The Gambler’s fallacy occurs 
when a person spots a non-random pattern in random data.  
The gambler’s fallacy earns its name from the gamblers 
betting on the reversal of a certain negative pattern where no 
true pattern exists. The expectation of a certain event 
occurring due to its non-occurrence in recent memory of the 
decision-maker is contingent on a past incident occurring 
(Xu and Harvey). The ability to predict future outcomes 
depending on the past information is another feature of the 
hindsight bias where the decision-maker cannot understand 
that two events may not yield similar results. People 
misperceive that past events were more easily foreseeable 

than they actually are – especially when they become aware 
of the outcomes of the events that have occurred in the past. 
This bias often distorts the actual memory of the past event 
(Wu, Shimojo and Wang). Knowledge of the outcome of the 
past events make the phenomenon more robust (Ackerman, 
Bernstein and Kumar).  Research has often opined that 
regret aversion may be the main cause behind herding (R. 
Xu). In uncertain situations, people may rely on past 
information to make future predictions – people who have a 
low tolerance for risk prefer to go with the general consensus 
(Christofferson and Staehr), perhaps to avoid any regrets if 
the actual outcome does not meet the person’s expectations.  
As mentioned before, risk tolerance may also be a function 
of prior outcomes. Past failures may make conformity more 
attractive to an individual (Merli and Roger). The role of 
prior outcomes in the decision making of an individual 
seems to be a common element for all the variables of factor 
3. Thus, we propose that factor 3 be named “Antecedent 
Aftermath”.

For representation, 
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Conclusion

After the stock market crashes in 2009 and the collapse of 
the housing bubble in the US, it must be clear that the 
existing economic models are insufficient to understand the 
reality of the financial markets. The importance of the 
psychological factors on the decisions of individuals may 
not be ignored. Many psychiatrists, neurologists and 
economists have made attempts to study economic decision 
making in the context of sociology, psychology and 
economics. The average individual investors earn 
significantly low returns than the market average, bogged 
down by the choices that they make. To this purpose, the 
article aims to provide a brief and concise explanation about 
how the behavioural biases influence decision-making. 
Decision-making is a complex process that requires a person 
to use the relevant available information and analyses it in a 
way to settle on the course of action that seems most 
beneficial to the individual. If economic theory held in real 
life, then all human beings would make the same decisions; 
the variety in choices shows that people process information 
differently. They may also choose their information 
differently; they may accept some at face value and ignore 
the others. The presence of biases also guarantees that 
people will value the utility of outcomes differently, too. 

The primary objective of the research was to propose a 
conceptual framework for classifying the major distinctive 
behavioural biases in a way that shows their influence on the 
investment decisions of an individual investor. The above 
model has been proposed in line with the purpose of 
research. The major features of the biases have been 
established on the basis of how they influence the decision-
making process including the valuation of outcomes, 
choices of available information, processing of information 
and the selection of an alternative. A better understanding of 
how economic decisions are made will help investors to 
make more optimal decisions. Awareness of how the 
presence of biases influence investment decisions may help 
the investors themselves to avoid the pitfalls associated with 
their biases. It may also help the investment advisors to 
propose a portfolio after adjusting for the biases of the 
individuals.

For a developing country such as India, it becomes doubly 
important to understand how and why people make 
decisions for investment. When policies are framed with 
regards to the disclosure of information in the financial 

market, the regulators may find the model of interest for the 
sake of predicting how the individual investors will react to 
such policies. They may also be ‘nudged’ into better decision 
making that improves the utility of the outcomes (Thaler and 
Sunstein, Nudge: Improving Decisions about Health, 
Wealth, and Happiness). For economies on the growth 
trajectory, especially the south Asian countries, economic 
policies need to be posited in a manner that will benefit both 
the markets and the participants, none more so than the 
vulnerable individual investors. 

Scope for further research

The proposed model will help researchers in getting a 
concise idea about the influence of the behavioural biases on 
the various dimensions associated with the process of 
making a decision. It is expected to improve the existing 
literature on behavioural finance by categorizing the distinct 
biases into major groups. 

The literature on the existence and effect of biases is vast. It is 
indeed a daunting task for any serious researcher to define 
each bias and then carry on an investigation into the effect of 
each bias separately on investment decision making. Any 
empirical model that attempts to incorporate the exhaustive 
list of biases into a predictive model of financial decision 
making may face the issue of excessively dispersed variables 
that may also have a correlation between themselves. Thus, 
in order to reduce any repetition of work, we rather suggest 
focusing on the broader groups. These broad groups may 
further be used for the sake of creating an investment profile 
by the professional advisors in order to suggest portfolios 
that are suited to each individual. The model may be used to 
judge the presence of the biases in each individual’s financial 
decision. For example, instead of measuring a person’s loss 
aversion bias and status quo bias separately, any researcher 
may instead focus their energy on measuring how much each 
factor influences investment decision. Also, where there is 
often criticism that the biases are too broad and offer no 
alternatives to traditional decision-making models, the 
identification of a fewer number of factors may help provide 
a more viable model than the ones that exist. Traditional 
models of decision-making work well in theory, but cannot 
be relied on to produce results that hold true in real life. With 
this model, the researchers hope that a simpler, but more 
practical alternative to predictive decision models will be 
developed.
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The entirety of Corporate Social Responsibility (CSR) can 
be discerned from the three words this phrase contains: 
corporate, social, and responsibility. CSR covers the 
relationship between organizations and the societies with 
which they interact.  The definition of society in CSR is to be 
understood in its widest sense and at many levels, to include 
all stakeholders and constitute groups that maintain an 
ongoing interest in the organization's operations (Werther & 
Chandler 2012). It ranges from basic to most demanding, 
from specific reference to a number of necessary activities to 
demonstrate responsibility, to a general call for a 
comprehensive, integrated and committed pursuit of social 
and environmental sustainability (Aras & Crowther 2009). 

The United Nation's Industrial Development Organization 
defines Corporate Social Responsibility as the management 
concept whereby companies integrate social and 
environmental concerns in their business operations and 
interactions with their stakeholders. It observes CSR as the 
way through which a company achieves a balance of 
economic, environmental and social imperatives (popularly 
known as 'Triple-Bottom-Line- approach'). 

Similarly, the World Business Council for Sustainable 
Development defines Corporate Social Responsibility as the 
continuing commitment by business to contribute to 
economic development while improving the quality of life 
of the workforce and their families as well as of the 
community and society at large. Likewise, it is a concept 
whereby companies integrate social and environmental 
concerns in their business operations and in their interaction 
with their stakeholders on a voluntary basis as explained by 
the European Union. One common thread in all the given 
definitions about companies actions over and above their 
legal obligations towards society and the environment.

In simple terms, organizations do engage in profit-
generating activities by using various resources from the 
society, and it's their moral responsibility to pay back to the 
society in one or other way by not only taking care of 
employees or their families but in much more broader sense 
which develops the society at large.

Based on the various definitions given above, the concept 
can be narrowed down to the following understanding 
(Katamba, Kazooba, Zipfel and Haag):

Ÿ It covers social and environmental issues which 
can be integrated into business activities.

Ÿ It indicates how organizations interact with their 
internal and external stakeholders.

Ÿ It is a voluntary concept.

Ÿ It incorporates a business's commitment to quality 
of life of the workforce, its overall relationship 
with stakeholders, and its governance and 
accountability to stakeholders and the wider 
community. 

 Although these different perspectives  do not mean the same 
thing, but there is one underlying thread that connects them 
all: the understanding that companies responsibility is not 
just toward their shareholders, but also toward other 
stakeholders, such as 'customers, employees, executives, 
non-executive board members, investors, lenders, vendors, 
suppliers, governments, NGOs, local communities, 
environmentalists, charities, indigenous people, 
foundations, religious groups and cultural organizations' 
(Sharma, 2009). 

Since last two decades, corporate social responsibility 
(CSR) has taken flight into board/conference rooms. It has 
emerged a topic of concern in corporate, government and 
international business forums (Sharma and Gupta, 2009). 
And in the Indian context, more so after the amended 
Companies Act 2013 (Ministry of Corporate Affairs [MCA], 
2013) has come into the force. 

However, since long, the issue of social responsibility of 
companies has always been in debate. Different perspectives 
have been frequently put forward in such kind of 
deliberations ranging from arguments in favour and against. 
Majority of management thinkers have argued in favour of 
CSR, whereas Milton Friedman has a different perspective 
to look at. He argued that the social responsibility of 
business is to increase its profits only. The corporations 
should focus on those activities that are related to company 
profit, effectively excluding charitable activities that do not 
directly generate revenue. However, the argument does not 
hold its validity as business, society and environment are 
very much interrelated and integrated. 

In support of the CSR, Sharma and Gupta (2009) argues that 
CSR is not a cost centre, but it is an effective management 
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tool with multi-dimensional benefits. It offers a new way to 
look at the relationship between business and society that 
does not treat corporate growth and social welfare as a zero-
sum game. The success of a business is increasingly being 
appreciated along with the inextricable tie along with the 
welfare and stability of the community. 'People' and 'planet' 
have a part to play along with 'profit'. 

To substantiate, it has been observed by Malik (2015) that 
although CSR-related research is still emerging, the 
available literature presents substantial evidence that CSR 
activities can play a significant role in enhancing a firm's 
value and firms can realize numerous benefits as a result of 
superior social and environmental performance. These 
benefits can be found in various facets of firm performance, 
such as enhanced operating efficiency (Porter & Kramer, 
2002; Saiia et al., 2003; Brammer & Millington, 2005), 
product market gains (Menon & Kahn, 2003; Bloom et al., 
2006), improved employee productivity (Tuzzolino & 
Armandi, 1981; Trevino & Nelson, 2004; Valentine & 
Fleischman, 2008), capital market benefits (Godfrey, 2005; 
Dhaliwal et al., 2012), risk management (Richardson & 
Welker, 2001; Dhaliwal et al., 2011; Cheng et al., 2012; 
Husted. 2005), and earnings quality (Chih et al., 2008; Hong 
& Andersen, 2011; Kim et al., 2012). 

CSR in India

The term CSR may be relatively new to India, but the 
concept dates back. The evolution of corporate social 
responsibility in India changed its' facets over the period of 
time. Based on the developing phases of CSR in India, one 
can conclude that the country has the world's richest practice 
of corporate social responsibility.

 Kumar (2001), in his survey on Indian CSR, identified four 
operational models of corporate responsibility existing in 
action in India. Namely, the ethical, Statist, liberal, and 
stakeholder models. The ethical model is based on religious 
values and Gandhian thought, the statist model, emphasizes 
the postcolonial Indian state's economic policies, the 
(neo)liberal model is centred on profit-motives, and the 
stakeholder model (based on Freeman's [1984] 
conceptualization of stakeholder responsibility). During the 
study, it was found out that companies seldom follow one or 
the other models of CSR faithfully. They strategically 
employ elements in their CSR model that best serves their 
interest (Mitra, 2012). Many scholars support strategically 
employing CSR in business as it contributes to financial 

performance (Barnett, 2007; Orlitzky et al., 2003) or to 
market value (Mackey et al., 2007).  

Phases of evolution 

The evolution of CSR in India can be segregated into four 
different phases. In the first phase, responsibility towards 
society by businessmen was motivated largely by charity 
and philanthropy (since the late 1800s). The early stages of 
industrialization witnessed newly rich business families 
setting up trusts and institutions such as schools, colleges, 
hospitals, orphanages etc. At the same time, older forms of 
charity, such as the building and maintenance of temples, 
pilgrim rest houses and water tanks etc. were of common 
practice. 1900s onwards comprising of responsible business 
practices in the forms  servicing the community, enhancing 
employee welfare, promoting religious conduct etc. 

This phase purely highlights entrepreneurs' intermittently 
contribution of money without having any long term 
commitment. The second phase was conquered by the 
struggle for independence. It was influenced essentially by 
Gandhi's theory of trusteeship, with an aim to strengthen and 
intensify social development. This period also saw many 
political donations by major industrialists to the freedom 
struggle and contributions to social and cultural causes 
associated with the nationalist movement. 

Later, 1960s onwards, the third phase of CSR was 
characterized by the emergence of Public Sector 
Undertakings to make sure about the better distribution of 
wealth in society. This phase witnessed a shift from 
corporate self-regulation to stringent legal and public 
regulation of business activities. As the success rate of PSUs 
was not considerable, there was a shift from public to the 
private sector, with the later getting actively involved in 
socio-economic development. During this phase, 
businessmen, academicians and politicians played a major 
role in sensitizing the mass about CSR activities giving 
major prominence to transparency and social accountability 
in business. In 1965, Lal Bahadur Shastri, then the prime 
minister of India, presided over a national meeting that 
issued the following declaration on the social 
responsibilities of business:  

“…[Business has] responsibility to itself, to its customers, 
workers, shareholders and the community ... every 
enterprise, no matter how large or small, must if it is to enjoy 
confidence and respect, seek actively to discharge its 
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responsibilities in all directions ...and not to one or two 
groups, such as shareholders or workers, at the expense of 
community and consumer. Business must be just and 
humane, as well as efficient and dynamic.”

