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FROM THE EDITOR’S DESK
The Indian economy has demonstrated great strength in all trying times across all
global events like 2007-08 financial crisis, South East Asian crisis, Greece crisis, Brexit,
etc. Since last couple of years, the economy has shown strong growth potential which
has been largely driven by domestic growth drivers. The domestic events like
demonetisation policy and GST application did have some transitory adverse effects
but slowly the economic growth steadily recovered to 6.3%, 7.0% and 7.7% in the
second, third and fourth quarters of 2017-18, respectively. So a big applause to the
growth drivers and factors that facilitated economic growth, augmented contribution
towards GDP and increased the consumption levels within economy. Overall
investment spree across sectors, availability of funds, huge surge in private equity and
venture capital funding, increase in entrepreneurship activities especially in e-commerce
business, etc have all sharply livened up the economic sentiment and boosted financial
morale of the market. Even the government has shown a big appetite for consumption
and investment. The job scenarios have become promising and most of the business
schools have cheered the increase in hiring and job profiles along with pay package.
The growth in gross fixed capital formation was as high as 14.4% in the fourth quarter
of 2017-18.
However, the economy needs a caution on the investment front both from the
government and the investors. Good opportunities need to be fundamentally strong.
They should yield good return in long run and also enhance wealth of the investors.
Both should be measurable and quantified with built-in scenarios for good and bad
times. The next three years will definitely mark the potential domestic growth drivers
from poor sentimental drivers. The economy needs long time bullish investments
that do not create any scope for short positions. The financial market is an intelligent
market which incorporates all market inefficiencies and correctly attributes relevant
fundamental information in the long run. With highly motivating vision of Indian
government to embark upon the US$ 5 trillion economy in the next five years, the
country requires efficient planning, judicious investments that yield wealth creation
for Indian economy, in the long run.

(Dr. Sheeba Kapil)
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The ‘Shethian’ View of Marketing Theory

Ritesh Tiwari*
What marketing is and what
the dominant perspective of
it is today is a pertinent
question to consider. Given
academic efforts to relate it
to society and its need ensure
that the domain of marketing
and its scope is no more the
same as earlier. This piece
provides the perspectives of
Sheth et al. (1988) from their
landmark book on marketing
theory. Referring to this as
the ‘Shethian’ view, it is
articulated by classification of
marketing thought into various
schools. Further, the authors
outline the evolution of
marketing across and with
these schools and evaluate
these intellectual contributions on criteria identified
by them.
Keywords: Marketing theory,
marketing thought, Shethian
view, theory evolution

*Assistant Professor, Department
of Marketing & Strategy, IBS
Hyderabad.

W

ITH a view of the renewed
interest in theories of
marketing due to varied interesting
perspectives and approaches that
have emerged over the years, it is
clear that marketing today faces an
identity crisis as it still lacks a
general theory and a holistic
definition, one that provides
consensus amongst practitioners
and academicians alike in
answering teething questions like
– what marketing is and what the
dominant perspective of it today,
how it relates to society and the
domain of it?
It is interesting to note that the
issue of marketing being a science
or an art has yet to be resolved.
Also, in question are the concepts
that provide a lack of sense of
security as they are varied and too
narrow to contribute to the
development of a general or
umbrella theory of marketing. In
view of this it is not surprising that
the
American
Marketing
Association or AMA, which is the
source for marketing’s top
magazines and journals, relies on
its members’ network of about
forty thousand experienced
marketers to keep the definition of
marketing relevant with time. This
is because the boundaries of
marketing
have
become
increasingly fuzzy as rightly
pointed out by Kotler and Mindak
(1978). It has moved from dealing
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with products to involve services as
concurred by Berry and
Parasuraman (1993). Marketing
may have moved beyond being
primarily about transactions or
exchanges as Bagozzi (1975) would
hold.
Marketing today involves
product development, consumer
behaviour, market research, sales
and distribution, advertising and
promotion, segmentation, targeting and positioning, branding,
pricing and even strategy! Kotler
(2003) identifies markets to be
categorized as consumer markets,
business markets, and global
markets and even non-profit and
government markets. Once
thought of as synonymous with
selling, Kotler and Levy (1973) hold
that buying is marketing too!
However, Peter Drucker (1973)
insists that the aim of marketing
should be to make all selling
superfluous, and that the ultimate
aim of marketing should be to
ensure in the resulting of a
customer who is ready to buy. It
has therefore become important to
ask now as to what marketing is
not! McKenna (1991) has argued
that marketing is everything. Is that
the case?
Sheth, Gardner and Garrett
(1988) in their book ‘Marketing
Theory: Evolution and Evaluation’
have tried to classify the various
approaches to marketing theory –
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called ‘schools of thought’ based on
two dimensions – interactive /
non-interactive and economic /
non-economic. They classify
Commodity, Functional and
Regional Schools of thought as
Non-interactive-Economic;
Institutional, Functionalist and
Managerial as InteractiveEconomic, Buyer Behaviour,
Activist, Marketing Schools as
Non-interactive-Non-economic
and Organizational Dynamics,
Systems and Social Exchange
Schools of thought as InteractiveNon-economic. This classification
would help scholars to understand
the history of marketing thought
and aid them in developing a
general theory by providing an
insight into the inherent pros and
cons of each theory. They also state
that any general theory should be
applicable to both products and
services, to industrial as well as
consumer markets equally well and
in keeping with the globalization;
to domestic as well as foreign /
international markets.
The criteria for the schools of
thought tag to theories of
marketing are based on the theory
eliciting information regarding
‘who’ benefits from marketing,
‘why’ it is done and a consensus on
that theoretical approach from
peers as ‘interesting’.
The Commodity School
discusses the types of goods and
their relation to marketing
functions, the Functional School
focuses on the activities that
comprise marketing, the Regional
School plays on the space
dimension and relies heavily on
geographic boundaries and
distribution
aspects.
The
Institutional School discusses who
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(institutions / organizations)
performs the marketing functions
whereas the Functionalist School
deals with the heterogeneous
nature of supply and demand and
the emphasis on the exchange
process. The Managerial School
sees marketing as a set of concepts
like marketing mix (Borden, 1964),
product life cycle, market
segmentation, etc. The Buyer
Behaviour School focuses on the
consumer and the rationale behind
the buying process. The
Macromarketing School provided
insight into the societal and
environmental
effects
on
marketing. The Activist School
provided insight of the reverse –
marketing’s impact on the
environment. The Organizational
Dynamics School dealt with social
and psychological aspects of the
institutions involved in marketing
process / activities. The Systems
School provided a holistic
approach involving various facets
like
operations
research,
simulation, marketing information
systems besides the living systems
approach and the social systems
perspectives. The Social Exchange
School provides exchange as the
core for focus of marketing.
The evaluations of these
theories is done by Sheth, Gardner
and Garrett (1988) using a
metatheory criteria involving the
syntax, semantics and pragmatics
which are the organization, reality
and relevance aspects of the theory.
Syntax deals with how the theory
is defined and how it integrates the
concepts logically (structure) and
also the relationships between
concepts (specification). Reality
deals with inter-subject validity
and operationalizability of

constructs
for
empirical
investigation (testability) and
quantity of empirical research
(empirical support). Pragmatics
involves comprehensiveness
(richness) of the theory and the
parsimony (simplicity) of the
theory in being easy to
communicate and implement. This
evaluation is supposed to
encourage scholars to debate and
critique the theories and thereby
help in coming forward with a
general theory of marketing.
The Shethian view (Sheth,
Gardner and Garrett, 1988) as
identified in the book ‘Marketing
Theory: Evolution and Evaluation’
has classified Commodity,
Functional and Regional Schools of
thought as Non-interactiveEconomic. The Commodity School
discusses the types of goods and
their relation to marketing
functions, the Functional School
focuses on the activities that
comprise marketing, the Regional
School plays on the space
dimension and relies heavily on
geographic boundaries and
distribution aspects.
The Commodity School of
thought was brought about with
the view of providing a marketing
theory that would classify goods in
a manner that would aid
practitioners to ascertain the
marketing activities to be
undertaken based on their
products. This was pioneered by
Charles Parlin when he categorized
women’s
purchases
into
convenience shopping and
emergency
goods.
Melvin
Copeland’s
more
popular
classification deals with similar
categories of convenience goods,
shopping goods and specialty

FOCUS WTO - An IIFT Quarterly Publication • July-September 2018 (Vol. 20 No. 3)

ARTICLES
goods and based on the needs of
consumers, the delay they would
willingly undertake for the need
satiation and an understanding of
the need satisfying alternatives.
Rhoades
proposed
that
classification may be possible also
on physical characteristics and
characteristics of production of the
commodity. Another prominent
scholar, Leo Aspinwall classified
goods into three colored categories
of red, orange and yellow;
providing five key characteristics
for classifications, which were
universally applicable, measurable
and logically related for the goods
– replacement rate, gross margin,
adjustment, time of consumption
and searching time. Thus red goods
were high on replacement rate and
yellow were low whereas for
searching time it was the exact
opposite. Richard Holton opined
that the school of thought be
revised by including the role of the
consumer as well and initiated the
discussion to the later search
theories. He also argued against
having specialty as a principal
category. This stand was however
refuted by David Luck. Bucklin
ideated the categories of shopping
and non-shopping goods with
specialty and convenience goods a
part of the non-shopping category.
Another scholar Kaish was
instrumental in furthering the
thought
by
incorporating
psychological concepts like
cognitive dissonance and coming
up with definitions for the common
three category classification.
Ramond and Assael advocated
approaching the classification
based on the thought of the product
being a relation between physical
ingredients and psychological

responses, and product as that
related to consumer actions plus
channel response and also the
relation between the purchase
behaviour and awareness, attitude
change or the communication
effects. Holbrook and Howard
provided a classification system for
commodities combining the
product and consumer characteristics and consumer responses into
those based on linkage between
marketer’s activities and the
consumers’ actions. Enis and
Roaring added preference products
to the existing three categories and
classified all based on perceived risk
of buyer, product differentiation,
buyer expected effort and marketing
mix differentiation. Murphy and
Enis provided definitions for these
four categories.
The Functional School of
thought was pioneered by Arch
Shaw when he defined functions of
marketing to include sharing risk,
transporting goods, financing
operations,
selling;
and
assembling, assorting, reshipping.
Weld refuted Shaw’s role of
middlemen providing assembling,
storing, rearrangement, selling and
transportation as key functions.
Vanderblue countered the above
two saying the functions were
interdependent. Ryan furthered
the discussion with naming five
functions as assembling, storing,
standardization, transportation
and selling. McGarry further
provided six functions.
The Regional School of thought
has been promoted primarily by a
handful of researchers like Grether,
Reilly and Converse, etc. They have
made empirical studies to
corroborate their stand. Revzan has
moved from retail store space and
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location to wholesale area structure
with factors like product weight
relative to value, relative
perishability,
product
differentiation techniques, factors
affecting plant location, price and
pricing policies, transportation
rates and services, individual firm’s
marketing methods and auxiliary
services. Vaile, Grether and Cox
and also Ohlin have explained
aspects of inter-regional marketing.
The evaluations of these
theories is done by Sheth, Gardner
and Garrett (1988) using a
metatheory criteria involving the
syntax, semantics and pragmatics
which are the organization, reality
and relevance aspects of the theory.
Syntax deals with how the theory
is defined and how it integrates the
concepts logically (structure) and
also the relationships between
concepts (specification). Reality
deals with inter-subject validity
and operationalizability of
constructs
for
empirical
investigation (testability) and
quantity of empirical research
(empirical support). Pragmatics
involves comprehensiveness
(richness) of the theory and the
parsimony (simplicity) of the
theory in being easy to
communicate and implement. The
Commodity and Functional School
score highly in relevance;
Functional highly in reality aspects
as well but both perform poorly on
syntax aspects where the Regional
School does really well. Regional
School however does relatively
well on all aspects. This evaluation
is important as it encourages
scholars to debate and critique the
theories and thereby help in
coming forward with a generalized
theory of marketing.
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Classifying the Institutional,
Functionalist and Managerial
Schools of thought as InteractiveEconomic, the Shethian view
indicates that these are based
primarily
on
economic
considerations
and
also
acknowledging the interdependent
relationship between the buyers
and the sellers. This is important to
understand as the Institutional
School of thought like the
Organizational Dynamics School of
thought lays emphasis on the
organizations, i.e. institutions role
in the performance of goods
transfer from manufacturer to
consumer. This school of thought
lays emphasis on the role of the
middlemen or the intermediary
channel members as illustrated by
Weld (1916) and Butler (1923).
These theorists believed that the
prime focus of marketing would be
the evaluation of channels’
structures. Because of the reason
that the buyers get affected due to
economic
inefficiency
of
middlemen, customers thought
middlemen raised cost rather than
adding value. In his 1916 book, The
Marketing of Firm Products, Weld
addressed the issue of marketing
channel efficiency. Bucklin (1965)
further propounded the concept of
‘postponement’. However, recycling of goods were not well
addressed by this school. Also,
similar to the old schools, this
school viewed marketing as
distribution dominated process
whose main aim to bring the goods
from the point to origin to the
market for sale. The school only
considered the economics of
distribution. Therefore, later on this
school had to give way to the
Organizational Dynamics School,
which considered marketing as a
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more holistic process and involved
even behavioural issues of the
channel members.
The Functionalist School’s
major developments can be
credited to a single man Wroe
Alderson. Along with other coauthors, he authored articles on
marketing theory: its needs and the
processes of marketing between
1948 and 1965. Moreover, the
‘Marketing Theory Seminars’
between 1953 and 1965 of which he
was the mastermind, also
propagated Alderson’s thoughts
and his call for theorization of
marketing. This school of thought
stands on the pillars of: Organized
behaviour system: This is of five
types: a) public or political systems;
b) households as systems; c)
enterprise systems of which firm is
a part; d) undercover systems; and
e) charitable and educational
systems. Organized behaviour
systems interact with the market
providing the motive to keep the
marketing process going.
Heterogeneous markets: Alderson
postulated heterogeneity in both
demand side and supply side of
market. Marketing is the process
of matching heterogeneous supplies with heterogeneous demand.
Transvections: The process of
simultaneous transactions and
sorting from the start of marketing
process when the resource was in
its natural state to the end of the
process, when the good is sold to
the customer. This school
advocated that the sum of all
transvections would correspond to
an exhaustive description of the
marketing process. However, the
limitations of this school are that
Alderson’s works are not easy to

understand and to many scholars his
terms added confusion rather than
clarity. Though, the idea is more
holistic than previous schools,
Alderson and Martin (1965) could
not integrate the buyer and seller. His
exposition of marketing as process
of matching has restricted the
discipline to the level of a mere
connector between a buyer and a
seller in the market place.
The Managerial School has its
roots in the development of the
marketing concept. Marketing
researchers and practitioners
realized that business can only
prosper if customers’ needs are
taken care of and they get value
from the marketer’s offerings. It is
in this context, that a new paradigm
of marketing came in the form of
long term relationship through
customer satisfaction rather than
short term profitability and
dissatisfied customer. It is in this
light that the managerial theorists,
approached marketing as functions
and processes that require
decisions from the marketer. The
Managerial School looks at
marketing from the point of view
of the mangers’ functions and
decisional issues. The manager or
management who is at the centre
of all marketing processes and/or
functions and decisional issues is
the protagonist focusing on the
execution of the marketing
processes and functions so as to
ensure customer satisfaction and
maximize
customer
value
proposition.
Unlike
its
predecessors,
this
school
considered the customers’ needs
and then likewise theorized
marketing as an economic process.
Though, there is no specific
person who can be addressed as the
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founding father of the Managerial
School, it is Jerome McCarthy who
is credited as an initiator of the
school because of his ground
breaking concept of the marketing
mix later popularized by Borden
(1964) as the 4Ps. There is the
presence of voluminous work in
this school. Marketing Myopia by
Theodore Levitt (1975), Product
Life Cycle by Theodore Levitt
(1965), New Product Pricing by Joel
Dean (1976), Segmentation by
Daniel Yankelovich (1964) and
Frederick Winter (1984), and
Positioning by Aaker and Shansby
popularized by Al Ries and Jack
Trout (1972) are some key works of
this school. Kotler (2003) is a key
figure with his text books on
Marketing Management which are
the basis of popularizing this
school at the MBA education level
for wannabe managers. This school
also has great empirical support
and is well understood even by
laymen.
All said and done this and
considering how popular and
simple it is to relate to, the school
has its own set of limitations. The
school is too functioning and
decision oriented. Therefore, the
purists in terms theorizing a
discipline has criticized the school
for its practitioner oriented
approach. Also, the presence of
strong and valid critique to many
of the theories, has not only
strengthened the school, but also
conversely has raised questions
about the validity of some of its
most popular theories. Besides, the
role of marketing to the society
specifically is also not answered
well by this school.
During the sixties, three
schools – Buyer Behaviour School,

Activists
School
and
Macromarketing School came into
reckoning bringing about a
paradigm shift in the marketing
thought arena as they theorized
marketing based on the customer
as the focal point of marketing
asserting that marketing goes
beyond economics and economic
analyses that firms made and
involves
psychological,
sociological and anthropological
considerations. This change was
brought about by impact of push
sales,
‘Consumerism’
and
consumer rights, development of
international
markets,
development of structured and
robust theories in other social and
behavioural sciences and the
growth in consciousness focussing
on the stakeholders of marketing
and role of marketing as a part of
the entire social system. The noninteractive paradigm is in itself
flawed, as marketing practice will
always involve an exchange, be it
in the form of physical goods or
some kind of services. This
exchange of value context ensures
that there will be the presence of at
least two active actors in the market
place. Thus, the lack of balance of
power between the buyer and seller
is a cause for concern. The noneconomic perspective is also
irrational. Every actor in the
marketing process has an economic
objective for carrying out the
process. The marketer integrates
the marketing mix for profit
maximization and cost reduction.
The buyer gets actively involved in
the marketing process for satisfying
his needs and deriving maximum
utility from consumption. It is in
connection to this that the Buyer
Behaviour School, Activist School
and Macro-marketing School get

FOCUS WTO - An IIFT Quarterly Publication • July-September 2018 (Vol. 20 No. 3)

involved in theory building. Thus,
these schools look into the
antecedents and consequences on
economic activities. The approach
became from normative to
positivist.
The buyer behaviour theorists
have attempted to explain the
reason behind specific buyer
behaviour in the market place. The
Behavioural School came into
prominence
as
marketing
practitioners identified the need to
understand the customer as the
protagonist and secondly, there
was available body of knowledge
which could explain the customer’s
behaviour. However, it is evident
that marketing process is much
broader and includes far more
actors than just the buyer. Lusch
and Vargo (2006) have opined that
the consumer is the co-creator of
the value. In this context, it is
evident that the marketer has a say
in the co-creation of value.
Similarly, Kotler (1972) has
observed that the marketer to be a
specialist in understanding human
values and wants knowing what it
takes for someone to act. Besides,
Kotler and Levy (1973) had
suggested that the process of
buying also involves marketing
and the buyer itself at times
requires acting as marketer. The
extent of research has gone too far
here and it has broken down the
domain of marketing itself. Too
many varied researches have gone
on buyer behaviour that has not
contributed to marketing’s
comprehensive
body
of
knowledge; rather they have
studied isolated phenomena of
buyer behaviour. Even the research
techniques related to motivation or
qualitative research and the
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stochastic or quantitative research
methodology do not provide
consensus. The scholars brought
motivation research techniques
from other social and behavioural
sciences that did not augur well
with existing marketing scholars
who were more quantitative
research oriented (Bogart, 1956).
This resulted in motivation
research adopt more quantifiable
constructs. Also, the Buyer
Behaviour School is so much
dependent upon other social and
behavioural sciences for its
structure, that by itself, it becomes
very difficult to develop a robust
self-sustaining and independent
theory of marketing.
The Activist School stands on
the premise that marketers are an
unscrupulous and ruthless
community and the consumer is
exposed and vulnerable to their
malpractices, but focuses on
individual buyer and specific
industry. During the 1980s, the
school got into the issues of ethics
in marketing. Hunt and Chonko
(1984) had found that marketers
might have been considered as
villains of the society. The theory
development is from a narrow
perspective and a subset of
antecedents and consequences of
buyer behaviour. Basis for both
empirical research and conceptual
thinking is derogatory to the
discipline
of
marketing,
disrespecting marketers and
having a negative attitude towards
the discipline. The ethical issues in
marketing have become so
normative in nature that it becomes
very difficult for a practitioner to
do marketing as per the guidelines
of the ethicists. Effects are such that
individual marketing concepts are

8

now being put into the scanner by
ethicists, for example segmentation
and advertising (Nairn and
Berthon, 2005). This affects the
discipline of marketing itself, as the
practitioners are rendered handicapped in carrying on their tasks.
The entire paradigm of
Macromarketing school of thought
is based on the role and impact of
marketing
activities
and
institutions on the society and vice
versa. This school of theory has seen
researches in various fields that
analyze marketing from the
societal perspective. The growth of
macromarketing has a lot to do
with the growth in consciousness
about the role of business in the
society. The Macromarketing
School has been its unspecified and
indeterminable boundaries. Fisk
(1981) had suggested two
approaches – defining what macromarketing is not and enlisting
marketing behaviours that affect a
larger portion of the society.
Similarly, Hunt and Burnett (1982)
had generated nine propositions
that differentiated macromarketing from micromarketing.
Conversely, earlier Zif (1980) had
shown that managerial approaches
to micromarketing are very much
applicable to macromarketing as
well, though the inputs and
outputs may differ significantly
between the two situations.
Stakeholder marketing is the recent
development which encompasses
the entire social system within
which marketing acts as a subsystem (Bhattacharya and
Korschun, 2008). This perspective
is said to be the most appropriate
theory for conflict avoidance and
promotion of cooperation between
the firm and its stakeholders

because of its strong instrumental
and normative base (Krul and
Zinkhan, 2008). Peterson (2006) has
suggested that Macromarketing
theorists need to define the domain
as a trans-discipline focused on
societal development of all
countries. He has called for
scholars to see the complete picture
and understand the ways in which
many disciplines interconnect in
macro issues that concerns not only
individual societies but the entire
world at large. The levels of
probing into the social systems and
thereby social sciences has created
a possibility that in theorizing
marketing
based
on
Macromarketing perspective,
theorists will downplay marketing
itself for a more social or societal
perspectives. Of all the schools,
Macromarketing is perhaps the
most interactive as it considers
marketing to be a sub-process and
subsystem of the social process and
social system and the presence of
constant interplay between the
marketing discipline and the
society itself. Thus, the stakeholder
marketing concept drives the
notion that the marketing
organization has to consider its
stakeholders as the actors are
interdependent. Thus, the problem
here lies with the categorization of
the school in itself.
The structural features of these
theories are the consideration of
balance of power between the
buyer and seller in the market
place. Theorists of these three
schools have examined the inter
dependence between the seller and
the buyer in the market transaction.
They have considered the reliance
to behavioural sciences and not just
economic sciences. Therefore,
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theorists of these schools have
approached marketing as a
discipline
involving
the
psychological, behavioural and
sociological
aspects
of
interdependent relationships
between the buyers and sellers and
among themselves.
Organizational Dynamics
School is a direct descendent of the
institutional school as it seeks to
explain the intricate workings of
the
distribution
channels.
However, with respect to the
institutional school, this is different
as the theorists of this school
approached the distribution
channels as competitive coalitions
based on self-interest. Therefore,
unlike the institutional school
which sought the efficiency of the
channels for ultimate consumer
benefit, the organizational
dynamics school was concerned
with the goals and needs of the
members of the distribution
channels. The early contribution to
this school came from Valentine
Ridgeway (1957) who studied the
distribution channel relationships
using behavioural orientation.
Ridgeway commented that a
manufacturer and his dealers make
up competitive system which is the
need of administration. Despite the
separation of ownership of dealer’s
facilities and the break in the chain
of command, the manufacturer
seeks power to administer the
system by the means of rewards
and punishments which he can
apply to dealers. Here, it must be
noted that Ridgeway’s suggestions
were the result of study on
franchisee
systems.
After
Ridgeway, major contributions
came from Bruce Mallen (1963,
1967) who stressed on the interplay

of conflict, control and cooperation
in channel member relations. The
school, however, was catapulted
into the mainstream of marketing
theories by the publication of Louis
Stern’s readings book (1969). In the
book Stern propagated his ideas on
the behavioral aspect to the study
of
distribution
channel
relationships. The book contained
two influential articles on this
domain. The first one by Stern
(1969) delved into the concept of
power as developed by social
scientists. The second article was
co-authored by Stern and Gorman
and it developed the concept of
conflict in distribution channels.
They stress that dependency was a
pivotal cause of conflict.
The systems school came into
prominence during the 1960s with
the influence of operations research
techniques in other disciplines of
business. The systems school is
based on the belief that the whole
is greater than the total sum of the
parts. The systems school theorizes
that unless the marketing theory
and research based on a holistic
perspective, the theory will lose its
essence. The systems school has its
roots in sociology and ecology and
has borrowed heavily from the
social systems and living systems
perspectives. It is difficult to pin
point anyone as the founding father
of the systems school. Although,
formally the systems school started
during the 60s, it was found that
from 1920 to late 50s, major efforts
were made to understand the entire
marketing system. Prominent
works during this period was
carried out by Clark (1922), Stewart
and Dewhust (1939), Duddy and
Revzan (1947), Vaile et al, (1952)
and Alderson (1957). Lazer and
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Kelley (1962) discussed in some
depth, the components of
marketing systems. Similarly, Bell
(1966) provided a discussion on
social systems and their relations
with marketing. In that discussion
he had laid the characteristics and
requirements of social systems and
social systems analysis regarding
marketing systems as social
systems. Hall and Fagan (1968)
have bifurcated marketing systems
as macroscopic and microscopic
analyses. Macroscopic marketing
systems have focused the system as
a whole. Mackenzie and Nicosia
(1968) formally defined marketing
systems: “The three dimensions of
agency, activity and product define
the traditionally more important
dimensions of the behaviour space
known as marketing.” Amstutz
(1967, 1969) and Farley (1967) used
simulations and mathematical
estimates respectively, to develop
the model for analysis of marketing
systems. Howard (1983) took the
systems approach to integrate
descriptive concepts of demand
and supply cycles, product
hierarchy, competitive structures
and customer decision model to
form marketing theory of the firm.
In the microscopic perspectives,
works of Goldstucker (1966) on
development
of
systems
framework for retail location and
Uhl (1968) need for marketing
information systems are important.
He argued that three general
information subsystems, namely,
(a) select dissemination; (b) retrospective; and (c) unsolicited are
appropriate. However, it was
found that the systems approach
could never be integrated.
Amsutz (1968) appraised systems
as the misapplication of the term
to a wide range of procedures that
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were neither systematic nor
analytic.
The social exchange school is
perhaps the most controversial
school of marketing theorists. The
social exchange school propagates
that the discipline of marketing is
not restricted to the business alone,
rather it is a social process where it
is applicable to all social
transactions and not only economic
transactions. Moreover, the
volatility of the social exchange
school is due to the theoretical
importance of exchange in itself.
The theoretical importance of
exchange is varied from being the
base theory of marketing to being
too shallow to be a theory at all.
William McInnes (1964) is
considered to be the founding father
of the social exchange school. He
had argued that a greater attention
should be given to marketing as the
focal point of exchanges between
the buyer and the seller. In addition,
Alderson and Martin (1965)
proposed “The Law of Exchange”
to explain the reason for two parties
to enter into a transaction. A critical
feature of this concept of exchange
was the pivotal role played by
perceptions and preferences of the
parties to the exchange for
determining the optimality of the
exchange. Philip Kotler (1972)
further boosted this school with his
‘generic concepts of marketing’. He
commented that the core of
marketing is in transaction which
in turn is the exchange of values
between two parties. He further
argued that the focus of the marketer
is to facilitate and mould exchange
relationships by understanding
human wants and values. He and
Levy (1969) had earlier broadened
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it. However, the scholar to have
championed the social contract
school was Bagozzi (1975). He
refined and elaborated on his
concepts of exchange as the
foundational theory of marketing.
However, the most well addressed
statement relating to exchange
transaction as the fundamental
proposition to marketing theory
came from Shelby Hunt (1976, 1983)
where he mentioned that the basic
subject matter of marketing is the
exchange
relationship
or
transaction. In the light of AMA’s
latest definition of marketing this
school’s stand is vindicated.
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A Time Series Analysis on Exchange Rate and Stock Market
Performance for the Indian Economy for the
Six-Month Period from January 2017 to July 2017
Kanupriya*
The paper seeks to conduct an empirical time series-based analysis of the relationship between
exchange rate and stock market performance for the Indian economy. In the era of global financial
integration, the study of different facets of the relationship between the stock markets and the exchange
rates requires all the more attention. In a typical ‘globalized’ context, the above query of the relationship
between stock market performance and exchange rate movements assumes all the more significance
such that it has a bearing on international investor returns. This is based on the assumption that
investors holding foreign equity are exposed to exchange rate fluctuations, which could have an important
bearing on their wealth. The time series regression analysis reveals that there is no causal linkage
between stock market and exchange rate performance for the six-month period under study, viz.
from12 January 2017 to 10 July 2017. A probable reason for this result could be the informational
efficiency with respect to variables such as the exchange rates. The Efficient Market Hypothesis (EMH)
of Fama could offer a reason for the same. The results might change on modifying the time period of
the study, say, on elongating its duration from the current six months. Caution must, therefore, be
exercised with regard to drawing out definitive conclusions as far as the reasons for the non-causality
between the two variables of exchange rate and stock market performance are concerned.
Key Words: exchange rate performance, stock market performance and time series regression
analysis.
JEL Code(s): C58, G12, G17