In the fourth phase (after 1980), business houses looked 
CSR as a sustainable business strategy. The boom of 
liberalization, privatization and globalization, together with 
a relatively relaxed licensing system and competition led to 
a boom in the country's economic growth. It further led to an 
increased industrial growth, which made possible for 
companies to contribute more towards social responsibility. 
What started as charity is now understood and accepted as a 
responsibility. 

To further strengthen the roots and fruits of social 
development through CSR, from 1 April 2014, newly 
amended Companies Act 2013 (Ministry of Corporate 
Affairs [MCA], 2013) made mandatory for firms - private 
limited or public limited, listed or unlisted, to spend a certain 
minimum amount on CSR activities (Deodhar, 2016). The 
ministry prescribed the financial threshold for companies to 
qualify to contribute towards CSR. The financial threshold 
has been as – the companies either have turnover INR 1000 
cr. or more, or have net worth of INR 500 cr. or more, or have 
profit of INR 5 crore or more are required to spend a 
minimum of 2 percent of average net profit which occurred 
during the three immediately preceding financial years on 
CSR activities (Section 135(5)). Further, as per Section 
2(42), this act applies to all holding companies and their 
subsidiary companies as well as foreign companies with a 
branch or project office in India. The companies which fall 
under the criteria of the above act must constitute a CSR 
committee of the board which consists of at least three 
directors out of which at least one shall be an independent 
director. The role of the CSR committee is not only to 
formulate and monitor CSR activities, but they have to 
recommend the amount of expenditure to be incurred on the 
activities. However, the act does not impose any penalty for 
the non-compliance towards non-expenditure of the funds. 
The firm must provide reasons for the same in its annual 
report.

Objectives of the study

The main objective of the paper is to analyze post-2014 
trend of CSR expenditure in India, i.e. since the CSR law 
came in to force through Companies Act 2013. The present 
paper provides a comparative analysis of CSR expenditure 

trend of BSE Top 300 companies, top companies CSR 
expenditure against to mandatory spending, top ten 
companies in CSR spending, business sector-wise CSR 
spending, State-wise CSR spending, domain wise CSR 
spending and sector-specific mandatory against actual CSR 
expenditure. 

Further, the paper provides value-adding suggestions for 
better implementation of CSR law and ensuring social 
development at its best. 

Methodology

For the purpose of comparative analysis, authors have 
collected the required data from various secondary sources 
like companies annual reports, government websites, 
newspaper reports and some other authentic websites. The 
study has been undertaken for the first three years since the 
CSR law came into force, i.e. for financial years 2014-15, 
2015-16 and 2016-17. 

Analysis and observations

Prior to the CSR law, relatively a few companies were 
involved in the regular practice of CSR activities. According 
to one statistics, in the previous three years prior to the CSR 
Act, only 7.6% of the firms (in the sample of over 7,000 large 
firms examined)  were spending on CSR activities, and out 
of that, less than 1% of the firms were spending 2% of their 
profit on CSR activities. This has been one of the main 
reasons for government to mandate CSR in India for 
inclusive growth of society. It has been observed from the 
data analysis that after the implementation of the act, there 
has been a significant rise in the numbers for both - the firms 
involved in CSR activities and average per firm expenditure 
towards CSR.

Graph 1 presents the comparative analysis of prescribed 
CSR spent and actual CSR spent on succeeding three 
financial years post-2014. It can be observed that in the year 
2016-17, the top 300 BSE listed companies spent Rs 6,871 
crore towards CSR, which has substantially increased by 47 
per cent since it became mandatory in India. On a yearly 
basis, the actual CSR expenditure incurred by firms rose by 
8.34 per cent in 2016-17, from Rs 6,342 crore in 2015-16 and 
by 36 per cent in 2015-16 from Rs 4678 in 2014-15. Actual 
CSR spent subject to prescribed was 79 per cent in 2014-15; 
92 per cent in 2015-16 and 90 per cent in 2016-17. 
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Graph 1: BSE Top 300 Companies CSR Expenditure (INR Cr.)

Source – www.ngobox.org & www.economictimes.indiatimes.com

Similarly, table 1 provides CSR expenditure wise top ten 
companies in India. It is observed that overall CSR spend 
growth in top ten companies has significantly increased by 
12% in 2015-16 and 9% in 2016-17 from respective 
previous years. Among all, Reliance Industries and ONGC 
stand in the first two positions for CSR spend whose 

spending ratio is nearly 44% of the total amount spent by the 
other top 8 companies on the list. NTPC Ltd, which stands at 
rank 6 among the top 10 companies, spent 491.8 crores in FY 
2015-16, which was almost 58% more than its previous year. 
However, the same got drastically reduced by 77% in the 
following FY 2016-17.

Table 1: Top Ten Indian Companies in CSR Spending (last 3 years) (INR Cr.)

Company  

2014-15  2015-16  2016-17  

Amount 

Spent 

(Rs. Cr)  

Amount 

Spent (Rs. 

Cr)  

% Change 

from 

Previous 

Year  

Amount 

Spent 

(Rs. Cr)  

% Change 

from 

Previous 

Year  

Reliance Industries Ltd  760.58  651.57  -14%  659.2  1%  

Oil & Natural Gas Corp Ltd  495.23  421  -15%  524.97  25%  

Tata Consultancy Services Ltd  219  294  34%  379.77  29%  
HDFC Bank Ltd  118.55  194.81  64%  305.42  57%  
Infosys Ltd  239.54  202.3  -16%  289.44  43%  
NTPC Ltd

 
205.15

 
491.8

 
140%

 
277.81

 
-44%

 
ITC Ltd

 
214.06

 
247.45

 
16%

 
275.96

 
12%

 
Indian Oil Corp Ltd

 
113.79

 
156.68

 
38%

 
214

 
37%

 
Tata Steel Ltd

 
171.46

 
204.96

 
20%

 
193.61

 
-6%

 
Wipro Ltd

 
132.7

 
159.82

 
20%

 
186.31

 
17%

 

 
Source – www.livemint.com
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In a similar line, table 2 provides an analysis of CSR 
spending of top companies with reference to mandatory 
spending. Analysis indicates that in the last three years, 
Reliance industry and ONGC stand in the topmost position, 
which spent the highest amount among all the companies. In 
consecutive three financial years, Tata Consultancy Services 
Ltd spent less than the prescribed 2 per cent amount on CSR. 
Further, it can be observed that In FY 2014-15 NTPC Ltd 

spent (94%) less than the prescribed amount however it 
tremendously increased their spending in next two the 
Financial year 2015-16 (218%) and FY 2016-17 (133%). In 
FY 2014-15 HDFC Spent 118.55 Crore (86%) which is less 
than the prescribed amount 138.43 crores however the same 
got considerably increased their spending in FY 2015-16 
(114%) and FY 2016-17 (146%)

Table 2: CSR spending of top companies with reference to mandatory spending in Rs. Cr.

Company  

2014-15  2015-16  2016-17
Need to 

Spend

 

Actual 

Spend

 
Diff

 

Need to 

Spend

 

Actual 

Spend

 
Diff

 

Need to 

Spend

 

Actual 

Spend Diff

Reliance Industries Ltd
 

420.18
 

760.58
 

181%
 

438.04
 

651.57
 

149%
 

480.80
 

659.2 137%

Oil & Natural Gas Corp Ltd

 

454.29

 

495.23

 

109%

 

405.02

 

421

 

104%

 

372.21

 

524.97 141%

Tata Consultancy Services Ltd

 

281.58

 

219.00

 

78%

 

336.79

 

294

 

87%

 

404.10

 

379.77 94%

HDFC Bank Ltd

 

138.43

 

118.55

 

86%

 

171.38

 

194.81

 

114%

 

208.51

 

305.42 146%

Infosys Ltd

 

185.20

 

239.54

 

129%

 

209.83

 

202.3

 

96%

 

254.29

 

289.44 114%

NTPC Ltd

 

218.38

 

205.15

 

94%

 

225.50

 

491.8

 

218%

 

209.66

 

277.81 133%

ITC Ltd

 

149.11

 

214.06

 

144%

 

172.07

 

247.45

 

144%

 

188.25

 

275.96 147%

Indian Oil Corp Ltd

 

106.52

 

113.79

 

107%

 

115.31

 

156.68

 

136%

 

151.27

 

214 141%

Tata Steel Ltd

 

121.14

 

171.46

 

142%

 

119.43

 

204.96

 

172%

 

118.35

 

193.61 164%

Wipro Ltd 118.15 132.70 112% 141.54 159.82 113% 157.86 186.31 118%

Likewise, table 3 provides the sector-wise 
performance (as actual CSR spend in %) in different 
sectors. It can be observed that energy  power, Banking 
and financial services and IT consulting software 
sectors have high budgets as prescribed CSR 
expenditure in comparison with other sectors. Among 
all the sectors, these sector-specific companies alone 
have the mandate to spend 65 per cent (INR 4681 Cr.) 
of the total prescribed CSR expenditure. In FY 2015-
16, sectors like energy power, cement, mining and 

metals, automobile, services, chemicals and 
construction have spent more than the minimum 
prescribed (2%) amount. Further, IT consulting 
software and industrial manufacturing sectors have 
spent less than their previous year whereas all the other 
sectors have shown an increase in their spending in 
FY2015-16 compared to the previous year. Telecom 
sector has shown an increase in its spending in 
comparison with FY2014-15.

Source – www.livemint.com & www.bseindia.com
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Type of Company / Industries 

(Number of companies)

 

Prescribed CSR 

Expenditure 

(INR Cr.)

 

2015-16

 
Amount Spent 

(INR Cr.)

 

2015-16

 
Amount 

Spent (%)

 

2015-16

 
Amount 

Spent (%)

 

2014-15

 

Chemicals 

 

21

 

25

 

119

 

101
 

Construction 

 
101

 
120

 
118

 
75

 

Services 
 

73
 

79
 

108
 

94  

Mining and metals  584 623  107  93  
Automobile and allied products  360 380  105  65

 
Media and entertainment  22 23  103  87

 Cement and cement products
 

135
 

138
 

102
 

90

 Energy and power 

 
2292

 
2312

 
101

 
89

 Consumer products 

 

561

 

543

 

97

 

87

 
Banking and financial services 

 

1452

 

1160

 

80

 

61

 
IT Consulting & Software 

 

937

 

735

 

78

 

91

 

Pharmaceuticals 

 

250

 

189

 

76

 

53

 

Industrial Manufacturing

 

176

 

108

 

62

 

101

 

Telecom 

 

269

 

83

 

31

 

18

 

Grand Total

 

7233

 

6518

 

90

 

79

 

Table 3: Sector-wise Performance (Actual CSR Spend in %)

 The state-specific CSR expenditure has been shown in table 
4 where the top 10 states in CSR spent has been listed. It is 
observed that almost 33% of total CSR spend was 
contributed by only two states, i.e. Maharashtra and Andhra 

Pradesh. In FY 2014-15 and 2015-16, out of 36 states, 14 
states are there who spent below 1% out of the total CSR 
expenditure. Among all the states, the top 10 states only 
contribute to 79% to the total CSR spend

States

FY 2014-15 FY 2015-16 FY 2016-17

Amount 

Spent (Rs. 

Cr)

 
State 

Contrib-

ution %

 
Amount 

Spent (Rs. 

Cr)

 
State 

Contribution

 %

 

% 

Change 

from 

Previous

 Year

 
Amount 

Spent 

(Rs. Cr)

 
State 

Contribu-

tion %

% 

Change 

from 

Previous

 Year

Maharashtra 1,372.34

 
27%

 
1,810.44

 
20%

 
32%

 
702.36

 
25% -61%

Andhra Pradesh
 

403.91
 

8%
 

1,220.53
 

13%
 

202%
 

101.69
 

4% -92%

Karnataka 382.78
 

7%
 

730.63
 

8%
 

91%
 

202.71
 

7% -72%

Odisha 249.49 5% 604.26  7%  142%  191.42  7% -68%

Tamil Nadu 498.89 10% 597.59  7%  20%  202.53  7% -66%

Gujarat 296.53 6% 550.98  6%  86%  152.04  5% -72%

Rajasthan 271.35
 

5%
 

472.46
 

5%
 

74%
 

84.99
 

3% -82%

Delhi 214.23

 
4%

 
468.17

 
5%

 
119%

 
229.87

 
8% -51%

Uttar Pradesh 138.63 3% 406.93 4% 194% 120.34 4% -70%

West Bengal 178.6 3% 399.89 4% 124% 121.12 4% -70%

Table 4: Top 10 State CSR spent-wise

Source – assets.kpmg.com 

Source – www.csr.gov.in
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Similarly, table 5 provides the comparative detail of CSR 
spent on various developmental sectors. It is observed that in 
FY 2014-15 and 2015-16, the highest CSR expenditure has 
taken place in education as well as the health sector. 
Similarly, CSR spends in the Clean Ganga Fund in FY 2015-
16 was Rs. 32.52 Cr. which indicates an increase of almost 
601% from the previous year. Likewise, the CSR spend on 
the Swaatch Bharat Kosh has considerably increased from 
Rs. 94.51 Cr in 2014 -15 to Rs. 323.23 Cr in 2015-16 that is 

almost 242% than the previous year. Other Sectors such as 
National Heritage, Support to War Veterans, Sports, 
Technology Incubators, Slum Development, put together, 
accounted for merely Rs. 36.35 Cr, which had almost 
increased by 425% from the previous year. Overall, the CSR 
spend has substantially increased from 2014-15 to FY 2015-
16 but has drastically reduced subsequently in FY 2016-17 
with no upfront visible reason. 