Introduction

W

ITH the passage of time and somewhat
“improved” knowledge of time series regression
analysis, the motivation to undertake research work
on the said topic could not have come at a better
time. This is especially so, given the historicity of the
linkages between the stock markets and the exchange
rates in the context of major economic crises such as
the 1997-98 Asian Financial Crisis. It is mention
worthy for the sake of the upcoming analysis on the
association between exchange rates and the stock
market performance that a concomitance was noticed
between depreciating exchange rates and falling
stock market prices. This should at least serve as an
initial indicator for any presumed relationship
between stock market and exchange rate

* Ph.D. student in the area of Economics at the Indian
Institute of Foreign Trade, New Delhi.
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performance. Still, a deeper and meaningful
relationship can only be culled once a detailed
analysis using literature review and empirical
methodology is conducted.
It all started with an online article of the World
Economic Forum, titled “What’s the Relationship
between Stock Returns and Exchange Rates” by Gino
Cenedese, 2015. I reminisced of this article the day
we began our quest of time series regression in the
course “Research Issues in Macro Economics”. It was
an interesting piece of information on how the
dynamics of the relationship between exchange rate
performance and stock market performance evolve
and change with time. The conclusion of this article is
that in general, stock returns tell scarce little about
exchange rates. It also concluded that if at all some
relationship does exist between stock market
performance and exchange rate movements; it was to
be found only at individual country level and not
generically, as assumed by the lay people.
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In a typical “globalized” setting, the above query
of the relationship between stock market performance
and exchange rate movements assumes all the more
significance such that it has a bearing on international
investor returns. This is based on the assumption that
investors holding foreign equity are exposed to
exchange rate fluctuations, which could have an
important bearing on their wealth. The decision to
hedge foreign exchange risk is thus, inherently tied
with the relationship between stock market
performance and exchange rate performance.
Moreover, the foreign exchange rate fluctuations or
volatility influences the valuation of the firms on the
stock markets, as the future cash flows change with
variations in the foreign exchange rates. This
relationship shall form the core of the research to be
conducted in this paper. Exchange rate appreciation
causes the profitability of the exporter firms to go
down and they witness fall in their stock prices.
The paper shall be divided into the following
sections. First, the review of literature shall discuss
the present state of art on the topic as also the research
gaps. Second, the methodology and data sources shall
be elicited. Third, empirical results and analysis shall
be conducted on the basis of the previous section.
Lastly, conclusion & policy implications shall be
elicited.

Review of Literature
The relationship between stock market
performance and exchange rate performance has
received considerable attention in literature. The
available literary evidence points to three main types
of relationship between exchange rate performance
and stock market performance. First, there is no
correlation between the two variables. Second, there
exists a positive relationship between exchange rate
and stock market performance. Third, there is a
negative relationship between the two.
Agrawal et al. (2010) reveal that there is a
unidirectional causality from stock returns to
exchange rates, viz. an increase in the returns of Nifty
caused a decline in the exchange rates; but the
converse is untrue. This analysis is based on data on
exchange rates and stock market returns of Nifty for
the period October 2007 to March 2009. The study has
made an extensive use of tools like the Jarque-Bera

(JB) test for checking normality in the data. The other
tests of note that have been employed are the Unit
Root Test for Stationarity, Augmented DickeyFuller
test and the Granger Causality test. The only limitation
of this paper is that the period of analysis is no longer
relevant for this study. In yet another study, Sharma
(2015) contends that there is a bi-directional causal
relationship between the exchange rates and stock
returns. Thus, this is to say that both the variables
affect each other. This paper may be significant for it
mentions the Johansen co-integration test in wake of
the researcher wishing to do away with the issue of
spuriousness of Granger Causality, thanks to the
presence of the phenomenon of co-integration. The
paper by Alagidede et al. (2010) examines the causality
between exchange rates and stock prices in Australia,
Canada, Japan, Switzerland and the UK. This paper
is notable for its use of three forms of Granger
Causality, namely, standard causality test, test with
unequal lag-length model and Hsiao’s version of the
test. In general, the paper concludes a unidirectional
causality from stock price to exchange rate. In addition
to this, the paper also conducts Hiemstra-Jones test in
order to examine non-linear causality between stock
prices and exchange rates. Alagith et al. (2001) assert
that a depreciation of domestic currency shall serve
to reduce the value of the domestic firms and this in
turn reduces the value of their stocks. The paper
concludes a unidirectional relationship between
exchange rates and stock market performance. The
paper by Ihsan et al. (2015) affirms that there is no
causality between exchange rates and stock market
performance for the Karachi Stock Exchange, Pakistan.
They make use of similar econometric tools such as
the Jarque Bera (JB) test for normality testing and
Granger Causality testing for adjudging the causal
relationship between stock market performance and
exchange rates. The paper by Bhattacharya &
Mukherjee (2003) reveals the merits of using long-run
Granger non-causality test, namely Toda- Yamamoto
test instead of the simplistic variants of the Granger
causality test. Also, this paper asserts no causal linkage
between stock prices and exchange rates.
Bhuvaneshwari & Ramya (2017) conclude a bidirectional causality between the variables of stock
returns and exchange rates based on the Granger
Causality test. The paper by Lee & Zhao (2014)
contends that there exists long-run causality from
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exchange rates to stock prices in the Chinese stock
markets. In another piece of work, Dar et al. (2014)
run wavelet correlation and find a positive
correlation between exchange rates and stock prices
for all the time scales and aver that it grows with
time-scales.
The article by Dimitrova (2005) reveals on the
basis of the multi-equation simultaneous model that
there is a positive link between stock prices and
exchange rates when the stock prices are the lead
variable. On the other hand, a negative link exists
between stock prices and exchange rates when the lead
variable is exchange rate. One of the major research
gaps in this particular study is the lack of countenance
for price-flexibility and hence, it reflects a serious
neglect of long-run analysis. In another study, Ghazali
et al. (2008) examine the relationship between stock
prices and exchange rates in Malaysia. Their analysis
reveals that there is no long-term equilibrium
relationship between exchange rates and stock market
prices on the basis of the Johansen co-integration
method. Further, Engle Granger & Toda-Yamamoto
causality tests find evidence of unidirectional causality
running from stock prices to exchange rates in their
study. The drawback of this paper as recognised by
the authors themselves is that their analysis should
have been conducted with a greater number of
observations.
An interesting study conducted by Griffin & Stulz
(2001) tries to gauge the significance of industry and
exchange rate shocks for the stock market returns and
quite convincingly concludes that industry shocks are
more important for stock market returns than
exchange rate shocks. This analysis has been
conducted on the basis of regression for American,
British, Canadian, French, German and Japanese
industries’ excess returns on to the variables of change
in the exchange rate for each industry and excess
return of the US industry. This is thus, the first paper
with a different methodology for ascertaining the
relationship between stock markets and exchange
rates.
Kasman (2003) contends on the basis of Granger
Causality that for Turkey, the causality relation
between the stock market returns and exchange
rates runs only from the latter to the former.
Muhammad & Rasheed (2002) assert no short-run
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or long-run correlation between exchange rate and
stock market returns for both India and Pakistan.
Their period of analysis is from January 1994 to
December 2000 and employs tools such as applied
co-integration, error correction modelling approach
and standard Granger Causality tests. On the other
hand, their study shows a bi-directional causality
for both Bangladesh and Sri Lanka for the same
period. A possible shortcoming of this analysis is
that the data used by the authors is of monthly
duration, whereas, in their own submission an
investigation based on daily or weekly frequency
could have served the purpose better. Another
suggestion by the authors themselves is that the
study could be improved by utilizing firm-level data
for both those firms that are engaged in
international trade and those that are not engaged
in any international trade activity. All in all, this
particular research paper serves a very useful
function of comparing the four South Asian
economies of India, Pakistan, Bangladesh and Sri
Lanka on the nature of relationship between
exchange rates and stock returns.
Mustafa & Nishat (2008) establish a unidirectional causality running from stock returns to
exchange rates for Pakistan on the basis of Granger
Causality test for the period July 1981 to June 2004.
Nath & Samanta (2001) support a uni-directional
causality from stock returns to exchange rates for
the Indian economy. The paper by Pavlova &
Rigobon (2007) seeks to account for the factors like
fluctuations in terms of trade that influence both
exchange rates and stock returns. This helps to
broaden the study from a simplistic causality
relationship between the two variables of exchange
rates and stock returns. Rahman & Uddin (2009)
contend neither uni- nor bi- directional causality
between exchange rates and stock returns. On the
other hand, Rashid (2008) ascertains bi-directional
causality between exchange rates and stock returns.
Rjoub (2011) asserts a bi-directional causality
between exchange rates and stock returns for
Turkey. Singh (1997) affirms that external shocks
such as exchange rate fluctuations have a major
bearing upon stock market performance through
their impact on the firm profitability.
Sohail & Hussain (2009) contend that for the
Lahore Stock Exchange, unidirectional causality from
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the exchange rates to the stock market prices holds true.
Mbulawa (2015) claims unidirectional causality for
Zimbabwe that runs from the variable of stock markets
to exchange rates. Suriani (2015) et al. claim that there
is no relationship between the stock returns and the
exchange rates when seen in the context of the
Karachi Stock Exchange, Pakistan. Tursoy (2017)
elicits bidirectional causality in the long run in his
paper on the relationship between exchange rates
and stock returns. For the short run, his findings
indicate a unidirectional causality running from the
real exchange rate to stock market returns for Turkey.
Yusof & Majid (2007) find that for Malaysia the post1997 Asian Financial Crisis Period is marked by cointegration between exchange rates and stock returns
but they do not find the instance of causality from
any direction. Zia & Rahman (2011) assert no causal
relationship between exchange rates and stock
returns for the Karachi Stock Exchange, Pakistan for
the period of their analysis from January 1995 to
January 2010 on the basis of the Granger Causality
Test.
A Nigerian study by Zubair (2013) reveals on the
basis of Johansen’s co-integration test that there is no
relationship between exchange rates and stock returns
over the period 2001-2011.
The above review of literature reveals that all the
studies have been conducted over different time
periods and that their results could change if the
researchers changed the time period. The lack of
uniformity of the time period renders the task of future
researchers difficult as far as ascertaining about the
issues of direction of causality and the like are
concerned.
On the basis of the literature reviewed, further
empirical analysis on the issue of the relationship
between stock returns and exchange rates shall be
undertaken in subsequent sections.

at daily level and the time span has been taken to be
from 12 January 2017 to 10 July 2017. The data are
from the www.nseindia.com for NIFTY returns/
stock market returns. The data for Indian rupeedollar exchange rates have been taken from
www.exchange-rates.org for the same period as for
NIFTY returns. NIFTY returns have been taken to
reflect the share values of the topmost 50 firms in
the economy.
A layman’s understanding predicts an inverse
relationship between stock market performance and
the values of the exchange rates. Thus, when the
rupee- dollar exchange rate falls, the value of the
NIFTY index rises, as per common notion.
To further the discussion on this paper, the first
hypothesis formulated on the basis of review of
literature is that unit root (i.e. non-Stationarity)
exists in both the series. The second hypothesis deals
with the issue of correlation between the two series
of stock returns and exchange rates. The third
deals with the issue of no causality between stock
returns and exchange rates. These hypotheses shall
be tested with the aid of E-Views (Version 9). The
subsequent sections deal with the tests of
hypotheses in detail.
1.