Table 5: CSR Expenditure in various domains

Development Sectors
 

FY 2014-15

 
FY 2015-16

 
FY 2016-17

 

Amount Spent 

(Rs. Cr)
 

Amount 

Spent (Rs. Cr)
 

% Change 

from 

Previous 

Year
 

Amount 

Spent 

(Rs. Cr)
 

% Change 

from 

Previous 

Year
 

Clean Ganga Fund
 

4.64
 

32.52
 

601%
 

22.97
 

-29%
 

Education, Differently Abled, Livelihood 3,021.46  4,689.80  55%  1605.04  -66%  

Encouraging Sports 53.35  134.76  153%  51.72  -62%  

Environment, Animal Welfare, Conservation 

Of Resources 812.3  901.8  11%  306.67  -66%  

Gender Equality , Women Empowerment , Old 

Age Homes , Reducing Inequalities 172.63  331.49  92%  122.6  -63%  
Health, Eradicating Hunger, Poverty And 

Malnutrition, Safe Drinking Water , Sanitation
 

2,382.28
 

4,330.20
 

82%
 

1201.36
 
-72%

 
Heritage Art And Culture

 
113.62

 
114.9

 
1%

 
49.64

 
-57%

 
Other Sectors ( Technology Incubator And 

Benefits To Armed Forces And Admin 

Overheads )

 
6.93

 
36.35

 
425%

 
9.47

 
-74%

 Prime Minister's National Relief Fund

 

211.03

 

206.08

 

-2%

 

109.81

 

-47%

 Rural Development

 

1,031.02

 

1,327.56

 

29%

 

628.55

 

-53%

 Slum Area Development

 

101.07

 

13.59

 

-87%

 

1.97

 

-86%

 Swachh Bharat Kosh

 

94.51

 

323.23

 

242%

 

89.35

 

-72%

 Any Other Fund

 

272.57

 

322.63

 

18%

 

137.6

 

-57%

 NEC/ Not Mentioned

 

1,287.30

 

1,062.88

 

-17%

 

382.17

 

-64%

 
Grand Total (in Cr.)

 

9,564.77

 

13,827.86

 

45%

 

4,719.00

 

-66%

 

 

Source – www.csr.gov.in 
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Likewise, table 6 shows the spending done by major 
industries against the mandatory requirement. It can be 
observed that in terms of percentage, the chemical 
industry spends the highest percentage against the 
prescribed amount during last 3 years. Cement product 
sector tops the list of spending against the mandatory 
amount followed by metals, automobile, energy and 
consumer product sector.

During the last two years, topmost sectors like 
chemical sector, spent higher than the prescribed 

amount followed by cement, mining, automobile, 
energy and consumer product sector. In the last three 
years, sectors like telecom, pharmaceuticals, industrial 
manufacturing, IT consulting and software, media and 
banking and financial services spent less than the 
mandatory 2 per cent amount. 

It is noted that telecom sector companies have highest 
increased their spending by 400 per cent in the current 
year compared to FY 2014-15; however still it does not 
touch the absolute one.

Type of Major Industries 
Mandatory Vs Actual CSR Spend (Percentage)  

2014-15 2015-16 2016-17 

Chemicals 101% 119% 487% 

Construction and cement industry 90% 102% 125% 

Services 94% 108% 92% 

Mining and metals 83% 107% 111% 

Automobile and allied products 65% 105% 107% 

Media and entertainment 87% 103% 87% 

Energy and power 89% 101% 106% 

Consumer products 87% 97% 110% 

Banking and financial services 61% 80% 91% 

IT Consulting & Software 91% 78% 87% 

Pharmaceuticals 53% 76% 79% 

Industrial Manufacturing 69% 62% 82% 

Telecom 21% 31% 50% 
 

Table 6: Sector specific mandatory and actual CSR expenditure

Source - https://home.kpmg/in

Suggestions and conclusion

Based on the analysis of the data, it can be observed that 
there has been a substantial rise in the CSR expenditure by 
companies in post-CSR law era.  Companies like Reliance 
and ONGC can be considered to be the role models for other 
companies to follow their footprint. Similarly, various states 
having very good industrial activities can learn lessons from 
the leading states like Maharashtra and Andhra Pradesh. For 
the sectors which are not much preferred by many 
companies, the Government can take policy-level initiatives 
to promote contributions to those sectors as well as 
geographic areas like North Ease states.

However, though there is a rise in overall CSR spending, it 
can be seen that despite CSR law in force, there has been a 
gap between prescribed and actual CSR amount. Though 
year over year actual spent is increasing, there is substantial 
scope for much more expenditure and developmental 
activates.  Among BSE top 300 companies only, there is 
unspent amount's cumulative gap of Rs. 2,557 Cr. It is the 
right time for Ministry of Corporate affairs to take a call on 
mandating the expenditure of prescribed amount instead of 
allowing not spending and receiving justifications from 
companies. Because at the end of the day, companies also 
can leverage their brand value in the long run through such 
actions.  
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Also, MCA needs to look at the issues of companies of some 
specific sectors for their inability to spend the prescribed 
amount, if the scenario is consistent towards non-
expenditure. It is also important for major as well as minor 
shareholders to know about the compliance with the 
prescribed expenditure. In that case, it should be mandated 
for companies to visibly mention their details of CSR 
expenditure on their website as well as the annual report. 
This will add on more accountability on companies towards 
social responsiveness. 

Fur ther,  MCA can  ensure  th rough repea ted  
communications to companies to understand that CSR is not 
just kind of philanthropy, but it helps in community 
developments which in turn can prove to be of strategic 
advantage. According to some news reports, it has been 
observed that some companies are using on hire charitable 
trust to fabricate CSR spending where they give a donation 
to some charitable trusts and then take the money back 
excluding commission.  The MCA should trace out such 
kind of fraudulent activities and impose punitive actions on 
such companies to set an example and ensure to keep the 
spirit of CSR alive.  

As far as domains for contributing the money are concerned, 
basic facilities like road, electricity, clean drinking water 
etc. are still untapped from the reach of CSR actions in many 
of the backward region and remote areas. For example, as 
per schedule, VII companies Act 2013, rural development is 
one of the major areas of attention where efforts are required 
for improving the lives of rural people where they require 
access of basic facilities like education, health care, 
transportation, infrastructure etc. Many companies are 
knowingly or unknowingly ignoring the remote areas where 
development aid is acutely needed. In such cases, 
government can regularly publish the most preferred 
domains for CSR contribution which companies to tap. This 
will also help the Government for incorporating better 
geographic-specific developmental equality. It has been 
observed that the lowest CSR spend across geographic areas 
are mostly from the North East states.  

Since the trial phase of CSR law is now over, and due to non-
meeting the targeted CSR by companies, the MCA should 
think of some alternative mechanism like implementing the 
law more precisely which can be backed up by effective 

enforcement and allied penalties for non-compliance to 
achieve the true spirit of CSR. Further, to boost the morale 
and reward the companies for their compliances, National 
CSR ranking can be published under different categories 
like sectors, states, causes etc. 

Further, as per Ministry of Corporate Affairs reports, in FY 
2016-2017, many of the companies have not submitted CSR 
spending report to the government. It is very much required 
for companies to have annual filing within the stipulated 
timeframe so that the ministry can review the 
implementation of the CSR law and can plan accordingly for 
the coming years to achieve the core objectives of CSR. The 
non-compliance should be linked with some penalty if 
repeatedly such actions are observed.   

As it is almost five years of India's CSR law, government 
should take the comprehensive review of the implementation 
of it across all the sectors, size of companies, causes 
addressed, best practices implemented and reasons for no or 
partial compliances. The review will help the government, 
policymakers and companies at large to strategize CSR led 
social development in a much more impactful manner with 
required changes in the act. 
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Information technology is an integral part of organisational life, spilling over into operational functions of the 

organisations.  Anchored in the resource-based theory of the firm and the Ability-Motivation-Opportunity theory, the 

study aims to investigate the direct and combined effects of human resource management practices and information 

technology on firm performance. Data were garnered from 147 financial and non-financial firm managers using a 

convenience sampling technique, with a self-administrated questionnaire. As a caveat, reliability and validity of the 

measures, and common method variance were examined. The results confirms that human resource management 

practices significantly contribute to firm performance . The combined effect of human resource management 

practices with information technology has significantly positively related to firm performance such the positive 

relationship between human resource management practices and firm performance is stronger at a high usage of 

technology than at low usage. 
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uman resource management (HRM) practices and 
their impact on firm performance have recently Hsprouted and emerged as an important research 

issue at the top of the pecking order of HRM, organisational 
psychology and strategic management studies (see  
Bendickson & Chandler, 2019; Cooper, Wang, Bartram, & 
Cooke, 2019; Esch, Wei, & Chiang, 2018; Jiang, Hu, Liu, & 
Lepak, 2017; Pham, Tučková, & Jabbour, 2019; Yin, Wang, 
& Lu, 2019). Remarkably, previous studies lay emphasis on 
the outcomes of HRM practices such as productivity, 
organisational citizenship behaviour, turnover intentions, 
corporate financial performance, job satisfaction and 
employee engagement (e.g. Esch et al., 2018; Gould-
Williams & Davies, 2005; Huselid, 1995; Pham et al., 2019; 
Pradhan, Dash, & Jena, 2019; Ranjhan, & Mallick, 2018) 
and the findings of many studies produced mixed results. 
Intriguingly, Mellahi and Frynas (2003) questioned the 
applicability of Western HRM practices in developing 
countries. The thrust of the notion is that HRM practices and 
their consequences may vary from country to country and 
firm to firm (see Cooper et al., 2019; Pradhan et al., 2019). 
On the same footing, a limited number of studies have been 
found in the terrain of HRM practices and firm performance 
in Asia and other similar developing countries (see Pradhan 
et al., 2019) and thus it behoves researchers to explore its 
relationship in exogenous countries, and the present study, 
therefore, responds to acknowledgement of the need.

Nowadays, HRM practices and the ways organisations 
execute all its functions are largely determined by 
information Technology (IT) (see Cooper et al., 2019). IT 
has become an integral part of an organisation contributing 
to unique advantages for organisations (Magal & Lewis, 
1995; Paulraj & Chen, 2007). Succinctly, IT confers a 
complimentary resource that enhances firm performance. 
Inter alia many uses and applications of IT, the influence of  
IT on firm performance becomes major concerns in several 
studies (see Liang, You, & Liu, 2010) and continues to be the 
interest of both academics and practitioners (e.g. Hsieh, Rai, 
& Xu, 2011). Although a few studies have been focused on 
the relationship between IT and firm performance (e.g. Li & 
Ye, 1999; Liang et al., 2010; Mitra & Chaya, 1996), how 
HRM practices combined with the usage of IT contributes to 
firm performance have extensively been neglected. 
Therefore, there is a compelling need for unearthing factor 
through which HRM practices impact upon the firm 

performance that leading to pose an unattended research 
question: does the use of IT moderate the relationship 
between HRM practices and firm performance? 

In a nutshell, many studies have hitherto overlooked the 
importance of operand resource, IT, and, human resource, in 
explaining firm performance.  Consequently, strongly based 
on the resource-based theory of the firm and Ability-
Motivation-Opportunity theory, the present study aims to 
look closely how HRM practices contribute to firm 
performance and then examines a moderating role of IT of 
the relationship between HRM practices and firm 
performance. Therefore, this study makes a unique 
contribution to the frontiers of human resource management 
literature. Further, this study makes methodological and 
geographical contributions as well.

The paper proceeds as follows: First, the theoretical bases of 
the study are discussed and anchored in strong theoretical 
bases; hypotheses are then formulated. Next, sampling, data 
collection technique, and measures are lucidly described 
under methods section. The collected data are analysed 
using advanced statistical tools, and the formulated 
hypotheses are tested, followed by a discussion of the 
results. Finally, theoretical contributions and practical 
implications of the study are provided, limitations are 
acknowledged, and suggestions are made for future studies.