A time series is assumed to be stationary if its
mean and variance are constant. This condition shall
be tested using Augmented Dickey-Fuller (ADF) Test.
2.

The present study is directed towards
establishing the relationship between stock market
and exchange rate performance. Data on the NIFTY
returns and the Indian rupee-dollar exchange rate
shall be employed for the purpose of undertaking
research on the said topic. The frequency of data is

Augmented Dickey-Fuller (ADF) Test

This is used for testing higher order correlation
on the assumption that the time series follows the AR
(p) process. The ADF approach adds values of lagged
dependent variable on the right hand side (RHS) of
the regression equation.
3.

Data & Methodology

Unit Root Test (Stationarity Test)

Toda-Yamamoto Test

This is employed to gauge whether a given time
series causes another, given the Johansen cointegration test yields no co-integration or long-term
relation between the two variables. The nature of
causality could still be assessed using the modified
version of Granger Causality test attributed to TodaYamamoto.
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Results & Analyses

(b) Null Hypothesis: D(RATE) has a unit root

(a) Null Hypothesis: D (CLOSE) has a unit root

Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=13)

Exogenous: Constant

t-Statistic

Lag Length: 0 (Automatic - based on SIC, maxlag=12)
t-Statistic
Augmented Dickey-Fuller
test statistic
Test critical values:

Prob. *

-10.26806

0.0000

1% level

-3.486064

5% level

-2.885863

10% level

-2.579818

* MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller
test statistic

-14.67031

Test critical values:

1% level

-3.473672

5% level

-2.880463

10% level -2.576939
*MacKinnon (1996) one-sided p-values.

Dependent Variable: D(RATE,2)

Dependent Variable: D(CLOSE, 2)

Method: Least Squares

Method: Least Squares

Date: 07/12/17 Time: 10:19

Date: 07/12/17 Time: 10:13

Sample (adjusted): 3 154

Sample (adjusted): 1/16/2017 7/10/2017

Included observations: 152 after adjustments

Included observations: 119 after adjustments

Variable

Coefficient Std. Error t-Statistic

Prob.

D(CLOSE(-1))

-0.963265

0.093812 -10.26806

0.0000

C

11.12996

4.623216

0.0176

2.407407

R-squared

0.473999 Mean dependent var

0.942017

Adjusted
R-squared

0.469503 S.D. dependent var

67.62968

S.E. of
regression

49.25821 Akaike info criterion

10.64869

Sum squared 283885.4 Schwarz criterion
resid

10.69540

Log likelihood -631.5972 Hannan-Quinn criter. 10.66766
F-statistic

105.4331 Durbin-Watson stat

Prob
(F-statistic)

0.000000

1.960992

Based on the ADF test undertaken for the presence
of unit root in the time series on NIFTY prices (close),
the null hypothesis of CLOSE having a unit root is
rejected at first difference. The series is stationary.
Thus, the CLOSE series is integrated of order one, or
an I (1) process.

16

0.0000

Augmented Dickey-Fuller Test Equation

Augmented Dickey-Fuller Test Equation

Variable

Prob. *

Coefficient Std. Error t-Statistic Prob.

D(RATE(-1))

-1.179397

0.080393

-14.67031 0.0000

C

-0.028631

0.015224

-1.880598 0.0620

R-squared

0.589286 Mean dependent var -0.001235

Adjusted
R-squared

0.586548 S.D. dependent var

S.E. of
regression

0.186280 Akaike info criterion -0.510060

Sum squared 5.205040 Schwarz criterion
resid

0.289704

-0.470272

Log likelihood 40.76458 Hannan-Quinn criter. -0.493897
F-statistic

215.2179 Durbin-Watson stat

Prob
(F-statistic)

0.000000

2.035255

The exchange rate (RATE) series is integrated of
order one or is an I (1) process, just like the stock prices
(CLOSE) series.
Thus, both stock prices and the exchange
rate series are found to be stationary at first
difference.
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(c) Johansen co-integration test for adjudging the
long term relationship between CLOSE &
RATE
Date: 07/12/17 Time: 11:10
Sample (adjusted): 6 121
Included observations: 116 after adjustments

Normalized co-integrating coefficients (standard error in
parentheses)
CLOSE

RATE

1.000000

245.3925
(34.3616)

Adjustment coefficients (standard error in parentheses)

Trend assumption: Linear deterministic trend
Series: CLOSE RATE
Lags interval (in first differences): 1 to 4

D(CLOSE)

-0.089915
(0.04451)

D(RATE)

-0.000143
(0.00018)

Unrestricted Co-integration Rank Test (Trace)
Hypothesized

Trace

0.05

No. of
CE(s)

Eigen value

Statistic Critical Value

Prob.**

None

0.046414

8.239540

15.49471

0.4401

At most 1

0.023231

2.726591

3.841466

0.0987

Trace test indicates no co-integration at the 0.05 level

The above analysis yields the fact that the two
variables of RATE and CLOSE are not co-integrated
(for we do not reject the null hypothesis of no
co-integrated equations). This conclusion leads
to the application of Toda-Yamamoto causality
test between the two variables of RATE and
CLOSE.

* denotes rejection of the hypothesis at the 0.05 level
** MacKinnon-Haug-Michelis (1999) p-values

(d) Toda-Yamamoto causality test

Unrestricted Co-integration Rank Test (Maximum Eigenvalue)

VAR Granger Causality/Block Exogeneity Wald Tests

Hypothesized

Max-Eigen

0.05

No. of
CE(s)

Eigen value

Statistic Critical Value

None

0.046414

5.512948

14.26460

0.6762

At most 1

0.023231

2.726591

3.841466

0.0987

Prob.**

Max-eigen-value test indicates no co-integration at the 0.05
level
* denotes rejection of the hypothesis at the 0.05 level

Date: 07/12/17 Time: 12:18
Sample: 1 154
Included observations: 118
Dependent variable: D(CLOSE)
Excluded

Chi-sq

df

Prob.

D(RATE)

0.463033

2

0.7933

All

0.463033

2

0.7933

Chi-sq

df

Prob.

D(CLOSE)

3.976942

2

0.1369

All

3.976942

2

0.1369

**MacKinnon-Haug-Michelis (1999) p-values

Dependent variable: D(RATE)

Unrestricted Co-integrating Coefficients (normalized by
b’*S11*b=I):

Excluded

CLOSE

RATE

0.009705

2.381614

-0.000336

-0.840432

Unrestricted Adjustment Coefficients (alpha):
D(CLOSE)

-9.264464

-3.288656

D(RATE)

-0.014711

0.027577

1

Co-integrating
Equation(s):

Log
likelihood

-584.5426

The above modified version of Granger
Causality test attributed to Toda-Yamamoto reveals
that neither stock prices cause exchange rates nor
exchange rates cause stock prices. Thus, there exists
no causality between stock market performance and
exchange rate performance for the sample under
study.

FOCUS WTO - An IIFT Quarterly Publication • July-September 2018 (Vol. 20 No. 3)

17

ARTICLES
Conclusion and Policy Implications
The analysis reveals that there is no causal linkage
between stock market and exchange rate performance
for the period under study, viz. from12 January 2017
to 10 July 2017. A probable reason for this result could
be the informational efficiency with respect to
variables such as the exchange rates. The Efficient
Market Hypothesis (EMH) of Fama could offer a
reason for the same. The theory states that it is
impossible to beat the stock markets for all the relevant
information is incorporated into asset prices.
(Bhattacharya & Mukherjee, 2003)
The above examination reveals that it shall be
impossible for investors in a stock market to earn
supernormal returns owing to currency fluctuations,
for the available stock prices already include all the
relevant information, doing away with the
probability of supernormal profits.

The policy implications of this analysis are that
the Government should try and maintain the efficiency
of the stock markets rather than seeking a causal
relationship between the stock market and exchange
rate performance. A crucial takeaway of this piece of
research is that the policymakers cannot use exchange
rates as a policy tool to attract foreign investment.
To improve upon the preceding analysis, a tradeoriented exporter firm investigation too should have
been conducted so as to better capture the dynamics
of the relationship between exchange rates and stock
markets in the country (Muhammad et al., 2003). Also,
a longer time period could have given a deeper
meaning to the research topic at hand.
All in all, the evidence of no causality between
exchange rates and stock market performance shall
serve as a wakeup call for policy-makers who deem
exchange rate movements as a marker of stock market
performance.
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Overview

A

S per year 2017 statistics, India
is the fourth largest importer
of crude oil after China, US and
Japan. The total imports in India
constituted around 7 per cent of
total global imports.
Chart 1 below delineates crude
import in India since year 2012:

Crude Import in MT
The demand for crude oil in
India increased from 203 MT in
2015-16 to 214 MT in 2016-17,
registering a growth rate of 5.5 per
cent compared to the global
average growth of 1.6 per cent.
According to estimates of global
financial services major Nomura,
every $10 per barrel rise in the price
of crude will worsen India’s fiscal
balance by 0.1 per cent and current

account balance by 0.4 per cent of
GDP. This claim of Nomura again
highlights
the
immense
vulnerability of our nation’s
economy to crude oil price
fluctuations. More than 65 per cent
of India’s oil needs are met through
Organization of Petroleum
Exporting Countries (OPEC)
nations. The oil policies of OPEC
have always been debated on
various international forums and
such high dependence of a nation
on OPEC oil import is definitely not
a comfortable situation for
becoming a self-reliant economy. In
fact, there is a terminology “Asian
Premium” which is the high price
being paid by Asian countries to
buy the oil from OPEC (this makes
the price higher by $1 - $2 than the
market). Thus in a nut shell till now
oil has been more or less a

CHART 1
CRUDE IMPORT IN INDIA (IN MT)
250
200
Quantity (in MT)

India is one of the fastest
growing economy of the world
and with this growth comes the
rising demand of energy. It is
anticipated that India’s energy
needs are set to grow 4.2 per
cent per year till 2035. The most
crucial source to meet this
rising energy demand of nation
is from Oil & Gas which is highly
dependent on imports. Till
recently majority of crude oil
imports of India came from
OPEC (Organization of
Petroleum Exporting Countries)
nations, which made our
economy highly dependent on
OPEC policies to source the
crude. A major turnaround
happened in this monopolistic
crude market with change in US
policies which made it a
potential supplier of crude oil.
The changing equation in
international crude market with
US coming as a player is
definitely an event to keep an
eye upon. This article
deliberates about US emerging
as source of crude supply in
international market and what
it means for energy hungry
nation – India.
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monopolistic market with OPEC
being the rule setters.

US Policy for Crude
Export
The 1973 Arab oil embargo,
which led to widespread shortages
in the United States (US), led US
Congress to pass the Energy Policy
and Conservation Act of 1975,
prohibiting the export of oil unless
the president determined that
certain exports are in the national
interest.
After decades of declining oil
(and more recently gas) production
and rising consumption, new
drilling technology and better fuel
efficiency have transformed the
energy market in the United States.
Though, the US isn’t self-sufficient
and will always be in need to
import crude oil, but mismatches
between the type of crude oils
produced in the United States and
that which can be optimally
processed by domestic refineries,

as well as a rising output of natural
gas, signal the rise of energy
exports. Eventually, in December
2015, the US lifted the 40 years old
ban on oil exports which opened up
avenues for countries like India to
capitalize on the opportunity to
source crude from the US.

Global Effect of US Crude
Energy
Information
Administration (EIA) forecasts
total US crude oil production to
average 9.8 million b/d in 2018,
which would mark the highest
annual average production in US
history, surpassing the previous
record of 9.6 million b/d set in
1970. Chart 2 below shows breakdown of US crude production in
the past few years.
Although it is still early to state
the existence of specific energy
domination, it is no less true that
the production of US crude has
been capturing portions of the
market from traditional exporters,

CHART 2
US CRUDE OIL PRODUCTION (million B/D)
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and has established greater
competition in terms of prices,
given that in the global supply
curve the shale producers are
located in equilibrium price cost
ranges between US$40 and
US$60, with a tendency for these
levels to fall due to advances in
technology that allow well
productivity growth. US oil
exporters have been at the
forefront
of
market
developments, and will continue
to do so. Global data reveal that
the United States has begun to
occupy the position of a secure
supplier at a competitive price in
the global oil market, displacing
other exporters that have seen
their placements in the market
interrupted for various reasons,
such as Iran, Venezuela and
Libya. At the same time the
country has been extending the
number of countries to which its
shipments arrive. In this way, in
2016 it managed to place its
exports in five countries; in 2017
it sold at least 20,000 b/d to 12
countries and between January
and April 2018 it sold crude to 27
countries and up to 20,000 b/d to
15 countries.
The case of Italy has been
outstanding, and highlights the
ability of the United States to act
as a reliable supplier. Thus, given
the problems of Libya that have
caused its production to fluctuate
for internal political reasons, US
exports to that country have been
growing rapidly. From a monthly
average of 43,000 barrels per day
in 2017 they have risen month by
month, reaching 248,000 b/d in
April 2018. In the case of India, US
exports to this country in June 2018,
according to Reuters, were 228,000
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CHART 3
2017: US CRUDE EXPORT DESTINATIONS
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CHART 4
IMPORT OF CRUDE BY MAJOR ASIAN COUNTRIES
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b/d, replacing Iranian and
Venezuelan crude.

differential between the alternate
grades.

Chart 3 depicts US crude oil
data for the year 2017:

US Crude Oil in India

US Crude Oil in Asia
US
crude
oil
export
infrastructure limitations at US
Gulf Coast region do not allow
loading of vessels larger than
Aframax sizes as US ports do not
have facilities to accommodate
bigger vessels like Very Large
Crude Carrier (VLCC) or even Suez
Max. Thus, the crude oil cargoes
are loaded in small vessels and
transshipped into bigger vessels
like VLCC/Suez Max on STS basis
in combination of different grades.
All the Asian buyers including
China are said to be following this
process for overcoming the logistic
cost disadvantage of smaller
cargoes of US origin.
The import of crude by major
Asian countries has gradually
increased since December 2015 as
shown Chart 4.
One of the factors making US
crude import viable for Asian
countries is the spread between
benchmarks crude grades in Asia
(Dubai Crude) and in US (West
Texas Intermediate (WTI) crude.
With the spread rising between
Asia and US crude oil
benchmarks, US oil producers
find more export opportunities.
US crude import becomes
economical to Asia, when the
spread between the marker
grades is enough to take care of
the freight differential between
the two regions and the quality

India is the latest Asian country
to buy US crude after South Korea,
Japan, China, Thailand, Australia
and Taiwan as the countries seek
to diversify oil imports from other
regions after the OPEC cuts drove
up prices of Middle East heavysour crude, or grades with a high
Sulphur content. Indian refiners are
seeking these heavy, high-Sulphur
grades feedstocks as their newer
refineries have technological
capabilities of processing these
crudes. They have also carried out
modifications in their existing
refineries making it easier to
process these types of crudes. The
US could become an alternative
source for the Indian companies for
these grades. IndianOil (IOC) has
taken the lead amongst Indian
companies to buy crude from US
and in October 2017, IOC became
the first PSU refiner to receive US
crude at Paradip. This was quickly
followed by other domestic majors
BPCL and HPCL. The arrival of a
new major player like US in the
game was definitely a cause to
cheer and that too when Indian
refiners are having ambitious plan
to augment their refining capacities
and they are scouting for multiple
sources to optimize refinery
productivity.
Another
major
event
happening in Asia which can
impact India’s stance on oil import
from US is the ongoing trade war
between China & the US. China is
threatening to impose a 25 per cent

tariff on US crude oil and oil
products after the US-Chinese
trade war took a turn for the worse
in the recent past. Such a tariff
would make American crude oil
uncompetitive in China, and US oil
sellers will have to find alternative
buyers for their crude to replace the
volumes they are currently selling
to their second-largest oil customer
after Canada. India is an obvious
possibility with its imports and
demand surging. Thus, overall
there is favorable economics and
political situation indicating rise of
US crude oil import in India in near
future.

Conclusion
The advent of US crude in
market is definitely a check to
OPEC dominance globally.
Specifically in India’s context with
80 per cent dependence on crude
oil imports, it is pertinent to have
reliable and competitive sources of
crude supply. When the US opened
up its energy sector and became a
crude exporter, IndianOil – the
biggest national refiner took the
opportunity to optimize crude
sourcing and made its crude basket
bigger and flexible. The future
strategy of India to source crude
from the US will depend on various
factors like international relations
between the two nations, economic
considerations, etc.; however still it
is expected that the US would
continue to be a reliable, cost
effective and long-term crude
supplier to India which will help
in becoming the nations more
resilient to fluctuating prices and
vulnerable supply terms.
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Food Security Issue in Perspectives
Rohit Mehtani*
WTO’s concern for removing
distortions in international trade
of agriculture and the resolve of
UN agencies to end hunger and
malnourishment
have
amalgamated to a strong voice
for issues pertaining to food
security. Both of these forums
believe that they are addressing
the same concern in their own
ways. Yet the commitment to
reduce domestic support in one
forum and the commitment to
end hunger and malnutrition at
the other does create
contradictions and dilemmas.
The talks on agriculture in the
multilateral forum of trade have
been through a long evolutionary process, journeying
from special treatment to
agriculture at the time of
inception of GATT to an attempt
to reach comprehensive
agreement on agriculture at
WTO. The journey is riddled
with various twists and turns on
the stand taken by different
countries at different times.
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OOD security is the underlying
cause of nations protecting their
agricultural production in order to
gain self-sufficiency and reduce
dependency on imports. Food
insecurity can arise during
drought, war and other natural
disasters and because of
breakdown of food systems due to
intense and frequent climate
variability and extremes. Besides,
agriculture also provides raw
material for a number of industries,
sustains population dependent on
it for livelihood and is an important
contributor to the growth of
economy. Farm sector remains an
important political constituency
and lobby in developed and
developing countries alike which
no government can afford to
ignore. In a populous and poor
country where a major part of
population could be living below
the poverty line, feeding the
masses, ensuring affordability
through price stability and
undertaking other measures to
prevent hunger and malnutrition is
also a continuous state challenge.
In order to meet the national
interests a country may impose
export restrictions on agricultural
products like food grains in times
of scarcity and may impose barriers
on imports to protect the domestic
farm sector or may provide
subsidies and other incentives to
support domestic production.
Agriculture trade and domestic
policy thereof has thus always been

a burning issue in
international forums.

major

GATT gave a special treatment
to agriculture right from the early
years. The rules for agricultural
trade under GATT 1947 were less
stringent than those that applied to
manufactured goods. The notion
that the economic activity of
agriculture, because of sensitivities
arising out of food security and food
prices stability related concerns,
needed special treatment was
widely prevalent amongst the
nations especially in the USA
which had a major concernthat the
GATT rules might hamper its
agricultural policies. In fact, this
overriding concern had got
manifested during the post-war ITO
negotiations itself. Though ITO
never got ratified, GATT rules,
nonetheless, had to be tuned to
address the US concerns. The
special treatment for agriculture got
reflected
as
exceptions
incorporated in Article XI and
Article XVI of the GATT which
otherwise prohibited quantitative
restrictions and export subsidies,
respectively. There were provisos in
both the cases, however. The use of
QRs as an exception for
agricultural products in Article XI
was subject to the conditionality of
implementation of concurrent
measures to restrict domestic
production by the country or was
allowable if such a measure was
used by the country to remove
temporary domestic surplus. It is
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interesting to note that US
Administration had actually
sought waiver of these obligations
for a number of agricultural
products way back in 1955. Article
XVI of GATT which otherwise
prohibited export subsidies
provided exception to primary
products (defined as ‘farm
products in the early stage of
processing’) with a conditionality
that the application of export
subsidy does not result in a
country’s attaining more than
equitable share of export trade in
that product. European Union’s
Common Agricultural Policy
(CAP) thus remained a sensitive
issue all these years.
During the decades of nineteen
sixties and nineteen seventies, that
is, during the Kennedy and Tokyo
Round years of GATT, there was
polarization in the perceptions of
the EU and the USA with regard to
the talks on agriculture. EU wanted
a system of world trade that was
compatible with its CAP while the
USA sought liberalization but with
a proviso to safeguard domestic
policies to address influential
agricultural interest groups. For
EU, CAP was sacrosanct and nonnegotiable. While EU insisted on
stabilizing world agricultural
markets through international
commodity agreements, the USA
laid emphasis on ending the special
status accorded to agriculture in
GATT and thus expanding trade in
agriculture. The US stance seemed
contradictory because of the fact
that it was the USA only which had
been instrumental in weakening the
rules for agriculture in the system.
By the early part of the decade
of nineteen eighties, as the fiscal
deficits came under heavy strain,

as the ideological underpinnings
took a neo-liberal leaning, and as
the threat of subsidy war with the
USA loomed large, a perspective in
favour of reducing agricultural
support, especially export
subsidization, was fast gaining
ground in EU. It thus became a
driving force for agriculture to
become an important part of the
agenda in the Uruguay Round. For
the first time agriculture was to be
looked into in a comprehensive
manner covering all the policy
framework unlike the Kennedy
and Tokyo Round which
emphasized its special sector status
and aimed at commodity specific
agreements. The discussions on
agriculture in the early phase of the
Uruguay Round, however, proved
to be what came to be referred to
as the ‘transatlantic ping pong’
between the EU and the USA over
their differences in outlook and
suggested measures. In this divide
between the two largest
agricultural traders, European Free
Trade Association (EFTA)
countries and Japan sided with EU
on the need for domestic support
while the coalition of fourteen
agricultural exporters, the so-called
‘Cairns Group’ that supported
elimination of production
distortions and free trade, were in
the US camp. The hardening of the
respective positions by the two
sides created a logjam and the
breakdown in the talks during the
mid-term review of negotiations in
Montreal in December 1988.
Though the negotiations subsequently resumed on the basis of a

compromise reached between the
two sides, an agreement could still
not be attained by December 1990
ministerial meeting, the deadline
for concluding the round. EU was
not yet ready to accept far reaching
implications for its CAP that the
deal based on the proposed text of
the Chairman of the negotiating
group would have had. The
reforms on CAP was in any case
being discussed internally in the
European Union at that time and
thus the priority for the Union was
to conclude an internal agreement
first before making any international commitment. Within EU,
France had vehemently opposed
any deal based on the position held
by the US-Cairns Group. The
Cairns Group on the other hand,
especially the Latin American
members, remained adamant on
not diluting the proposed text. The
talks on all the issues in the
Uruguay agenda, which were being
negotiated as single under-taking,
got suspended as a result thereof.
The agreement between the EU and
the USA could be reached only after
the EU completed the process of
internal reforms on CAP and
obtained necessary assurances on its
requirements two years later in
November 1992 in the so-called Blair
House Accord.
Agricultural
production
subsidy is one of the three pillars
in the Uruguay Round’s
Agreement on Agriculture (AoA),
the other two being, export
subsidies and market access.
Agricultural production subsidies

Note: Cairns Group: includes fourteen agriculture exporting countries, namely
Argentina, Australia, Brazil, Canada, Chile, Colombia, Fiji, Hungary, Indonesia, Malaysia, New Zealand, the Philippines, Thailand and Uruguay.
Cairns is a city in Australia where the group was founded in 1986.
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under this agreement are allowed
but are subject to a commitment to
their reduction or elimination. The
negotiators had agreed to a basis
on which production subsidies
can be quantified, capped and
reduced. The Uruguay Round
agreement on agricultural
production subsidy thus had three
elements: classifica-tion of
varieties of subsidies based on the
degree to which they can distort
markets,
defining
the
commitments in quantitative
terms for these subsidies
(aggregate measure of support/
AMS) and the scheduling of
members’ commit-ments (in terms
of limit on AMS that could be
provided in a year).
Different kinds of production
subsidies vary in terms of the degree
to which they effect trade, some can
be more trade distorting than others.
Therefore, it was necessary to
distinguish between these different
varieties of production subsidies for
which a semaphore system based
on colour coding of domestic
support programs according to
their degree of trade distortion effect
was created. The red colour box on
one extreme of the spectrum denotes
subsidies that are prohibited while
the blue and the green boxes on the
other end represent exempted forms
of support, that is, the measures that
are not trade distorting and thus are
freely allowable. The blue box

represents exempted form of
product linked support while the
green box represents exempted
form of non-product linked support.
The blue and green boxes are thus a
bifurcation of the exempted form of
domestic support on the basis of
whether such support can be
directly linked to a product or not.
Both, nonetheless, represent
exempted form of support. In
between the two extremes of
prohibited subsidies and the two
forms of exempted subsidies is the
amber box representing support
measures that are seen as trade
distorting and thus subject to
commitment in terms of caps and
reduction. The amber box support
measures are also further bifurcated
into product specific (as for
example, the price support system)
and non-product specific (like
subsidies on account of fertilizers,
equipment, electricity, irrigation,
etc.) varieties depending on
whether a support measure can be
linked directly to a production
decision of a particular crop. All the
amber box support measures,
product specific and non-product
specific, are added together to arrive
at a single figure representing the
Aggregate Measure of Support
(AMS).
A country has to make a
commitment to cap and reduce
AMS. Twenty-eight countries at the
time of Uruguay Round, and several

Fig. Colour Coding of Agricultural Production Subsidies

Prohibited
Subsidies

Prohibited
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Trade Distorting Subsidies
(Product Specific and NonProduct Specific Measures
beyond de minimis limits)

Non-Exempt

Exempt forms of Support
(Decoupled/Non-Production
Linked)
Exempt forms of Support
(Production Linked)

Exempt

new member countries which
acceded to the WTO subsequently,
that were giving trade distorting
non-exempt Amber Box domestic
support made commitments in their
schedules to cap and reduce them.
This reduction was to take place in
a gradual manner. Most of the
developing countries, since they
were not giving trade distorting
domestic support during the base
period 1986-88, had their Amber
Box capped at zero.
However, a little margin of
tolerance is available to the
countries in the form of the de
minimis-provisions, according to
which there is no need to reduce
trade-distorting domestic support,
product as well as non-product
specific, if the aggregate value of
the support in a year does not
exceed a certain value, 5 per cent
of the total value of production of
the agricultural product in question
in case of product specific support
and 5 per cent of the value of total
agricultural production in case of
non-product specific support.
While the de minimis limit is 5 per
cent for developed countries, it is 10
per cent in the case of developing
countries. The support measures
only beyond the de minimis limit are
included in the Amber Box. Since
Amber Box support is capped on the
basis of the support being given by
the countries during the base period
(1986-88) for all the WTO members
as per their Schedule of
Commitments, it means developing
countries that had their Amber Box
capped at zero cannot exceed 10 per
cent de minimis limit for product as
well as non-product specific
domestic support (AMS) while the
developed countries that had t
he Amber Box capped much
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higher have more margin of
manoeuvrability in their use of
non-exempt domestic support.
Having understood the
framework of the agricultural
production subsidies in the
Agreement on Agriculture (AoA),
let’s now turn our attention to the
specific question of food security
issue in the on-going Doha Round.
Food Security Policy in
developing countries comprises of
government’s intervention at three
stages: procurement of the
agricultural produce from the
farmers at a minimum assured
price, stockholding of the
agricultural produce as a buffer
and distribution of agricultural
produce through a dedicated
public system.