Theory and Hypotheses

The resource-based theory of the firm claims that resources 
and competencies are the sources of sustainable competitive 
advantage and firm success (e.g. Grant, 1996; Kristandl & 
Bontis, 2007; Liu, 2017). Of many tangible and intangible 
assets such as human resources, IT, brand names, 
machinery, capital, etc., human resource is a predominant 
strategic resource (e.g. Kristandl & Bontis, 2007). Human 
resources are managed through HRM practices such as 
training and development, rewards, performance appraisal, 
and self-managing teams (see Esch et al., 2018; Pham et al., 
2019) that are the strategic weapon by which firms burnish 
employees' knowledge, skills and behaviours contributing to 
the organisational goals (Collins & Clark, 2003). Further, 
human capital theorists maintain that human capital can be 
increased by the effective HRM practices, for instance, an 
organisation can recruit its employees with superior 
knowledge and skills through careful screening and rigorous 
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interviews (Youndt & Snell, 2004). In addition, HRM 
practices encourage employees to work both harder and 
smarter (Huselid, 1995). Many studies submit that HRM 
practices should be considered holistically rather than as an 
individual practice such as recruitment and selection, 
training and development, security, teamwork, decision 
making and rewards (e.g. Huselid, 1995; Snape & Redman, 
2010) and such practices have a noticeable impact on 
organisational success (see Huselid, 1995; Pham et al., 
2019). Notwithstanding the importance of HRM practices 
towards organisational and individual outcomes has been 
discussed in many high-quality academic journals during 
the last decade (e,g, Cooper et al., 2019; Esch et al., 2018; 
Jiang et al., 2017; Kundu & Gahlawat, 2018; Pham et al., 
2019), the findings of the many studies are inconclusive. 
Therefore, as suggested by Jiang et al. (2017), 
understanding the influence of HRM practices on firm 
performance is imperative.  Thus, it can be hypothesised as:

H : There is a positive relationship between HRM practices 1

and firm performance 

Many research studies have been undertaken to find out the 
relationship between HRM practices and firm performance 
with mediators and moderators. For instance, Esch et al. 
(2018) investigated the relationship between high-
performance human resource practices and firm 
performance with employees' competencies as a mediator 
and climate for creativity as a moderator.  More recently, 
Kengatharan (2019) claims that the knowledge-based 
resource, intellectual capital, promotes firm performance 
through productivity. The studies that have been conducted 
in the sphere of human resource management and firm 
performance lend credence to the resource-based theory of 
the firm claiming that firm performance is largely 
determined by human and other resources (valuable, rare, 
imperfectly imitable and non-substitutable resources) that a 
firm owns (Barney, 1991; Grant, 1996; Liang et al., 2010). 
The overriding notion is that employees are highly 
competent in carrying out all their duties, lack of knowledge 
in the use of technology has been a barrier that limits on their 
potential (see Pham et al., 2019). Some research scholars 
invoking the resource-based theory of the firm maintain that 
technology is an instrumental promoting firm performance 
(Oh & Pinsonneault, 2007) and as a potential source of 
competitive advantage (e.g. Mata, Fuerst, & Barney, 1995). 
Similarly, other studies stress the importance of the task-

technology fit in the production of performance (see Liu, Ke, 
Wei, & Hua, 2013). The IT makes the business processes 
easier and increases the efficiency of operations, the 
efficient decision making, innovation and competitiveness 
of the firm such as increased sales and better/timely 
customer service (Magal & Lewis, 1995; Mitra & Chaya, 
1996). In addition to the resource-based theory of the firm, 
the present study supports the tenet of the Ability-
Motivation-Opportunity theory (Appelbaum, Bailey, Berg, 
& Kalleberg, 2000), the heart of human resource 
management literature, to explain the proposed relationship 
between HRM practices and firm performance. Succinctly, 
anchored in the Ability-Motivation-Opportunity theory, the 
study considers HRM practice as an ability for developing 
employees capabilities (see Appelbaum et al., 2000; Pham et 
al., 2019); the availability of IT is a motivator that enhances 
both employees and organisations capabilities; and the 
opportunity is an indication that facilitates employees to 
exert their full potential towards firm performance (see 
Pham et al., 2019). On balance, studies remain agnostic 
about the influence of HRM practices together with IT on 
firm performance. The confluence of the resource-based 
theory of the firm and the Ability-Motivation-Opportunity 
theory, the current study holds that the combined effect of 
HRM practices with the use of IT would have a noticeable 
impact on firm performance.  Therefore, the present study 
fills the void left by the earlier studies, and subsequently, it 
can be hypothesised as:

H : The usage of IT moderates the relationship between 2

HRM practices and firm performance such the positive 
relationship between HRM practices and firm performance 
will be stronger at a high usage of IT than at low usage.

Methods

Subjects and Data collection 

Firm managers working in financial and non-financial 
organisations were chosen with a convenience sampling 
technique. Anchored in strong ontological and 
epistemological assumptions, this research adopted an 
objectivist-deductive approach with a cross-sectional time 
horizon. Data were garnered with a self-administrated 
questionnaire that was distributed among 212 firm managers 
with a requesting letter explained the purpose of the research 
and important information as for research ethics such as 
anonymity, confidentiality, the need for true information, 
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estimated time for filling in questionnaire etc.  A total of 147 
usable responses were obtained, yielding a response rate of 
69%. The data were collected over the course of four 
months. The sample consisted of predominantly male 
managers 73.47% (N=108) and remaining 26.53(N=39) are 
female managers. The respondents had an average of 14.27 
years of work experience (SD=2.98). The ages of the 
respondents were gauged with a five consecutive scale 
ranging from 18 years to over 55 years. The data show, the 
majority of the respondents were married (74%) and fell 
between 40 to 50 years. The reported average working hours 
per week was 44.97 (SD=3.27) and the results similar to that 
found in developed countries, for instance, 43.5 hours for 
men in the UK and 41.7 hours in Sweden (Cousins & Tang, 
2004) and developing country such as 45.40 hours in Sri 
Lanka (Kengatharan, 2019).

Measures

The most popular measure of HRM practices originally 
developed by Gould-Williams and Davies (2005) was 
employed in the present study. Based on robust statistical 
analyses (factor analysis and confirmatory factor analysis), 
the study adopted a 7-item scale ranging from strongly agree 
(5) to strongly disagree (1). All items included in the study 
are presented in Table 1.  Internal consistency (α = 0.92) is 
indicative of the reliability of the measure (see Table 2).

A six-item use of IT measure was adapted from the scale 
originally developed by Nickell and Pinto (1986). A short 
version of such a measure is commonly used in many studies 
(e.g.  Magal & Lewis, 1995) (see Table 1). The response 
scale ranged from 1(strongly disagree) to 5 (strongly agree). 
The internal consistency is α = 0.91 showing strong 
reliability of the measure (See Table 2).

Firm performance can be measured with objective and 
subjective measures. Albeit objective measures are less 
prone to biases, a plethora of studies has confirmed a strong 
correlation between objective measure and subjective 

The extension factor analysis is about correlations between 
nonfactored items and the factors that exist in a set of core 
items. Since the current study employed standardised 
questionnaires, the FA was executed to confirm whether the 
data marshalled for the present study support the previously 
found factor structure (Bagozzi & Foxall, 1996). Therefore, 
as advised by Hair et al. (2014), and Field (2013), the 
extension factor analysis was not required.

measure and notably the objective and subjective measures 
have produced very similar results (e.g. Dawes, 1999; 
Mathew, Ogbonna, & Harris, 2012; Wall et al., 2004). Some 
studies preferred a subjective measure in assessing firm 
performance owing to low reliability of the objective 
financial performance, for instance, in Chinese firms, and 
the availability of the data (e.g. Esch et al., 2018; 
Kengatharan, 2019). Consequently, the present study 
employs the subjective measure for measuring firm 
performance. The measure was adapted from Dess and 
Robinson (1984), Mathew et al. (2012) and Wall et al. (2004) 
and recently validated by Kengatharan (2019). Table 1 
presents the items included in the current study. All these 
statements were measured using a five-point Likert scale 
ranging from 1 (poor) to 5 (outstanding). The internal 
consistency is α = 0.84 indicating strong reliability of the 
measure (see Table 2).

Controls

As suggested by Esch et al. (2018) and Kengatharan (2019), 
firm size, firm age and firm type were all controlled in all 
analyses as they have been found to be related to firm 
performance. The age of the firm was measured as 1 (<=25 
Years) and 2 (>25 Years). Similarly, the respondents were 
asked to indicate the firm size (1=small, 2= large) and the 
firm type was subsumed into financial (1) and non-financial 
firms (2). The sample includes: 97 firms are small-sized and 
50 are large-sized firms; 90 are financial firms and 57 are 
non-financial firm; 94 firms are less than 25 years in 
operation and the remaining 53 firms are operating more 
than 25 years.

Results 

As a caveat, the suitability of the dataset was investigated to 
see whether the fundamental assumptions are met for 
conducting parametric tests. The univariate skewness (max. 
1.32) and kurtosis (max. 2.68) were well below the 
maximum thresholds (skew <2, kurtosis <7; Byrne, 2016) 
and Mardia's coefficient of 2.82 is indicative of 
multinormality of the dataset (recommended <5; Byrne, 
2016). The Durbin–Watson test has a value of 1.67 
explaining that any errors in the regression are independent 
(acceptable range between 1 and 3; Hair, Black, Babin, & 
Anderson, 2014). On balance, parametric tests were 
employed. The study yielded a response rate of 69 % that has 
warranted an examination of nonresponse bias (e.g. Dooley 
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& Lindner, 2003), and consequently, using a 'surrogate' 
method (Wallace & Mellor, 1988) nonresponse bias was 
investigated. However, the data produce insignificant results 
(p > 0.05) between early and late responses (treated 15% of 

Table 1: Results of integrated exploratory factor analysis (N = 147)

responses, N=22) showing the nonresponse bias is not 
problematic. Therefore, the findings of the study can be 
generalizable without any caution. Moreover, since the 
present study has garnered data with a single-sourced, self-

Items
Factors COM

HRMPs IT FP
I feel my job is secure (HRMP6)

.884

 

.768
I am provided with sufficient opportunities for training or development (HRMP1)

 

.874

   

.651
Team working is strongly encouraged in our department (HRMP3)

 

.874

   

.671
A rigorous selection process is used to select new recruits (HRMP4)

 

.828

   

.616
Management involve people when they make decisions that affect them (HRMP5)

 

.800

   

.567
I feel fairly rewarded for the amount of effort I put into my job (HRMP7)

 

.780

   

.509
This department keeps me informed about business issues and about how well it 
is doing (HRMP2)

 

.774

   

.619

Information technology is responsible for many of the good things we enjoy (IT2) 

 
 

.922

  

.375
There are unlimited possibilities of information technology that haven't even been 
thought of yet (IT3)  

  

.886

  

.401

Information technology is lessening the importance of too many jobs now done by 
humans (IT1)

  

.843

  

.701

Information technology can eliminate a lot of tedious work for people (IT4)

  

.834

  

.828
The use of information technology is enhancing our standard of firm operations 
(IT5) 

 

.781

  

.838

Information technology is bringing us into a

 

bright new era (IT6)

  

.699

  

.773

How does the growth rate of sales

 

(FP3)

   

.784

 

.620

How does the growth of net profit over the last three years

 

(FP1)

   

.752

 

.511

Overall firm performance/success

 

(FP2)

   

.700

 

.833

How does the achievement of sales target

 

(FP5)

   

.609

 

.621

How does the profit in comparison to your main competitors

 

(FP4)

   

.595

 

.768

   

Total

Eigenvalues

 

-

 

PCA

 

5.797

 

3.487

 

2.386

 

Eigenvalues

 

-

 

Parallel Analysis* 

 

1.67

 

1.53

 

1.42

 

Percentage of variance

 

32.207

 

19.373

 

13.255

 

64.836
Extraction Method: Principal Component Analysis. 

 

Rotation Method: Oblimin with Kaiser Normalization.

 

HRMPs- Human resource management practices, IT-

 

Information technology, FP-

 

Firm performance, COM-

 

Communality

Model fit indices (CFA) : χ2 (132) =282.59, p < 0.05; CMIN/DF (2.14); CFI=.94; RMSEA =.05; SRMR =.04
Parallel Analysis*- Number of variables-18 ; Number of subjects-147; Number of replications-1000

Table 1: Results of integrated exploratory factor analysis (N = 147)
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administrated questionnaire, there is a portent of common 
method variance (CMV). In addition to the procedural 
remedies suggested by Podsakoff,  MacKenzie, Jeong-
Yeon, and Podsakoff (2003), the Harman one-factor test was 
employed for examining whether a single factor constitutes 
the majority of the covariance (Podsakoff et al., 2003). The 
results of the unrotated factor analysis produced a three-
factor solution (the eigenvalues greater than one and those 
results are in congruence with parallel analysis and the scree 
plot) and the first factor accounted for 26% of the variance. 
Next, all variables were loaded as a single factor for 
executing confirmatory factor analysis and the results show 

a poor-fitting model (χ2 (136) = 1456.37, p = .00; CFI = .10; 
GFI = .39; RMR = .54; RMSEA = .26; PCLOSE =.00; SRMR 
= .27).  Therefore, CMV is not a serious problem.

As all those measures developed in culturally dissimilar 
countries, exploratory factor analysis (EFA) with direct 
oblimin rotation was executed to confirm factor structure 
(see Bagozzi & Foxall, 1996). As can be seen in Table 1, the 
EFA produced a three clear factor structure constituting 65% 
of the variance. The Kaiser–Meyer–Olkin (KMO) is .83, and 
Bartlett's test of sphericity χ² (153) = 1543.70, p < .001 is 
significant. 

As shown in Table 1, three components have been extracted 
based on the three criteria: eigenvalues over Kaiser's 
criterion of 1; the scree plot (a clear break after the fourth 
component) and parallel analysis with 1000 replications (the 
three components have eigenvalues exceeding the 
corresponding criterion value of the parallel analysis). The 
component plot in rotated space is depicted in Figure 1.

Following the EFA, an integrated confirmatory factor 
analysis was employed (See Appendix) and the results reveal 
a well fitted model: χ2 (132) = 282.59,    p < 0.05; CMIN/DF 
= 2.14; CFI = .94; TLI = .92; PCLOSE =.90; RMSEA = .05; 
SRMR = .04. Further, the Bollen-Stine bootstrap was 
employed with 2000 bootstraps and the results disclose a 
strong model fit of the data used (p =.131). The validity of the 

Figure 1: Component plot in rotated space

measures was then examined: the AVE exceeded the 50% 
rule of thumb; the CR > .86 and highly significant factor 
loadings; MSV < AVE and ASV < AVE (Hair et al., 2014). In 
a nutshell, the present study shows strong reliability and 
validity of the measures (see Table in Appendix).

In the next stage, correlation analysis was performed. HRM 
practices were found to be significantly associated with firm 
performance (r = .52, p < .01). Similarly, the use of IT was 
significantly positively associated with firm performance (r 
= .27, p < .05), nonetheless, the use of IT was not 
significantly associated with HRM practices (r = .22, p > 
.05). As for control variables, age of firm was significantly 
associated with HRM practices (r = .21, p < .05) and firm 
performance (r = .38, p < .05) but not significantly 
associated with the use of IT (r = .11, p > .05) and the size of 
the firm was significantly associated with all three main 
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variables: HRM practices (r = .31, p < .05); firm 
performance (r = .41, p < .01); use of IT (r = .15, p < .01). 
Surprisingly, types of firms were not significantly 

Table 2: Means, Standard Deviations, Bivariate Correlations and Scale Alphas

associated with any main variables.  The values of mean, 
standard deviation and inter-correlation between six 
variables are presented in Table 2. 

 Variables a M SD 1 2 3 4  5  6  
1 Age of firm  1.36 .48 ---      
2 Types of firms 1.39 .49 -.11 ---     
3 Firm size 1.34 .47 .03 -.18* ---    
4 HRMPs 3.96 .43 .21* .12 .31*  (.92)    
5 Use of  IT 3.37 .61 .11 -.19 .15**  .22  (.91)   
6 Firm performance 3.92 1.36 .38* -.29 .41**  .52**  .27*  (.84)  

aN=147 
* p < 0.05;  ** p < 0.01; The values within parenthesis- Cronbach‘s α 
M, Mean; SD, Standard Deviation; Age of firm-1= less than 25 (<=25) Years, 2 = More than 25 (>25)  Years,    
Firm Size-1=Small, 2=Large,  Types of Firms - 1= Finance, 2= Non-finance 

 
Following the all preliminary analysis, a robust moderation 
analysis using the PROCESS macro for SPSS was employed 

 b  SE B  t  p  

Constant .98 (1.41, 3.39)  1.22  .81  p  < .05  

HRM practices  
 
 

1.05 (.50, 1.60)  .28  3.76  p  < .05  

Use of Information Technology (IT)  .86 (.31, 1.41)  .28  3.07  p  < .05  

HRMPs x IT .16 (.03, .28)  .06  2.40  p  < .05  

R
2

=.2827,     MSE=.3427,   F(3,144)= 42.10,     p  = .0000  

 

Table 3:  Use of information technology as a moderator between HRM practices and firm performance

(Hayes, 2013) with 1000 bootstrap sampling. The results of 
the moderator analysis are presented in Table 3.

As can be seen in Table 3, HRM  practices are significantly 
related to firm performance (b = 10.05, 95% CI (.50, 1.60), t 
= 3.76, p < .05). Similarly, the interaction term (HRM 
practices x use of IT) is significant, b = .16, 95% CI (.03, 
.28), t = 2.40, p < .05 revealing that the relationship between 
HRM practices and firm performance is moderated by the 
use of IT. The combined effect of HRM practices and IT 
(interaction term) accounted for 9% variance in firm 

2 performance (2.6/28.3) explaining a small effect size (f = 
.026), however even small effect size is worthwhile in 
business and management research studies (See Chin, 
Marcolin, & Newsted, 2003). Further, a slope analysis was 
conducted to understand the nature of moderating effect. 

The results of the conditional effect of HRM practices on 
firm performance at three levels of IT usage are presented in 
Table 4.
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Table 4: The result of the conditional effect of HRM practices on firm performance at use of 
information technology Conditional effect of X on Y at values of the moderator

IT         Effect SE t p LLCI ULCI 

Low    .28 .06 4.68 .00 .17 .40 
Medium                  .34 .05 7.02 .00 .24 .43 
High .49 .06 8.22 .00 .37 .61 

As shown in Table 4, results show three different 
regressions: the regression for HRM practices as a predictor 
of firm performance (1) when level of IT (IT) usage is low; 
(2) at the medium level of IT usage; and (3) at the high level 
of IT usage. When level of IT usage is low, there is a 
significant positive relationship between HRM practices 
and firm performance, b = .28, 95 % CI (.17, .40), t = 4.68, p 
< 0.01 whilst at medium level of IT usage, the relationship 
between HRM practices and firm performance is also 
significantly positive b = .34, 95 %, CI (.24, .43),  t = 7.02, p 
< 0.01. In a similar vein, when the level of IT usage is high, 
there is a significant positive relationship between HRM 
practices and firm performance, b = .49, 95 %, CI (.37, .61), t 
= 8.22, p < 0.01. Overall, the results disclose that there is a 
positive relationship between HRM practices and firm 
performance and such the relationship becomes stronger at 

Figure 2: Graphical presentation of levels of information technology usage as a 
moderator between human resource management practices and firm performance

all level of IT usage. Consequently, the hypotheses (H1 and 
H2) were supported. 

The analysis produces data for visualising the conditional 
effect of HRM practices on firm performance. The results 
reported in terms of nine conditions: low level of IT usage / 
low HRM  practices, low level of IT usage / medium HRM 
practices, low level of IT usage / high HRM practices, 
medium level of IT usage / low HRM practices, medium 
level of IT usage / medium HRM practices, medium level of 
IT usage / high HRM practices, high level of IT usage / low 
HRM practices, high level of IT usage / medium HRM 
practices, and high level of IT usage / high HRM practices.

For all nine conditions predicted scores of the firm 
performance were estimated. The results are depicted in 
figure 2.
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Discussion 

The study contributes to the extant literature by averring 
statistically significant relationship between HRM practices 
and firm performance.  Albeit many research scholars have 
substantiated the benefits of HRM practices: engagement 
and employee behaviour (Gould-Williams & Davies, 2005); 
turnover (Huselid, 1995); employee performance and 
productivity (Cooper et al., 2019; Huselid, 1995); 
organisational citizenship behaviour (Pham et al., 2019); 
firm performance (Collins & Clark, 2003; Esch et al., 2018; 
Kundu & Gahlawat, 2018); corporate financial performance 
(Huselid, 1995); competitive advantage(Collins & Clark, 
2003), the findings of the relationship between HRM 
practices and firm performance are conflicting. 
Consequently, earlier studies limit the generalisation of the 
findings and practical implications. Therefore, the present 
study makes a contribution to the frontiers of human 
resource management literature. Further, anchored in the 
findings of the present study, practical implication has been 
proffered where the organisations should carefully manage 
several HRM practices such as recruitment and selection, 
job security, training and development, reward, teamwork 
and collective decision making to enhance firm 
performance. Managers and practitioners should also think 
of investing time and money in designing the best HRM 
practices if necessary. 

The present study also contributes to the extant literature by 
investigating the interaction effect of HRM practices and the 
use of IT. Earlier studies have unequivocally discounted but 
a few studies focused on the relationship between IT and 
firm performance (see Mitra & Chaya, 1996; Li & Ye, 1999; 
Liang et al., 2010). The results of the current study confirm 
that HRM practices copresent with IT promote firm 
performance. The findings are congruence with previous 
studies that claim that the management of human capital is a 
prime source of competitive advantage (e.g. Bendickson & 
Chandler, 2019; Yin et al., 2019). Therefore, the findings 
enhance the existing stock of knowledge by contributing to 
the resource-based theory of the firm and the Ability-
Motivation-Opportunity theory. Nowadays, the vast 
majority of the organisations are technology-driven that 
facilitates efficient and effective execution of organisational 
tasks and provides the best innovative customer services. A 
limited number of studies highlighted that IT can solve 
many firm problems and plays an important role in 
organisational survival, growth and profitability (Magal & 
Lewis, 1995). The current study stresses the importance of 
the use of IT for firm success. Therefore, the managers and 

practitioners should think of enhancing and investing on IT 
for a sustainable competitive advantage (see Liu et al., 2013; 
Mitra & Chaya, 1996; Weill, 1992). 

Notably, to the best of knowledge, no published research 
heretofore has considered the use of IT as a moderating 
variable linking HRM practices and firm performance in 
Asian and other similar developing countries. The present 
study focused on the disregarded country, Sri Lanka, would 
make a geographical contribution and consequently, leading 
to make empirical contributions too. Further, the findings 
can be a springboard for future studies in similar countries.

Research scholars warn the consistent use of scales 
developed in culturally dissimilar countries (e.g. Hassan, 
Dollard, & Winefield, 2010). Since the current study 
measured all variables using the questionnaires that are 
developed in another cultural context and consequently, the 
current study that validated the scales with their 
psychometric properties makes methodological 
contributions. The findings suggest that future researchers 
can employ the same scales in culturally similar countries. 

The prime limitation was the cross-sectional design that 
makes it difficult to identify causal relationships definitively. 
Therefore, employing a time-lagged approach could be a 
robust strategy in arriving at a firm conclusion. Besides, the 
use of single-source and self-report survey data could result 
in a CMV. Despite the robust analysis of the current study, 
not evidencing CMV, future research should focus on a 
multisource method. Strategic human capital resource 
(HCR) is an overriding source of competitive advantage to 
an organisation (e.g. Bendickson & Chandler, 2019); 
nonetheless, the role of IT in creating strategic HCR has not 
expatiated on the previous studies. Therefore focusing 
research studies in the strategic HCR and IT would bring 
new insights. In addition, environmentally friendly policies 
and practices have become the utmost concern of the 
regulator and the organisations than ever before and 
consequently, focusing on the nexus of green HRM 
practices, Well-being oriented HRM practices, and IT is 
warranted (see Cooper et al., 2019; Pham et al., 2019). 
Further, replicating similar studies in other developing 
countries would strengthen the generalisability of the 
findings.