The Government of India does
all the three, it procures food grains
from farmers at Minimum Support
Price (MSP), it has warehouses for
stockpiling of food grains, and it
distributes them to people below
poverty line through a Public
Distribution System (PDS). WTO
treats
stockholding
and
distribution as having a minimal
distorting impact on trade and
therefore treats them as allowable
without any limit (Green Box
measures in WTO terminology).
However, procurement based on
administered price, as in the case
of MSP in India, is treated as highly
trade distorting and therefore is
restricted (Amber Box measures in
WTO terminology). As we now
know WTO under the Agreement on
Agriculture (AoA) tolerates Amber

Box trade distorting support only
up to a certain level, the so-called de
minimis limit, which is ten per cent
of the value of production of the
agricultural product calculated at
the world prices prevailing during
1986-88 in case of developing
countries. India finds it increasingly
difficult to procure food grains at
the administered price without
breaching the de minimis limit. MSP
is the foundation of the food security
programme without which it
cannot be implemented. Countries
like India have, there-fore, been
championing the cause of getting
food grains procurement at
administered prices included in the
exempt category on the ground of
countries’ obligation to provide food
security cover to their poor
population.

Fig. THE THREE STAGES OF GOVERNMENT’S INTERVENTION FOR FOOD SECURITY

Procurement of Agricultural
Produce from the Farmers at a
Minimum Assured Price

WTO treats this as
trade distorting
amber box measure

(India has MSP for the Farmers)

Stockholding of Agricultural
Produce
(India has Warehouses for
Stockpiling of Food Grains)

WTO treats this as
minimal trade
distorting and thus a
green box measure

Distribution of Agricultural
Produce through a Dedicated
Public System
(India has a PDS to reach People
below Poverty Line)
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At the 9th Ministerial Meet in
Bali in December 2013, a temporary
or interim peace clause was agreed
upon under which immunity was
provided from WTO Dispute
Settlement Mechanism on breach of
10 per cent de minimis limit. But this
peace clause had an expiry date of
31 December 2017. It was expected
that a permanent solution will be
negotiated by that time, that is, by
11th Ministerial Conference in 2017.
A turning point came when in 2014
India refused to ratify the
Agreement on Trade Facilitation
Measures reached at Bali till a
permanent solution was agreed
upon. India did not want to settle
for a temporary arrangement on
food security matter. The General
Council of WTO as a result provided
a breather, which was later
reaffirmed at the 10th Ministerial in
Nairobi in December 2015, by a
softening of its stand by suggesting
that if the permanent solution is not
found by the 11 th Ministerial
Conference, the peace clause shall
continue to remain in place until
such time a permanent solution is
agreed upon. At the 11th Ministerial
at Buenos Aires, with developing
countries keen to find a permanent
solution, the public stockholding
for food security, therefore, became
a major issue. The Buenos Aires
Ministerial however ended with an
anti-climax with USA refusing to
agree on the permanent solution
and developed countries instead
making an attempt to introduce new
issues of e-commerce, investment
facilitation and MSMEs into the
WTO agenda. Though the peace
clause continues to exist, the future
trajectory of deliberations, however,
despite the assurance given by
Roberto Azevedo on WTO’s
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commitment to continue to work to
deliver a permanent solution post
MC11, remains uncertain.
While the countries have not
been able to conclude the food
security matter in WTO, the issue,
though in another but related
context, is a major concern in the
Sustainable Development Goals
(SDGs) of the 2030 Development
Agenda adopted by the UN
General Assembly in September
2015. The Goal 2 (one of the
seventeen goals) of the SDGs
commits the countries to strive to
end hunger and ensure universal
access to safe and nutritious food,
particularly to poor and vulnerable
sections of the society (Target 2.1)
and end all forms of malnutrition
(Target 2.2) by 2030. The
predecessor to SDGs, the
Millennium Development Goals
(MDGs) that originated in the
Millennium Summit of UN in 2000
had eradication of extreme poverty
and hunger as Goal 1. According
to 2018 edition of The State of Food
Security and Nutrition in the World,
an annual report of FAO to monitor
the progress towards SDG Target
2.1 and 2.2, India accounts for the
world’s largest population of
undernourished people (195.9
million) and has a severe problem
of stunting and wasting of children
due to malnutrition. Though the
number of undernourished people
in India has declined from 253.9
million in 2004-05 to 195.9 million
in 2015-16, it is, nonetheless, still
the largest in the world. India is
committed to address the problem
of hunger and malnutrition
through a number of measures. For
this, apart from other things such
as promoting sustainable agricultural practices, infrastructure

and technology to improve
agricultural productivity and
supporting small scale farmers, a
system based on procurement of
food grains at administered price
remains an important pillar.
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Shareholder Value Maximization vis-à-vis Stakeholder
Value Maximization: A Literature Review
Rishi Dwesar*
In it both explicitly stated and implicitly
assumed that the key role of corporate
governance is to maximizing
shareholder value. However, the
principle of maximizing shareholder
value has been challenged as being
“Short-Termed”, “SpeculationOriented” and “Downsizing and
Distribution oriented”. The paper
discusses the origin of shareholder
value maximization, some of its
shortcomings which have gained more
significance after the 2000 stock
market crash, the transformation of
share value maximization approach
into non Anglo-Saxon countries
(Germany) and how stakeholder value
maximization may be a better
approach. This has been done by
presenting a literature review of
research papers published between
2000 and 2001 in leading international
journals under the corporate
governance framework. This period
has been chosen specifically as to see
how the principle of shareholder value
maximization was perceived by
researchers and academicians before
the 2000 stock market crash, after
which the consequences of this
approach have been somewhat
clearer.

Introduction

T

HE term corporate governance is used in distinct ways when it
comes to different countries. Considering the Anglo-Saxon
countries like US and UK, the key role of corporate governance is
considered to be in parlance with keeping shareholders’ interests
in mind. On the other hand, in countries like Japan, Germany and
France it primarily focuses on the interests of all the stakeholders
which includes employees, suppliers and customers, as well as
shareholders.
Considering these different view-points of corporate
governance, there are two different notions of how market
economies operate. As per the Anglo-Saxon countries, it is assumed
that it is the invisible hand which takes care of the organizations,
and thus the firms should aim at maximizing their profits. On the
similar lines, Arrow-Debreu model states that role of the firm in
the society is to create wealth for shareholders and it must be
embodied in legal framework, and once this is done everything
will fall in place all by itself. However, this model is based on
many strong assumptions which do not apply in real world
scenario.

In the countries like Germany, Japan and France, the viewpoints of companies and thus the governing bodies contradicts
the principle of maximizing shareholder value (Gable and Kelley,
2001). These countries consider that stakeholder capitalism is
superior and companies should maximize the interest of all the
stakeholders. Thus the role of corporate governance is to
encompass that all the stakeholders get maximum benefit and not
only the shareholders. Thus, the value creation orientation depends
on the corporate governance systems and it is evident that it plays
a role in performance variation, which exists between various
nations (Charreaux and Desbrières, 2001).

Background of Shareholder Value
Maximization Principle

* Assistant Professor, Department of
Marketing & Strategy, ICFAI Business
School (IBS), Hyderabad.

Shareholder value maximization involves set of activities and
strategies which are centered across the aim of increasing “Market”
value of stocks to its maximum. As organization is a going concern,
the profits of the firm are the means to prevent the shrinking of
the operations of the firm and thus of all the members involved.
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In a way it can be said that if the
owner does not fulfill his motoring
function, the residual profits of the
firm would decrease and he will be
punished by decreased profit or
even losses and; thereby the owner
is kept to his function to prevent
shirking of firm through
maximization of profits. Further, as
the shareholders being the owners
of the business, they have right
only on the residual profits left after
meeting all the liabilities and they
must ensure that they achieve
maximum value; only this way
they will be able to reap continued
profits and keep them competitive
in the long run. The same is true
while winding up of the firm, i.e.
the shareholders can take the
proceeds from the sale of assets
only once all the outside liabilities
are met. Further, the owners also
have a rent seeking behaviour from
their capital investments, thus they
seek maximum their returns.
Coming to the background of
the concept of share value
maximization, it has its seeds from
the agency theory. As per this there
exist a relation of principle and
agent
between
owners
(shareholders)
and
the
management. Propagates of this
theory argue that, because
managers are undisciplined and
influenced by the market
mechanism,
they
would
opportunistically use their control
over the allocation of corporate
resources to benefit their own
pockets, or at least to pursue
objectives which are contrary to the
interest of the shareholders. It was
seen that such arguments were
growing bolder due to decreased
profits and fierce competition
corporations were facing during
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1970s. At this point in time, major
US manufacturing companies were
facing problems of excessive
centralization which started to exist
as corporations grew too big both
because of internal growth and
mergers & acquisitions, and the
increased business verticals which
were not being managed
efficiently. The companies were
also facing innovative completion
from Japan and Germany and the
situation was further exacerbated
due to unstable macroeconomic
environment prevailing in 1970s.
Agency theorists and followers
were of the view that there was a
need for a takeover market, which
should function as a corporate
control body and thereby discipline
the managers whose companies
performed poorly. Thus to give it
a practical shape, rate of return on
the stock became the measure of
superior performance and the
maximization of shareholder value
became the creed (Lazonick and
O’Sullivan, 2000). Not only this, the
corporations also started facing
pressures to increase share value
from institutional investors. The
representation of institutional
investors increased as the transfer
of shareholding took place from
individual households to various
institutions like mutual funds,
pension funds and life insurance
companies, and collectively they
influenced the yields and market
value of the stocks they held and
wanted it to be maximized. Thus
to summarize, the approach of
maximizing shareholder value
serves two-fold purpose, of
accountability and efficiency which
the managers have towards the
organization and the returns
expected from the owners.

Shortcomings of Shareholder Value Maximization
Approach
As already mentioned, the
concept
of
“share
value
maximization” has its core from
Anglo-Saxon corporate governance
model which is widely practiced in
US and UK. Many of the
shortcomings of this approach have
been observed in these courtiers in
the last two decades. Not only this,
due to increase in international
trade and development of financial
markets across the globe in last two
decades, there has been increasing
pressure on other countries also
(Japan, Germany, France, etc.) to
have a strategic shift from having
stakeholder benefit orientation to
share value maximization. This has
been discussed in the later part of
the paper. Presently, we will
emphasize on the problems which
have been witnessed and cited by
various authors in the context of
US.
In US, Employee Stock Options
Plans (ESOP’S) have been
introduced as a mechanism of
corporate governance during early
1960s, which motivates managers
to increase value of stocks, i.e. it
encourages managers to, “think
like owners” (Jurgens, Naumann
and Rupp, 2000) and this has also
resulted to the vast redistribution
of wealth to the top executives in
US corporations (Cioffi, 2000). Top
managers of many US corporations
began receiving such stock options
since tax charges made this form of
compensation very attractive.
However, during 1970s, when
stock market turned down many
corporate boards transformed
these stock options into increased
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salary remuneration; this was on
the grounds of justification that
they had no role to play in the
down-turn of the stock markets
and thus they must be
compensated at the same levels
(Lazonick and O’Sullivan, 2000).
The authors further explain that the

rise in stock market during 1950s
and 1960s increased the expectations of management and this trend
followed even in 1970’s when the
companies were not performing
well. The average pay packages of
CEO of US corporations were fortyhour times those of factory workers

in 1965, but 419 times in 1998. This
indicates that principle of
shareholder value maximization
has not only benefited the
shareholders but also increased the
gap between various levels of
organizations, but compensating
top management excessively.
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It is evident that in the name of
“creating shareholder value” in the
past two decades, the strategic
orientation of many top corporate
managers has shifted from “retain
and invest” to “downsize and
distribute”. Explicitly, the top
managers
downsize
the
corporations they control, with
emphasis on cutting the size of the
labor forces in an attempt to
increase return on equity. It is
evident from the fact that stock
market has seen boom throughout
the 1990s but the number of job cuts
has also increased in the same timeframe (Graphs 1 & 2).
If shareholder value becomes
“the aim” of running an
organization, the managers are
bound to become short sighted.
Their attention is forced to move
from increasing the productivity to
increasing the share prices and this
mostly leads to speculation. It can
also be debated that the AngloAmerican model not only punishes
the weak and inefficient
companies, but also penalizes
companies with long run growth
potential; by building a pervasive
short-term attitude of short-term
capital gains throughout the
financial market. To summarize, it
can be said that this approach has
caused declining job security,
falling job tenures and the
persistent worsening of the
distribution of income apart from
being short-term oriented.