On balance, the study, indubitably, pushes back the frontiers 
of human resource management literature and proffers 
several practical implications that support the firms to 
sustain in a dog-eat-dog, hard-nosed, highly completive 
world. 
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Appendix: 
Results of integrated CFA

                                                  

 

Standardised 

solution 

    

Indicator      Factors Estimate AVE MSV ASV CR 

HRMP1 <--------- Human-Res-Mgt-Pt 0.783     

HRMP2 <--------- Human-Res-Mgt-Pt 0.743    

HRMP3 <--------- Human-Res-Mgt-Pt 0.461     

HRMP4 <--------- Human-Res-Mgt-Pt 0.795     

HRMP5 <--------- Human-Res-Mgt-Pt 0.736     

HRMP6 <--------- Human-Res-Mgt-Pt 0.927     

HRMP7 <--------- Human-Res-Mgt-Pt 0.778 0.574 0.101 0.051 0.901 

IT1 <--------- Info-Tech 0.766     

IT2 <--------- Info-Tech 0.898     

IT3 <--------- Info-Tech 0.931     

IT4 <--------- Info-Tech 0.863     

IT5 <--------- Info-Tech 0.696     

IT6 <--------- Info-Tech 0.606 0.643 0.101 0.055 0.914 

FP1 <--------- Firms_Performance 0.637     

FP2 <--------- Firms_Performance 0.807     

FP3 <--------- Firms_Performance 0.744     

FP4 <--------- Firms_Performance 0.875     

FP5 <--------- Firms_Performance 0.593 0.546 0.009 0.005 0.855 

HRMP- Human resource management practices, IT- Information technology, FP- Firm performance  

AVE - Average Variance Extracted;  MSV - Maximum Shared Variance; ASV - Average Shared 

Variance ; CR-composite reliability  

Note: Indicators (items) are described in Table 1  
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Each generation is unique in its perspective towards life- their attitudes and behaviours are moulded by the critical 

events experienced. Personal financial management is not an exception. This research has focused on the comparison 

of various financial behaviours between Generation X and Generation Y, which influences their Financial Well-being 

(FWB). The sample size consists of 122 respondents each from Gen X and Gen Y. The  Mann-Whitney U tests and 

Chi-square analysis,  reveal that  Gen X has a high score on Financial Literacy, Propensity to Planning and Financial 

Risk Tolerance(FRT) levels compared to Gen Y. This study establishes that Gen X have synchronized their investment 

patterns with their investment objectives, envisaged interest for long-term investments compared to Gen Y.  Overall, 

Gen X has prudent financial behaviours and attitudes compared to Gen Y.  This study is of immense importance to 

policymakers, financial advisors to concentrate on programmes to improve the FWB.
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he world economies are faced with uncertainties, 
making them frail. The housing bubble and its Tconsequent depression in economies lead to greater 

shocks in the form of stumpy of business activities, higher 
unemployment rates etc. Various macro and microeconomic 
challenges are pressurising the organisations to cut costs and 
strive for greater profits margins to be relevant in the Stock 
Markets. The performances of financial markets are volatile, 
and the dynamic market forces are expanding the choices in 
investing and thereby pushing the consumer to make the 
right decisions for managing their financial resources. The 
Federal governments world over has axed social security 
measures to a great extent, leaving the individuals to fend for 
their own financial needs. A peek into the economic factors 
like consumerism, lack of financial discipline, lethargic 
attitude towards debt, inadequate retirement planning are 
causing a strain on the individuals' financial status and 
affecting their Financial Well-being(FWB).

FWB is a state of personal finance which is free from 
financial stress and facilitates greater control of personal 
financial status. It helps the individuals to reach personal 
financial goals while providing financial freedom to make 
choices in life and at the same time, create financial 
security.(Cfwb,2015). It consists of both subjective and 
objective in measures (Garmaise, 2010). Objective 
measures of FWB are measured by the income levels, asset 
accumulation etc. of an individual, while subjective 
measures are the perception of an individual towards his 
financial position. FWB assesses the individual's level of 
satisfaction with respect to his financial status, previously 
studied as Financial Satisfaction.  Research has revealed 
that FWB is affected by  Financial Literacy (Taft et al.,2013, 
Shusha,2016) and other positive financial behaviours like 
Propensity to Planning (Americks et al., 2003), Investment 
Patterns(Smales, 2014) and FRT (Jeong and Hanna, 2004). 
This study aims at exploring the difference between Gen X 
and Gen Y (Millennials) with respect to the above four 
financial behaviours impacting FWB. 

On the personal finance front, it is found that Millennials are 
struggling with their finances. 23% of Millennials spend 
more than their income, and 31% have unpaid medical 
debts, which is a staggering three times higher than 10% of 
silent generations (Mottola, 2018). They are over-indebted 
in their age compared to any other generations (PwC Report, 
2015). Financial independence among young people is 

lowest in 2007 at the individual level (Sironi and 
Fursternberg, 2012). While lusardi et al. (2010) also found 
that the financial literacy of young people is fragile. In the 
Indian context, Ambarkhani et al., (2015) found that 
financial literacy is less among college students. While 
Jairwala, (2013) indicated that the financial literacy in the 
age group of 18-35 is inadequate. While Das, (2016)  had 
found that Financial Literacy of Gen Y PG students with 
finance and accounting specialization was higher than that 
of Gen Y PG  students of other streams. These studies 
indicate the lack of financial Literacy among the young 
population in India.

Further, financial behaviours and attitudes like Propensity to 
Planning, FRT and Investment Patterns of young people has 
not been explored extensively. There is insufficient research 
into the field of FWB and on comparison of Gen X and Gen 
Y's on financial behaviours and attitudes are inadequate. 
The present research attempts to identify the differences 
between Gen X and Gen Y in the financial behaviours and 
attitudes like Financial Literacy, Propensity to Planning, 
FRT and Investment Patterns influencing the FWB of 
individuals in the Indian context. The research aims to 
identify the lacunae in the knowledge, attitude and 
behaviour between the generations so as bring in the 
necessary interventions to improve the financial knowledge, 
financial behaviours and attitudes to facilitate FWB of 
Millennials.

REVIEW OF LITERATURE:

Gen X

Generation X is the cohorts born between 1961-1981 (Howe 
and Strauss, 1991). They faced great uncertainty and 
insecurity in the family and society, along with a lack of trust 
in institutions (Smola and Sutton,2002). They were the 
latchkey generation as there was an increase in the divorce 
rates and women participation in the workforce.  They 
witnessed iconic events like the fall of Communism and 
Soviet Union, end of Cold War, Energy crisis, AIDS etc. 
These events have made them self-reliant, adaptable and 
very pragmatic. They have the entrepreneurship spirit 
(Howe and Strauss, 2007). Gen X prefers quick promotion, 
recognition and value immediate feedback from the seniors 
(Sessa et al., 2007, Gursoy et al., 2008) and does not place 
high importance to job titles (Bristow, et al., 2011). They 
value extrinsic work values more than intrinsic values 
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(Twenge, 2010). They prefer to be mentored (Smola and 
Sutton, 2002). Further, Gen X prefers honest, well-timed 
and direct communication in the workplace (Gursoy, et al., 
2008). They expect authentic and ethical leaders to lead 
them (Twenge and Campbell, 2008). 

Gen Y 

Generation Y was born between 1982-2005 (Howe and 
Strauss, 2007). They were named “Millennials” by Strauss 
and Howe,2000. They predicted that Gen Y is more civic 
conscious, team-oriented, sheltered, confident and 
achieving. They are highly narcissistic (Balaji and 
Devi,2015). They were shaped by events like the September 

th11  terrorist attack, disaster of Tsunami, etc. Gen Y is the 
digital native of the world (Pernsky, 2001). They prefer 
knowledge-based jobs and expect cordial relationships.  
These trophy kids (Alsop, 2008) are constantly seeking 
recognition. Gen Y has high self-esteem (Gursoy et al., 
2008) and a strong preference for structures and systems 
(Dannar, 2013). Millennial is the source of change within an 
organization and prefers work-life balance. (Myers and 
Sadaghiani, 2010). The Gen Y value leisure and family time 
and consider work as less important to their lives (Twenge, 
2010).  

Some of the research undertaken to understand the 
generational differences between Gen X and Gen Y in terms 
of motivation(Bristow et al., 2011, Bansal and Srivastava, 
2017), work values and attitudes (Smola and Sutton, 2002, 
Gursoy et al., 2008, Twenge, 2010), civic orientation 
(Twenge and Campbell, 2012), career preferences (Chawla, 
Dokadia and Rai, 2015), leadership values and behaviours 
(Sessa et al., 2002), psychological traits (Twenge and 
Campbell, 2008), media preferences (Bennet, 2008), 
Personalities (Kolnhofer et al., 2017).  But the generational 
differences on personal finance has been very inadequate; 
this has created an impetus to carry out research on FWB.

Measurement of Constructs

Financial Literacy

Financial Literacy is  “a combination of awareness, 
knowledge, skill, attitude and behaviour necessary to make 
sound financial decisions and ultimately achieve individual 
Financial Well-being.” (OCED, 2011).  It is a precursor for 
prudent financial behaviours like propensity to planning 
(Lusardi and Mitchell,2008), retirement planning (Jacobs-

Lawson and Hershey, 2005, de Bassa Scheresberg,2013) 
investment decisions (Chu and Xiao,2016), stock market 
participation (Van Rooji, et al., 2008). Financial Literacy 
affects FWB (Taft et al.,2013, Shusha, 2016). In the 
research, questionnaire developed by Knoll and Houts,2012 
has been used for assessing the Financial Literacy of the 
respondents.

The propensity to Planning

The propensity to planning tries to the trade-off between 
future utilities and present satisfaction. It can be defined as a 
skill set, attitudes and skills that affect the way the household 
task of planning for finances (Americks et al., 2003).  It is the 
process of devising financial goals and developing skills 
aimed to curb spending, promote savings and debt 
management. The propensity to planning is associated with 
good health behaviours (O' Neil et al., 2016) retirement 
planning (Hershey and Mowen,2000) wealth accumulation 
(Americks et al., 2003) and FWB (Bird et al., 2014). This 
research uses the scale developed by O'Neill et al. 2016  to 
measure the Propensity to Planning.

Financial Risk Tolerance(FRT)

FRT (FRT) refers to the maximum extent of uncertainty that 
an individual is ready to accept while making a financial 
decision (Grable, 2000).  FRT means the individual's 
willingness to the trade-off between risk and return. Risk 
tolerance is concerned with the choice of assets an individual 
for his investment, to maximise return. FRT has been an 
important factor contributing to financial satisfaction (Jeong 
and Hanna, 2004) and savings (Jacobs-Lawson & Hershey, 
2005). The FRT is measured by Grable and Lytton, (1999) 
scale and SCF Scale in the USA. Gillian et al. (2010) 
concluded that  Grable and Lytton(1999) scale is the 
adequate measurement tool of FRT. This research has used 
Grable and Lytton(1999) scale to measure the FRT of the 
respondents.

Investment Patterns

Investment Patterns refers to the spectrum of the assets that 
are invested by the individuals as part of their personal 
financial management. Each individual will usually have 
certain goals and objectives to be achieved through the 
process of investing, either in the short term or long term and 
therefore the selection of investments for investing the 
savings of an individual should be able to synchronise with 
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respect to the investment objectives is the goal of investment 
patterns. Smales, (2014), in his research, found a positive 
association between the return from equity investment and 
FWB. The scale adopted in this research is that of 
Pandian(2012).

Financial Well-being (FWB)

FWB can be defined as a state of being of an individual, 
where he is able to gain absolute control over his financial 
both in the present as well as in future to create the capability 
to absorb any financial shocks, track financial goals and 
achieve them, at the same time provide for financial security 
and freedom of choices. In this research, FWB scale has 
been adapted from Prawitz et al., 2006. Further, Shusha 
(2016) used this scale in his research on FWB. 

Research Methodology

An exploratory study was undertaken through a structured 
questionnaire incorporating appropriate scale for various 
constructs. Non-probability convenient sampling method 
was used to select a sample from different localities of the 
Bengaluru city to reduce bias. At 95% level of confidence 
and estimated true proportion to be within + 0.06, α =0.05, 
the sample size is 264 respondents. The respondents 
selected were in the age group of 24-56 years, consisting of 
Gen Y and Gen X, who were earning members with 
minimum graduation. The data was collected from 264 
respondents, 130 respondents were Gen X, and 134 
respondents were Gen Y. After removing questionnaires for 
non-response and equalisation process, the respondents 
from Gen X and Gen Y were pegged at 122 each and the 
following hypotheses were formulated.

· H  : There is no significant difference between  1

Gen Y and Gen X with respect to Financial 
Literacy.

· H  : There is no significant difference between Gen 2

Y and Gen X towards Overall score of Propensity 
to Plan

· H  : There is no significant difference between Gen 3

Y and Gen X towards FRT Scores.

· H  : There is no significant difference between Gen 4

Y and Gen X towards FWB scores.

The above hypotheses have been validated through the use 
of  Mann Whitney U test and Chi-square test to analyse the 
difference in financial behaviours and attitudes between 

Gen X and Gen Y. The Reliability Assessment for social 
research is undertaken through Cronbach's alpha 
coefficients. The Cronbach's alpha coefficients for the 
constructs are Propensity to Planning is 0.740, FWB is 
0.808, Investment Patterns - 0.846. While Financial Literacy 
and FRT are the calculation of scores and hence Cronbach's 
alpha is not essential. 