Signs of Shareholder
Value Maximization in
Germany
Countries like Germany, Japan
and France are contrasted with US
and UK which follow the “Anglo-
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Saxon Approach”. Germany is
widely cited as a classical case of
non-shareholder value orientation
country and where the emphasis is
on production oriented long-term
approach.
However,
the
dominance of US and UK
corporations and thus their
ideology has influenced, at least to
some extent, the
business
orientation of German corporations
also. Jurgens, Naumann and Rupp
(2000) state that following forces
are driving the German political
economy towards a shareholder
value orientation:
• The state level measure taken to
deregulate the financial markets;
• The problems which the
German welfare state is facing
specially with relation to
pension systems;
• The need of new management
system to take into consideration
the increased decentralization of
the companies in the recent
years;
• The increasing wave of merger
and acquisitions;
• Pressure from the managers of
investment of investment funds
and pension funds, in particular
from the US; and
• The debate of the new corporate
charter for European companies
about the best practices of
corporate governance.
However, the structure of
corporations, the governance
mechanism, and the legal framework in Germany and AngloSaxon countries is very different.
German stock market is much
smaller in relation to its national
economy. For the year 1997 its

value of stock market accounted
31.4 per cent of the gross domestic
product; whereas figures in the
same year stood at 40.6 and 56 per
cent for France and Japan,
respectively. In US and UK, the
stock-market capitalization is
much higher and accounts for 100.9
and 154.4 per cent of GDP,
respectively.
Further, in Germany only five
per cent of the total publically listed
companies added up to 73 per cent
of the total market capitalization in
1997. The authors also found that
the pattern of shareholding is very
different and the shareholders who
hold shares predominately for
value appreciation (Private
Households, Investment Funds and
rest of the world) are less than 40 per
cent whereas in developed
capitalist
countries,
these
percentages are much higher. In
summary, the share value in
Germany has a narrow economic
base as it is focused on a very small
group of flagship companies and
the structure of share ownership
still
supports
non-value
orientation; however, this pattern
is shifting towards private and
institutional share owners who
primarily possess stock for value
maximization.
Not only this, the role of banks
is also very critical in the corporate
governance system prevailing in
Germany because of two reasons.
Firstly, because of its direct
ownership of shares and the system
of proxy votes which banks get
from other investment institutions,
and second that as the banks
majorly finance corporations for
both long-term and short-term
credits. However they are not the
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only factors which influence on the
conduct of performance.
Something which is unique
and unhampered in the German
system of the corporate governance
is the system of co-determination.
That is, there is a dual board
structure where managing board
and the supervisory board are
separate entities and go hand in
hand to take major strategic
decisions. Through such a structure
the interests of employees and
other stakeholders are also taken
into consideration while drawing
the long term path of the
organization. The authors say that,
“on the whole it seems that codetermination still stands strong
and criticism of co-determination is
almost taboo.”
The authors conclude that
there is definitely a shift towards
shareholder value maximization
but only for a handful of
companies. There are broader
changes in the financial markets
and the role of banks is also
changing and they are losing the
traditional
cross-holding
structures, but the change is
gradual and nothing can be
definitely stated at that point in
time (2000) where it would lead
ahead.

Stakeholder Value
Maximization
So far we have discussed how
the concept of shareholder value
maximization evolved, its possible
shortcoming and how in the
German context a shift towards
shareholder maximization was
being observed during late 1990s.
In this section we will discuss if
stakeholder value maximization is

a better approach, and how some
convergence between the two was
being looked forward. We will also
discuss how the principle of
shareholder value prevailing in
financial
institutions
got
transferred
to
industrial
organizations. In the later section
we will also review one of the
approaches suggested through
which stakeholder value can be
captured considering the pluralist
view of the firm.
As all the members of the firm
are not shareholders, the very
purpose of the firm cannot be
only to increase the value of share
holdings. Labour expects high
wages from the firm, customers
expect good quality goods at
optimal prices, community and
government expects high takes,
public benefits from the
payments
by
the
firm,
shareholders expect maximum
return on their investment and so
on. Thus, it can be deduced that
the purpose of the firm is to
produce optimal goods and
services by taking interests of all
the
stakeholders
into
consideration. As Koslowski
(2000) says that, “The first
purpose of the firm is not the
maximization of residual profit
and of the share value in stock
market but the production of
optimal products under the
condition of realization of the
secondary goals of its member of
group stakeholders.”
Whereas the principle of
shareholder value maximization
treats all the stakeholders apart
from the shareholders, and as mere
means to maximize shareholder
value. Using the members of
organization as a means to a
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personal end is not justifiable. The
stakeholder approach makes sure
that interest of all the members of
the firm are kept, but does not
allow to rank the role or
contribution of stakeholders, as
there is no realistic way to do it. As
per this approach, all the
stakeholders must be paid as per
their contribution rendered to the
purpose of a firm. The most
normative way to do this would be
to compensate the factors of
production according to their
marginal product or marginal
contribution. However, this
principle is different from the
shareholder value principle which
tends to imply that the task of the
firm is to concentrate in such a way
that persons are rewarded
according to their contributions in
such a way that the return payment
to shareholders is maximum
(Koslowski, 2000).
Further, it can be seen that
German and Japanese companies
are not only successful in
sustaining long-term investment
programmes but are also able to
manage human capital in a much
more successful way. This has
been done through devices which
rewards loyalty and long-term
commitment. However, in
stakeholder value approaches
such incentives for the employees
are least considered. In the recent
years the role and concern about
the intellectual capital in creating
core
competency
of
an
organization much above the
tangible and liquid assets has
bolstered the approach of
stakeholder value maximization
(Keenan and Aggestam, 2001).
Also in the current scenario
where financial markets are much
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more liquid, and mergers &
acquisitions are common,
dominant shareholders force the
incumbent management to
operate in such a way that stock
price increases, thereby selling
their stocks and reaping profits
before the detrimental consequences of this policy occur. In
this manner Board of directors of
many public limited companies
make large financial gains at the
expense of small widely
distributed shareholders and
other stakeholders which hardly
have any say. Chakravarthy and
Holgkinson (2001) say that,
“These people (key shareholders
and management) are presentday robbers, knights who think
that they can run their companies
for their own benefits.” Thus it
can no more be said that
shareholders have less possibility
of transferring their claims
without losses as liquidity in
financial market has increased
manifold, mergers & acquisitions
are very common; rather it is the
other stakeholders who assume
most of the residual risk and in
particular the employees, which
are strongly penalized by the
costs of exit.
Thus considering all these
viewpoints, shareholder value
maximization is not ‘the’ right
approach for all kinds of
corporations. The short sightedness of many US and UK firms
and there collapse in recent years
can be attributed to this approach.
Thus, it may be suggested that
there is at least some convergence
required between the two
approaches, as soon as possible
and corporate governance
framework should ensure this.
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Spill-Over Effects of
Shareholder Orientation
from Financial Institutions
to the Industrial Firms
Koslowski (2000) discusses
that the primary purpose of a
financial institution is very
different
from
industrial
(production) firm. As in the case of
financial institution maximizing
the profits or share value is the final
product, but this is not the case of
industrial firm. Since in the
financial institutions, the costomers
buy shareholder value as the
product, which these institutions
sell, its value maximization
becomes the central purpose of the
very existence of such an
organization. On the contrary, the
central of primary purpose of an
industrial firm is to produce quality
products at optimal prices.
However, the western economies
are characterized by a transfer from
industrial institutions to financial
firms, which render shareholder
value maximization as the only
purpose.
Many of the industrial firms
have
transformed
into
conglomerates and thus being only
a holding firm which primarily
serves as the monitoring firm for
the investment funds in its different
divisions. Thus, the firm
headquarters are considered to be
the financial service institution
which ensures that all the divisions
yield maximum return on
investments. The author explains
that the holding’s headquarters
does not give much consideration
to the material purpose and the
optimal production of goods and
services. But only look all these
divisions as a portfolio to enhance

shareholder value and the remuneration of top executives.
However, it is also cited that it
is being observed that the new
economic development is finding
such holding structure much less
advantageous and competent and
many industrial firms are returning
back to their core original task and
finding it most profitable.

A Pluralist Measure of
Stakeholder Value
As per Charreaux and
Desbrières (2001), “Measures such
as Economic Value Added (EVA)
or Market Value Added (MVA),
are mere adaptations of the Net
Present Value and are based on the
traditional assumption that all
contributors to the factors of
production
–
except
for
shareholders – are remunerated at
their opportunity cost.” The
authors find that the value
represented
through
such
measures is very narrow in nature
and as per efficiency principle it
should be adapted in such a way
that all the stakeholders are
considered. As firm’s decision
involve consequences for all the
stakeholders and firm operates
with the help of all these
stakeholders, the firms purpose
should not only be to see shareholders interest only by
maximizing share value.
The authors describe that the
created value by the shareholder
maximization approach tries and
maximize the difference between
opportunity cost of the factor of
productions and opportunity price
of the products produce, the
difference of which is the total slack
and tries to take back this slack in
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form of dividends or share value
maximization, leaving least to be
distributed
among
other
shareholders and to be reinvested.
The key role of mangers is to
increase the value creation or the
slack, which can be done by finding
best possible opportunity price for
the produced by employing actors
of production which involve least
costs simultaneously. The level of
opportunity cost depends on the
scarcity of resources for factor of
production and on the customer’s
dependence for opportunity price
of produce and the organization
has to find such best possible
combinations to attain value. This
difference can be increased through
innovation and also if financial
capital is sourced in such a way that
creditors require a smaller return
on their investment. However, as
per separation theorem the
maximum created value does not
entirely come from minimization of
the opportunity cost. The authors
say that, frequently a distribution
favourable to employees, in the
form of an explicit compensation
higher than their opportunity cost,
induces better performance results,
which can be improvement of
quality, productivity gains, longterm commitment, loyalty, etc.
In this way all the stakeholders
have the same pool of funds or the
total slack (the difference in
opportunity cost and opportunity
price), which is divided among
them, i.e. the shareholders, other
stakeholders and even reinvested
in the firm. That is, if shareholders
will take more, less would be left
for other stakeholders and
reinvestment and so on. As the top
managers are the one who take the
key decisions and decide the

tradeoff between the gains or
explicit payments over the
opportunity cost which are given
to various shareholders which also
includes shareholders, their role
becomes most critical. Thus, there
is always a sense of role ambiguity
among the top management which
faces pressure from various
stakeholders to increase their gains,
this pressure increases from the
shareholders if the corporate
governance mechanism follows
share value maximization
principle. As share value
maximization activism has
increased in past decade, it has
encouraged open dialogue and
even conflicts among shareholders,
executives, and boards which have
primarily resulted in investor
focused changes in both operating
procedures and governance
mechanisms (Ryan and Buchholtz,
2001). Due to this in the recent year
it is being observed that the benefits
of other stakeholders are not
getting the desired diligence and
consideration, and the overall role
of organization merely becomes
value maximization of share.
From the above discussion, it
is clear why the role of the top
management is vouched as most
critical and even morally and
socially liable in the current
organizations, if management is
not a puppet in the hands of key
shareholders and can take
decisions independent of any
specific external or internal forces
to ensure the long term profitability
and gains of all the stakeholders.
However, the pressure exerted on
managers by irruption in the
financial capital of investment
funds, seeking to obtain a value
sharing more favourable to
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shareholders, can harm the growth
of the stakeholder value. Such a
possibility can occur, for example
through a policy for assets sales or
for downsizing of the head count.
However, as per the rationality
principle the managers seek to
maximize their own wealth, i.e. the
managerial capital in ways of more
remuneration or stock appreciation
where they are also holding
significant stake, leaving less for
other stakeholders to be shared.
Thus, the role of top management
comes under the purview of
corporate governance in much vital
sense. As the authors say that,
“Given that the definition of the CG
systems is centered on the concept
of managerial latitude and on the
plausible assumption according to
which the manager plays a central
part in the value creation and
sharing processes, the analysis of
the manager’s position deserves
detailed attention.” Thus, all key
shareholders always try to align
their personal interest with those of
the top managers by offering them
stock options, or else by exercising
their voting rights.
The authors conclude that the
proposed measure for stake-holder
value maximization is mainly of
theoretical interest. But the aim
must be to create measures which
not only satisfy legitimate concern
of shareholders that of obtaining a
“fair” remuneration of the capital
they supply, but also to include
other stakeholders. As all the stakeholders bring forth with them the
most important component of the
created value like the human
capital and the skill set, and also
assume a part of the residual risk
as their transactions are also not
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completely guaranteed, they must
be rendered fair counterpart of
their contributions. On these
grounds, their participation in the
global rent sharing appears
justified. Thus majority of there
commendations that aim for a
reinforcement of the shareholders
power might, infact be contrary to
the maximization objective of the
stakeholder value.

Role of Outsider Directors
A Little Less Than Phony
It is considered that outside
director act as an anchor in the
governance of a public company
and work as watch-dogs, towards
the long run profitability of
company. These people are taken
from various fields and have
diverse experience. They form a
mix of group which holds strong
positions in elite organizations
from commerce, finance, public
affairs, education, etc. But in most
of the cases it is found that these
people are already too busy,
having no time to concentrate on
the nitty-grittys of the business on
which they represent as a board
member. In most of the cases, they
are on mercy of the CEO who
provides distilled information to
them. As they are outsiders, they
are mostly at a serious information
disadvan-tage. Hambrick and
Jackson (2000) claim that, “the
board is not an effective device for
decision control unless it limits the
decision discretion of individual
top managers.”
It is widely stated that there is
a positive effect on company
performance
and
overall
governance mechanism if outside
directors also hold significant stake
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of the company of which they are
members. This makes these people
more concerned about the affairs of
the business and they are generally
motivated to look into deeper
details and decisions taken by the
management are under more
scrutiny. The authors (Hambrick
and Jackson, 2000) conducted an
empirical study of various
companies from 40 different
business sectors during 1987 and
1996 and they found that there is
no strong causality that board
behaviours are influenced by
director ownership. However, they
found that if directors are holding
shares which are meaningful to
them, say three to five per cent of
their total net worth, they give
more attention, time and energy
which is required, otherwise such
representation is a mere formality.
The above argument, however,
nowhere works in the favour of all
the stakeholders and does not stop
the organization to pursue only
share-value
maximization
principle.
Through
such
arrangements, outside directors
may also be more interested in
short-term gains rather than longterm orientation of the business, for
which they are the governing
members on the board.
The presence of independent
directors also hardly works the way
corporate governance mechanism
desires and ought to make it work.
Monks, (2000) says, “So-called
‘independent’ directors increasingly control the corporation’s
audit committee, proxy machinery
and compensation settlement
process. The law takes comfort in
the designation ‘independent’.”
Further, the introduction of stock

options over the past three decades
has further worked against
stakeholders other than the top
management and shareholders in
this case, as this results in aligning
the goal of owners and top
management towards share value
maximization. The author finds
that option holdings represent
more than 10 per cent of the total
publicly outstanding stock in 1999
and institutional shareholder
services reported as early as 1992
that the top 15 individuals in each
company received 97 per cent of
the stock options issued to all
employees. Further, the pay rise of
CEO has always been on rise no
matter what the performance is.
The author finds that the average
total pay garnered by CEOs at 362
of the largest US companies has
again shattered the record, by
rising 17 per cent from 1998’s $10.6
million to an average of $12.4
million in 1999. Relative
comparison to the index shows that
in 1998-99 there has been a 19.5 per
cent rise in the Standard & Poor’s
500-stock index and a 32.8 per cent
boost in earnings for 1999. This
figure of $12.4 million is more than
six times the average CEO
paycheck in 1990. Thus, the role of
outside directors even if they are
independent or not, has hardly
worked in adherence with the
corporate governance philosophy.