Results and Discussion

The study found that 34% of Gen Y  respondents were 
female, and the rest 79% were male. While 11% were female 
and the remaining 89% were male among Gen X 
respondents. The research points that  54% of Gen Y and 
52% of Gen X are graduates, while 44% of Gen Y and 46% 
of Gen X are postgraduates, while 2% of both the 
generations have reported being doctorates. 29%  of Gen Y 
and 66% of Gen X are married, while 71% of Gen Y and 34% 
of Gen X are unmarried. The analysis of the Annual Income 
earned found that 54% of Gen Y and 44% of Gen X reported 
an income below Rs.5,00,000, while 22% of respondents of 
Gen Y and 47% respondents of Gen X have reported an 
income between Rs.5,00,000 to Rs.10,00,000. While 8% of 
Gen Y and 9% of Gen X have an income of above 
Rs.10,00,000. 

Analysis of the difference between Gen X and Gen Y with 
respect to financial behaviours

Financial Literacy

Financial Literacy refers to the capability to an individual to 
make decisions which affect the management of the 
financial resources of an individual. Financial Literacy has 
been measured in terms of questions about inflation, 
diversification of risk, knowledge about compound interest 
calculation, time value of money and Investment 
knowledge. The questions range from the basic three to five 
questions (Lusardi and Mitchell, 2008) to around 36 
questions (Chen and Volpe, 2002). This research has adapted 
the Financial Literacy questions from Knoll and Houts 
(2012), consisting of twenty questions on various financial 
parameters. Each question is analysed in reference to the 
correct or the wrong answer was given to the questions by 
the respondent. It basically tests the knowledge of the 
respondents in those situations. Hence for each response 
with correct answer has been coded “1” and any other 
response is “0”. All the twenty questions have been coded 
and collated, and the significant difference between Gen X 
and Gen Y has been analysed through Chi-square test.
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Table No. 1:   Results of the Chi-square Test Analysis

Question

 
Gen

 

Correct Answers
 

Wrong Answers
Chi 

Square 
value

df P valueNo. of 
Correct 
Answers

 

% of 
Correct 
Answers

No. of 
Wrong 

Answers

% of 
Wrong 

Answers

Suppose Rs.100 is invested in a savings account, and the interest rate was 20% per 
year. After 5 years, how much do would be there in the account if the money is not 
withdrawn but allowed to grow?

 

a.

 

More than  Rs.200                   b. Exactly Rs.200

 

c.

 

Less than Rs.200                    d. Do not know

 

Gen Y

 

72

 

59

 

50 41
4.63 1 0.03

Gen X

 

80

 

66

 

42 34

If the interest rate on the savings account was 1% per year and inflation was 2% per 
year. After 1 year, how

 

much would you be able to buy with the money in this 
account

 

a.

 

Less than compared to the previous year

 

b.

 

Same as that of the previous year

 

c.

 

More than compared to the previous year

 

d.

 

Do not know

 

Gen Y

 
 

35

 
 

29

 

87 71

0.48 1 0.48

Gen X

 

40

 

33

 

82 67

Assume a friend inherits Rs.10,000 today and his sibling inherits Rs.10,000 three 
years from now. Who will richer?

 

a.

 

Siblings are richer            c. Friend is richer

 

b.

 

Both are richer                d. Do not know

 

 

Gen Y

 

51

 

42

 

71 58
1.05 1 0.30

Gen X

 

59

 

48

 

63 52

If the interest rate increases, what happens to  bond prices

 

a.

 

Will fall                           c. Will Stay the same

 

b.

 

Will rise                          d. Do not know

 

Gen Y

 

29

 

24

 

93 76
0.34 1 0.55

Gen X

 

33

 

27

 

89 73
Over  a

 

time of 10 to 20 years which asset gives the highest return?

 

a.

 

Bonds                             c. Savings Account

 

b.

 

Equity                             d. Do not know

 

Gen Y

 

32

 

26

 

90 74
0.97 1 0.32

Gen X

 

39

 

32

 

83 68

Which asset displays the highest fluctuations over a period of time?

 

a.

 

Bonds                            c. Savings Account

 

b.

 

Equity                            d. Do not know

 

Gen Y

 

43

 

35

 

79 65
5.43 1 0.02

Gen X

 

61

 

50

 

61 50

When an investor spreads his money among different assets, does the risk of losing 
money is

 

a.

 

High                           c. Reduces risk to zero

 

b.

 

Low                            d. Do not know

 
 

Gen Y

 

57

 

47

 

65 53

3.70 1 0.04
Gen X

 

72

 

59

 

50 41

Suppose credit card debt is Rs.300. A minimum payment of Rs.30 each month is 
paid towards debt. At an

 

annual Percentage Rate of 12% 

 

how many years would it 
take to pay the credit card debt if no new debt? 

 

a.

 

Less than 5 years           c. Between 10-15 years

 

b.

 

Between 5 -10 years     d. More than 15 years

 

Gen Y

 

9

 

7

 

113 93

0.79 1 0.37

Gen X

 

13

 

11

 

109 89

If a company’s share is bought (record your response)

 

a.

 

You own a part of the company         c. You have lent money

 

b.

 

Do not now.

 

Gen Y

 

46

 

38

 

76 62
4.79 1 0.02

Gen X

 

63

 

52

 

59 48

Housing prices can never go down

 

a.

 

True 

            

b. False

 

Gen Y

 

32

 

26

 

90 74
4.20 1 0.04

Gen X

 

39

 

32

 

83 68

A company stock usually provides safer return than a stock mutual fund.
a. True             b. False

Gen Y 63 52 59 48
4.88 1 0.02

Gen X 80 66 42 34
Bonds are normally riskier than stocks

a. True             b. False
Gen Y 34 28 88 72

5.81 1 0.01
Gen X 52 43 70 57

Contribution to Pension funds depend on the income of an individual.
a. True             b. False

Gen Y 57 47 65 53
4.21 1 0.04

Gen X 73 60 49 40

Provident Fund can be withdrawn only at the time of retirement
a. True           b. False

Gen Y 51 42 71 58
4.74 1 0.04

Gen X 68 56 54 44
If  Rs.1,000 in mutual fund,  there is a possibility of a withdrawal of less than 
Rs.1,000.

a. True            b. False

Gen Y 67 55 55 45
3.87 1 0.04

Gen X 82 67 40 33

A mutual fund combines the money of many investors to buy a variety of stocks, not 
a single stock.

a. True         b. False

Gen Y 57 47 65 53
5.97 1 0.01

Gen X 76 62 46 38
Whole life insurance has a savings feature while term insurance does not

a. True             b. False
Gen Y 58 48 64 52

4.22 1 0.04
Gen X 74 61 48 39

The cash value of life insurance policy is the amount available if there is a surrender 
of life insurance policy, while the person is still alive

a. True             b. False

Gen Y 53 43 69 57
4.19 1 0.04

Gen X 69 57 53 43
An annuity is a financial product that pays a lump sum  at death

a. True             b. False
Gen Y 60 49 62 51

1.33 1 0.24
Gen X 69 57 53 43

A 15-year mortgage requires higher monthly payments than a 30-year mortgage, but 
the total interest paid over the life of the loan will be less.

a. True              b. False

Gen Y 56 46 66 54
0.59 1 0.44

Gen X 62 51 60 49
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Table No. 1 indicates the Chi-square analysis of the 
Financial Literacy questions among Gen X and Gen Y. The 
questions with interest rate, risk diversification, investment 
knowledge, and insurance have a p-value of less 0.05, 
confirming the significant difference between Gen X and 
Gen Y with respect to their responses for the questions. The 
analysis of the responses indicates that Gen X out perform 
Gen Y respondents in the above questions. Both Gen X and 
Gen Y have inadequate gross knowledge regarding the 

Table No.2: Financial Literacy Levels of Gen X and Gen Y

functioning of the credit cards. Lusardi and Mitchell,2008 
categorised respondents, answering more than three 
questions out of five questions correctly as Highly Financial 
Literate. This research has categorised respondents into 
High Financial Literacy if the respondents have answered 
more than ten questions of the financial literacy correctly 
and those respondents who have answered less than ten 
questions correctly has been categorised as Low Financial 
Literacy. 

Financial Literacy  
Gen Y  Gen X  

No. of 
Respondents  

Percent of 
Respondents  

No. of 
Respondents  

Percent of 
Respondents

High Financial Literacy  28  24%  47  38%  

Low Financial Literacy  94  76%  75  62%  
Total  122  100%  122  100%  

The Table No. 2 finds that, 24% of the respondents of Gen Y 
and 38% of Gen X respondents have High Financial 
Literacy. Further, 76% of Gen Y respondents and 62% of 
Gen X have reported Low Financial Literacy.

H : There is no significant difference between the Financial 1

Literacy between Gen Y and Gen X.

The Chi-square test for the above hypothesis indicates a  p-
value of 0.01, concluding that there is difference between 
Financial Literacy Levels of  Gen X and Gen Y and  Gen X 
have reported greater Financial Literacy compared to Gen Y. 
But, the situation is grim as the  Financial Literacy in both 

the generations are very inadequate compared to the 
importance that Financial Literacy has in an individual's 
personal finance and well-being.

Propensity to Planning

The propensity to Planning is the surface trait of futuristic 
attitude to an individual to plan for finances to provide for 
future requirements. The Propensity to Planning has been 
measured through a set of ten questions adapted from 
O'Neill et al. (2016). These questions are on a Likert Scale 
have tried to assess the attitude towards budgeting, creating 
an emergency, savings, borrowing and spending. 

Table  No.3: Results of Mann Whitney U test for Propensity to Planning

The propensity to Planning 
behaviours  

Gen  SD  D  N  A  SA  Total  Median  W-
value  

p-value

Need to devise a budget every 
month to guide expenses and 

savings of that month
 

Gen Y  3  0  14  46  59  122  4  
15593  0.24

Gen X  0  3  13  60  46  122  4  
There is a tendency in me to live 

below means
 

Gen Y
 
5

 
10

 
40

 
41

 
22

 
122

 
3

 13190
 

0.00
Gen X

 
2

 
9

 
28

 
46

 
37

 
122

 
4

 An emergency fund has be created 
for at least 3 months

 

Gen Y
 
7

 
5

 
35

 
63

 
12

 
122

 
4

 14644
 

0.58
Gen X

 
6

 
10

 
31

 
53

 
22

 
122

 
4

 Avoidance of borrowing 
consumption loans

Gen Y
 
6

 
9

 
55

 
39

 
13

 
122

 
3

 
13757 0.03

Gen X 5 14 34 37 32 122 4
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        Consumer Debt payments to

 

be less 
than 20% of  income

 

Gen Y

 

1

 

6

 

37

 

45

 

33

 

122

 

3

 
13328

 

0.03
Gen X

 

1

 

1

 

22

 

55

 

43

 

122

 

4

 Eating out should be avoided except 
on special occasions

 

Gen Y

 

4

 

10

 

45

 

49

 

14

 

122

 

3

 
13757

 

0.02
Gen X

 

3

 

7

 

30

 

51

 

31

 

122

 

4

 
There is  a need to create a steady 

savings

 

Gen Y

 

0

 

9

 

28

 

58

 

27

 

122

 

4

 

14395

 

0.31
Gen X

 

2

 

9

 

24

 

48

 

39

 

122

 

4

 
A retirement plan should be devised 

at earliest

 

Gen Y

 

1

 

5

 

40

 

44

 

32

 

122

 

4

 

14544

 

0.46
Gen X

 

1

 

4

 

32

 

53

 

32

 

122

 

4

 
There is a need to prepare to-do 

lists for a specific day

 

Gen Y

 

1

 

6

 

38

 

44

 

33

 

122

 

4

 

15184

 

0.66
Gen X

 

1

 

10

 

33

 

50

 

28

 

122

 

4

 

Financial goals should always be 
well defined

Gen Y 2 2 20 59 39 122 4
14642 0.58

Gen X 1 5 21 47 48 122 4

The propensity to Planning 
behaviours  

Gen  SD  D  N  A  SA  Total  Median  W-
value  

p-value

Gen –Generation, SD- Strongly Disagree, D- Disagree, N-Neutral, A –Agree, SA –Strongly Agree

The Table No. 3 identifies that both Gen X and Gen Y, seem 
to be unanimous on the opinions regarding the need to 
devise a budget, creation of the emergency fund, creation of 
a steady saving, devising a retirement plan, preparing a to-do 
list and creating of well-defined financial goals. There is 
significant difference exhibited by Gen X and Gen Y 
towards a tendency to live below means, Consumer Debt 
payments, avoidance of consumption loan, and eating out. 

The analysis of differences of Median between Gen X and 
Gen Y  concludes that Gen X exhibit positive financial 
behaviours and aim at reducing lifestyle expenditure and 
controlling debt, while Gen Y is unable to comprise on 
lifestyle expenditure and their casual attitude towards debt, 
would affect their FWB. The difference between Gen X and 
Gen Y with respect to overall scores for Propensity to 
Planning, indicate the following:

Generation  Median  Score of Propensity 
to Planning  

Overall Median Score of 
Propensity to Planning  

W-value  p-value
(α  =0.05)

Gen Y  38  39  15765  0.04
Gen X  39  

Table No.4:  Median Score and Mann-Whitney U test of Propensity to Planning

H : There is no significant difference between Gen X and 2

Gen Y towards the overall scores of Propensity to Planning

Table No. 4, points out that the Propensity to Planning scores 
is higher for Gen X  compared to Gen Y and that Gen X has 
greater Propensity to Planning. This indicates that Gen X 
have more ability to plan their finances compared to Gen Y. 
Further, the results of the Mann-Whitney U test indicate p > 
0.05, which concludes that there is a significant difference 
between Gen X and Gen Y with respect to Propensity to Planning. 

Financial Risk Tolerance (FRT)

FRT refers to the attitude and the ability to withstand 
uncertain outcomes of investments. Grable and Lytton scale 
of measurement measures the FRT in three dimensions 
–Risk Comfort Levels, Investment Risk and Speculative 
Risk. The summation of the scores of the questions in the 
scale determines the FRT levels of an individual which are 
discussed below:

Risk Tolerance Categories Generations Median Score  W-value  p-value  
(α=0.05)  

Risk Comfort Levels Gen Y  10  15975.5  0.12  
Gen X 10  

Investment Risk Levels Gen Y  9  14822.5  0.82  
Gen X 9  

Speculative Risk Levels Gen Y  5  13439  0.00  
Gen X 6  

 Table No.5:  Comparison of FRT Components FRT between Gen X and Gen Y
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Table No.5 indicates an absence of difference between the 
generations with respect to the scores for Risk Comfort and 
Investment Risk, except in the case of Speculative Risk 
Levels. Mann-Whitney U test confirms the significant 

Table No.6: Overall FRT Scores of Gen X and Gen Y

difference in Speculative Risk Levels between Gen X and 
Gen Y and confirms Gen X has higher Speculative Risk 
Levels.

Generations Median  Score of FRT  Overall Median Score of FRT
Gen Y 24  26  
Gen X 26  

Table No.6 indicates that the Overall Median Score of FRT 
is 26.  The Median Score of  FRT of Gen Y is 24, while that 
of Gen X is 26. There is a difference between Gen X and Gen 
Y overall score of FRT.  Gen X has higher FRT compared to 
Gen Y.

Table No. 7:  Classification of Gen X and Gen Y based on FRT Scores

H : There is no significant difference between Gen X and 3

Gen Y towards FRT scores

The Mann-Whitney U test, indicates a p-value of 0.03,  and 
identifies the significant difference between Gen X and Gen 
Y towards FRT scores and can conclude that Gen X has High 
FRT compared to that of Gen Y.

FRT  

Gen Y  Gen X  

No. of Respondents  
Percentage of 
Respondents  

No. of Respondents  
Percentage of 
Respondents  

Low FRT  62  51%  54  44%  
High FRT  60  49%  68  56%  

Total  122  100%  122  100%  

Table No. 7 demarcates the respondents into High and Low 
FRT Levels based on the overall median score of 26.  The 
respondents who have scored an FRT of more than 26 have 
been identified as Highly Financial Risk Tolerant, while 
those who have scored less than 26 have been identified as 
Low Financial Risk Tolerant.  The research has identified 
that 51% of the Gen Y respondents and 44% of the Gen X 
respondents have reported Low FRT. While 49% of Gen Y 
and 56% of Gen X have reported being Highly FRT. The 
Chi-square test for concludes that Gen X has greater FRT 
than Gen Y.

Graph No.1: Period of Investments preferred by Gen X and Gen Y.

Investment Patterns

Investment Patterns refers to the type, horizon of investment 
and returns on investment preferred by individuals. Each 
investment depending on the risk-return trade-off would 
earn returns and capital appreciation which would be a 
contributor to the income, which would even insulate an 
individual against economic upheavals, and contribute to 
FWB. The measurement scales for investment objectives 
and preferences used in this research has been adapted from 
Pandian, 2012.
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The above Graph No.1, explains that 32% of the Gen Y and 
18% of Gen X has preferred an investment period of Less 
than 1 year. While  36% of Gen Y and 39% of Gen X prefer 
an investment horizon of 1-3 years.  32% of Gen Y 
respondents and 43% of the Gen X respondents prefer to 
park their funds for a period of more than 3 years. These 

Graph No.2: Ranking of Investment Objectives by Gen Y and Gen X

results indicate that Gen Y prefers a short investment period 
compared to Gen X, who prefer a considerably longer period 
of time of investment. Longer period investments earn 
greater returns and contribute to the well being compared to 
investments with a shorter span of time. 

The Graph No.2  has analysed the investment objectives of 
Gen Y and Gen X.  The responses were used to calculate the 
weighted average of responses (No. of Responses X Rank) 
and thereby rank the preferences of the respondents. It is 
found that Safety is the first objective preferred by Gen Y, 
while Regular Returns have been ranked the second 
followed by Capital appreciation at the Third. It is further 
found that Low risk is ranked the fourth, followed by 
Liquidity. While Gen X have ranked Capital appreciation as 
the first investment objective. Further, Liquidity has been 

Graph No.3: Comparison of Ranking Preference of Investments by Gen Y and Gen X

ranked second; Regular Returns has been ranked the third in 
the order, while safety is the fourth, further followed by Low 
risk in the fifth. It is clear that Gen Y has prioritised Safety 
and Regular return, indicating that they have low-risk 
tolerance and are prioritising Safety as the first rank. While 
Gen X have ranked Capital appreciation as the highest and 
followed by liquidity and regular returns. Gen X want to 
increase in the investment base and at the same, require 
liquidity and regular returns for their investment.
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The above Graph No.3, indicates the ranking of the 
preference of Investment by Gen Y and Gen X. The 
responses were used to calculate the weighted average of 
responses (No. of Responses X Rank) and then ranked the 
preferences of the respondents for the Investment 
preferences. Gen X has ranked Shares, Gold and Mutual 
funds as the highest preferred investments in sync with their 
investment objective of Capital appreciation and Liquidity. 
Post Offices /Bank Deposits, Real Estate and Debt securities 
have been ranked the fourth, fifth and sixth ranks 
respectively, which is in line with their objective of  
Liquidity and Regular Return. Insurance, Provident Funds 
have been ranked the least as they have low returns and but 
are very safe. These ranking are in co-ordination with the 
investment objective of Security and Low risks which are 
least preferred by Gen X. While the analyses of ranking of 
preferences of the Investments by Gen Y, indicates that,  Gen 
Y have preferred Shares, Mutual funds and Gold as the first, 
second and the third preferred investments, these 

investments are subject to high volatile prices, where safety 
is limited but in the long run provide capital appreciation.  
They prefer Post office/Bank deposits, Debt Securities 
which provide Regular Returns and have very high safety at 
the fourth place. Insurance and Provident funds are highly 
secured. While Real Estate is ranked the last by Gen Y. Gen 
X and Gen Y have not realised the potential of real estate as 
an investment.

Financial Well-Being(FWB)

FWB is the ultimate goal of an individual in managing his 
personal finances, providing for life choices and insulation 
against financial shocks for an individual. It creates a 
perception of financial security both at present as well as in 
the future. Prawtiz et al., (2006) FWB Scale is used to 
measure the FWB of the respondents.  This scale consists of 
eight questions on a scale of 1-5 and the summation of the 
score measures the FWB of an individual. 

Table No.8: Median Score of FWB and Results of Mann Whitney U test

Generations  Median  Score of FWB  Mean  Score of FWB  W-value  p-value
(α  =0.05)

Gen Y  23  22.30  13676  0.02
Gen X  24  24.24  

H  There is no significant difference between Gen X and 4:

Gen Y  in the  FWB Scores

The Man Whitney U test indicates a p-value of 0.02, thereby 
rejecting the null hypothesis and concluding that there is a 
significant difference between Gen X and Gen Y with 

Table No. 9: Classification of Gen X and Gen Y based on FWB scores.

respect to FWB Scores. The Total Median score of all the 
244 respondents reaches to a score of 23, taking this as the 
base the respondents were categorised as High FWB if there 
score was higher than 23 and Low FWB if the score is less 
than 23. 

Financial Well -being  
Gen Y  Gen X  

No. of 
Respondents  

Percentage of 
Respondents  

No. of 
Respondents  

Percentage of 
Respondents  

Low  Financial Well -being  56  46%  41  34%  

High Financial Well -being  66  34%  81  66%  
Total  122  100%  122  100%  
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The Table No. 9, finds that 34% of Gen Y have High FWB 
compared to that of 66% of Gen X. While 46% of Gen Y 
respondents and 34% of Gen X respondents have reported 
falling under Low FWB. It can be noted that the FWB scores 
of Gen X are higher than that of Gen Y, leading to conclude 
that Gen X has greater FWB compared to Gen Y. Further, the 
Chi-square test p-value is 0.03; indicate a significant 
between Gen X and Gen Y.

Findings and Discussions

This research has focused on the generational difference 
between Gen X and Gen Y in realms of Financial Literacy, 
Propensity to Planning, Risk Tolerance, Investment 
behaviour and FWB. This research has been a unique 
attempt to map the difference between Gen X and Gen Y on 
various financial behaviours and attitudes affecting FWB.  
Gen X has greater percentages of correct answers than Gen 
Y on questions relating to Financial Literacy. Further, it is 
noted that 24% of Gen Y and 38% of Gen X respondents 
were Financially Literate. Gen X outperforms Gen Y in 
Financial Literacy. Financial Literacy increases the 
financial capability of an individual which affects their 
financial behaviours and financial attitudes, thereby 
affecting the FWB. The research indicates the financial 
capability of Gen X is higher than Gen Y, which would be 
manifested in greater knowledge, skills possessed by them 
in managing their personal finances.

The propensity to Planning measures the ability of an 
individual to curtail his present behaviour and provide for 
future requirements. Man-Whitney U test indicates that Gen 
Y is unable to control debt and lifestyle expenses, which has 
led to lesser ability to save.  Gen Y has not developed skills 
of curtailing expenses and debt management to increase 
their savings and promote FWB compared to Gen X.

Analyses of FRT Score indicate there is no difference 
between Gen X and Gen Y with respect to Risk Comfort 
Levels, Investment Risk Levels, but there is a significant 
difference between them in Speculative Risk Levels. The 
Overall Scores for FRT score also varies as 24 for Gen Y and 
26 for Gen X. It is noted that 56% of Gen X and 49% of Gen 
Y have exhibited very high FRT Scores. Some researchers 
are of the view that age is positively correlated with FRT 
(Grable, 2000, Jeong and Hanna, 2004, Mishra and Mishra, 
2016), others are of view that age is negatively correlated 
with  FRT( Faff, Hallahan and Mckenize, 2009) but there is 

also a view that that FRT increases until certain number of 
years and then diminishes (Gilliam, et al., 2010). This study 
reveals that FRT increases with age.

Investment patterns indicate the preference of Gen Y for 
lower tenure for investment while Gen X prefers the longest 
tenure. Gen Y is unable to synchronise their investment 
objectives with their preferred investments, but at the same 
time Gen X are able to achieve co-ordination of investment 
objectives with their preferred investments, thereby they 
would be able to achieve better returns to support their 
financial requirements. The FWB scores of Gen X is 24, 
while that of Gen Y is 23, leading to understand that Gen Y 
are slightly lower in FWB Scores. Mann Whitney U test also 
indicates that significant difference between Gen X and Gen 
Y in FWB Score. It is noted that 66% of Gen X have higher 
FWB compared to 34% of Gen Y respondents. This clearly 
indicates the fragile financial status of Gen Y compared to 
that of Gen X. This status is due to their lack of financial 
knowledge, causal attitude towards debt, inability to curtail 
lifestyle expenditures and inability to increase their FRT, 
further due to lack of Financial Literacy has led to lack of 
synchronisation between their investment objectives and 
investment patterns. 

Limitations

The study attempted to compare the financial behaviours 
and attitudes between Gen X and Gen Y. One of the 
limitationsof  the study is that it concentrated in the city of 
Bengaluru. Such a survey might need greater coverage to 
understand that actual situation. The study considers only 
subjective measures of FWB and perception of the 
individual to the propensity to plan, risk tolerance and 
preference of investments, but objective measures can be 
considered.

Future Research

This research could be further extended to the use of 
objective measures of data like the actual amount of savings, 
net asset accumulated by an individual, portfolio of 
investments of an individual and its effect on FWB. Further, 
there could be a comparison between Gen X in a 
retrospective in terms of ten to fifteen years, where they 
would in the age group of the present Gen Y for comparison. 
But the absence of national database regarding personal 
financial management restricted the researches to undertake 
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real-time comparisons. Further, the important fact is that 
testing the model created in the form of Financial Literacy, 
Propensity to Planning, Financial Risk Tolerance, 
Investment Patterns affecting the FWB, using Multiple 
Regression Model could be considered for the next phase of 
research.
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