Conclusion
It is evident that from the 1980s
till 2000, the companies are steering
themselves more and more
towards share value maximization
approach. The owners have got
higher return in terms of
shareholder value; remuneration of
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top management has increased
which also includes significant
proportion of stock options.
However, interests of other
stakeholders have been at a stake.
The Anglo-American Model of
corporate governance has been
dominating across the globe due to
significant
multi-national
operations of many US and UK
corporations. The increase in the
investment institutions mostly
influenced by the US companies
has also started to shift German,
Japanese and French companies
towards the shareholder value
maximization principle. The share
value maximization principle
having many shortcomings which
are being very clearly reflected
now, needs to be aligned with the
stakeholder value maximization
approach. The principle of codetermination or dual board
structure has been found very
efficient way of aligning the
interests of various stakeholders.
Further, the organizations should
not forget that their primary
function is to produce goods and
services at optimal prices keeping
in consideration benefits of all the
stakeholders and not to give
maximum returns to the share
through shareholder maximization. The approach of sharevalue maximization is bound to
lead an organization towards
short-term incentives, speculation,
and
poor
research
and

development initiatives and
downsize
and
distribute
approaches.
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Building A Three Waves Post - Adoption Use Model for
Predicting Continue Use Behaviour of An Innovation:
A Longitudinal Study of Digital Natives and Digital
Immigrants
Ankit Kesharwani*

Though user acceptance of new
technology is a highly researched
area in contemporary innovation
adoption literature, little systematic
effort has been made to provide
insight into the continued usage of
technology by an individual. The
objectives of this study are: (a) to
conceptualize and test an
innovation adoption model; (b) to
build a longitudinal model for
innovation adoption by integrating
post-adoption mechanisms; and (c)
to investigate the impact of
individual orientation towards
technology use (digital natives/
digital immigrants) on technology
continued usage behaviour. The
research model is an integrated
framework of (1) the theoretical
relationships suggested by the
theoretical initial adoption model
itself, (2) sequential belief updating
mechanism,
(3)
feedback
mechanism, and (4) habit
mechanism. Data have been
collected from users of a new
learning management system,
Quicforce, in a premier business
school in India at three
measurement points using survey
questionnaire. Structural equation
modeling (SEM) was done to
* Assistant Professor, Indian Institute
of Foreign Trade, New Delhi.
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Keywords: Integrated framework of technology use, Digital
natives, Digital immigrants, Multi-group analysis, Technology
adoption, and Continued use.
examine the proposed hypotheses,
and multigroup analysis was done
to analyze the group differences
between digital natives (DNs) and
digital immigrants (DIs).
The proposed objectives were
addressed in three studies. In the
first
study,
an
extended
decomposed theory of planned
behaviour (EDTPB) model was
conceptualized and validated
separately across all three
measurement points. After
assessing the psychometric
properties of the measurement
instruments, the conceptualized
model was successfully examined
through structural equation
modeling. The second study was
done to understand how belief
judgments and usage behaviour
can shape new technology
continued usage behaviour. The
proposed longitudinal model was
a three-wave panel model
integrating EDTPB and all the three
post-adoption
mechanisms,
namely sequential belief updating,
feedback and habit. Findings reveal
that except feedback, two of three
post-adoption
mechanisms
(sequential belief updating and
habit)
contribute
towards
subsequent technology use related
belief judgments and behaviour.

The third and final study was done
to highlight the group differences
between DNs and DIs in continued
usage behaviour context. A multigroup analysis was conducted to
highlight those differences. The
results supported that only sequential belief updating mechanism
differentiates the continued usage
behaviour of DIs from that of DNs.
This research work provides
some useful insights both for
academicians and practitioners. For
academicians, it shows the
importance of several relationships
which are important not only for
shaping initial adoption decision but
also instrumental to shape future
usage behaviour. These relationships
were earlier ignored in established
models. For example, the impact of
perceived ease of use on attitude
towards the technology use is a well
established relationship in adoption
literature but not considered in
decomposed theory of planned
behaviour. Results have shown that
most of the added relationships in
this study were significant even for
continued use model, thus
suggesting that the addition of new
relationships into decomposed
theory of planned behaviour would
make the research model more
comprehensive.
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For practitioners, this study
highlights the fact that not all
employees in an organization
prefer to use technology based
system alike. Among them many
employees are digital immigrants
(DIs), i.e. they are not as
comfortable with technology as
digital natives are. In an
organizational context, the DN and
DI phenomena can also be
extended to the set of employees
exhibiting different levels of
preference and usage of available

technologies at workplace. The
results of the study would serve as
a guide to organizations in planning
induction programmers for new
employees dealing with new
technology and programs that
optimize the capabilities of
employees by assigning jobs/tasks
to them that match their interests
and capabilities. For example, an
organization can assign a task
requiring much (less) tech-savvy
skills to a DN (DI) and train the
employee accordingly to achieve

better productivity. The learning
from this study can also be useful
in addressing the employee burnout problem caused by overuse of
technology. The learning from this
study can be used to design work
behaviour shops / training
programmes regularly for both
DNs and DIs updating them about
the latest in the information system
being used. This kind of initiative
may help organizations to retain
the interest of employees based on
their technological preferences.

Corporate Governance and Firm Performance
in Indian Context
Rakesh K. Mishra*
Corporate governance is the
system by which companies are
directed and controlled. Corporate
governance is concerned with three
aspects of decision-making process
in a firm. First, who is empowered
to take what decision; second,
whose interest is to be given
priority while taking a decision;
and third, whether (and how)
contextual factors like social,
political, economic and legal
institutions are impacting decisionmaking process and affecting the
outcomes of these decisions.
The main challenge for
corporate governance in India is
disciplining the dominant
shareholder and protecting the
interest
of
the
minority
shareholders unlike Anglo-Saxon
* General Manager (Director
Secretariat),
Indian
Oil
Corporation, New Delhi.

economies where the core
governance issue is that of
disciplining management that may
stop being accountable to the
owners, who usually are dispersed
shareholders. Besides family
ownership, other forms of
domination, such as domination by
government or a foreign group, also
exist in Indian organizations which
lead to typical corporate
governance issues.
Different internal or external
mechanisms can be applied to
overcome problems in corporate
governance. Primary internal
mechanisms are the board of
directors and equity ownership
structure of the firm, whereas
primary external mechanisms are
the external market for corporate
control (the takeover market) and
the legal system. External and
internal governance mechanisms
are complements, i.e. countries
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where markets for corporate
control are not that much prevalent
and enforcement of corporate
government regulations through
legal system is weak, provide a
strong case for internal governance
mechanisms to be at the forefront
for improving corporate performance. Hence, considering the
current stage of Indian economy
where market for corporate control
is still developing and there exists
a weak legal enforcement regime
of corporate governance, it
appears that internal governance
mechanisms would be having
significant bearing on corporate
performance.
This study attempts to
investigate impact of two internal
corporate governance mechanisms,
namely ownership structure and
board of directors on firm value for
Indian companies. Objectives of the
study are to examine whether, there
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is any correlation between corporate
governance
practices
and
performance of the companies; the
above correlation is contingent upon
the factors like size of the firm, age
of the firm, growth rate of the firm
and financial leverages employed by
the firms; different parameters of
corporate governance, have any
interaction effect among themselves;
different measures of firm
performance respond to corporate
governance practices in a similar
way or differently and to develop a
predictive model for future firm
performance based on corporate
governance practices followed by a
firm.
Empirical analysis was preceded
by a detailed and structured
literature review to understand:
theoretical basis of different
corporate governance perspectives,
namely shareholder perspective and
stakeholder perspective; the
relationship between different
corporate governance mechanisms
and firm performance measured;
causal effect of corporate governance
variables on corporate performance
and to find whether this causal
relationship is monotonically
increasing or there is a possibility of
identifying optimal level of corporate
governance variables at which
corporate performance is better.
For empirical analysis, three
approaches have been undertaken:
OLS multiple regressions for
complete data set and data subsets
based on certain criteria to
understand the impact of corporate
governance variables on firm
performance; Mixed model
analysis (sum (linear) of fixed and
random effects) to check/validate
the results obtained using OLS
regression as mixed models are
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capable of handling correlated data
and unequal variances; Structural
equation modeling (SEM) analysis
to analyze the impact of corporate
governance variables under the
conditions of endogeneity. It is
understood that corporate
governance variables/mechanisms
are many a times endogenously
determined and not decided
exogenously.
Data for analysis has been
taken from the prowess database of
Centre for Monitoring of Indian
Economy (CMIE). The data starting
set is CNX 500 companies which
accounts for about 95.77% of the
free float market capitalization of
the stocks listed on NSE (National
Stock Exchange) as on March 31,
2015. Data for above companies
have been selected for five financial
years from 2010 to 2014.
Based on the analysis of above
data, this study explores the
relationship between corporate
governance structure and firm
performance measured by Tobin’s Q,
ROA and ROE. The results broadly
indicate that corporate governance
variables affect market based
performance measures (Tobin’s Q)
more in comparison to accounting
based performance measure (ROA).
It has been found that promoter
ownership is negatively related to
firm performance for companies at
lower promoter stake but the
relationship becomes positive
when promoters acquire control
and it increases further with
increased stake indicating that
alignment effect works when
owner gets majority control and
beyond. Institutional ownership is
positively related to Tobin’s Q and
is found not significantly related to
ROA and ROE. FII ownership is

positively related to Tobin’s Q and
ROA and is not related
significantly to ROE.
Board size is found to be
positively and significantly related
to all performance measures,
validating resource dependence
theory. Board independence is
found positively and significantly
related to ROA. However, it is not
found significantly related to
Tobin’s Q and ROE. This may be
because of two things, first the
contextual factor of promoter
management creating a situation
where independent directors may
not be having an independent voice
and the second, even though board
independence is affecting the
performance positively, market is
not attaching much value to it.
Further, board independence is
found to be insignificantly related
to all the three performance
measures for companies with large
promoter ownership. This is
indicating that at high level of
promoter
ownership
and
consequential high level of
promoter control, independent
directors are not able to perform
their
monitoring
function
effectively, thus, not impacting the
performance significantly. The
number of board meetings is found
to be sending positive signal to
market thus creating value for the
firm. Separation of the position of
CEO and chairman of the board is
found to be value creating. External
busyness when measured in terms
of number of directorship position
held in other companies is found
to affect accounting based
performance measures (ROA and
ROE) negatively and when
measured in terms of number of
committee positions held in other

FOCUS WTO - An IIFT Quarterly Publication • July-September 2018 (Vol. 20 No. 3)

Abstracts of Doctoral Dissertations
companies, it is affecting market
based measure adversely. Thus,
overall overburdened directors are
found to be affecting firm
performance negatively.
A significant difference
between board sizes of smaller and
larger companies is also observed,
which may be due to increased
monitoring requirements as the
company size grows. In case of
bigger companies, board meetings
are found more frequent compared
to smaller companies confirming
increased monitoring requirements. Duality of CEO and chairman
of the board position is found to be
more in case of large companies.
Among control variables, firm
size has a negative relationship
with firm performance and firm
age. Firm age has negative
relationship with market based
performance measure and positive
relationship with accounting based
performance measure. This
indicates that newer firm with
newer technologies and up to a
certain optimal size is better able
to manage performance. Leverage
has a negative relationship with
performances (Tobin’s Q and
ROA). The negative relationship of
leverage with firm performance
indicates that for Indian firms it is
less costly to manage resource
through internal sources than
through the debt market. However,
leverage is found to impact return
on equity (ROE) positively. Sales
growth has generally been found
not to be related to firm
performance.
This study adds to the
emerging body of literature on
corporate governance performance
relationship in Indian context using

a reasonably wider and newer data
set. First contribution of this
research is the theoretical model
proposed in the literature review
section wherein, based on the
comprehensive review of earlier
works, it has been explained how
corporate governance variables
impact corporate performance. The
empirical findings support agency
theory and resource dependency
theory. The empirical findings also
validate that corporate governance
variables impact corporate
performance. One of the important
contributions of this research is
delineating different impacts of
corporate governance on different
types of companies (viz. small
companies, large companies,
companies with large board or
small board, companies with small
promoter ownership or large
promoter ownership). It is also
established that the relationship
between corporate governance
variables
and
corporate
performance is also dependent
upon the type of performance
measure selected.
This study has implications for
investors, academicians and policymakers. The study is important for
both domestic and foreign
investors, as it gives an indication
to the type of companies (from
corporate governance point of
view) in Indian context that may
give better financial results.
Investors should put their money
in those Indian companies that
have controlling stakes held by
promoters; as those companies are
expected
to
give
better
performance. Foreign investors
should also look for companies
which already have significant
stakes of institutional ownership or
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FII ownership. Findings also
indicate that investors should look
for companies with optimal and
diversified board. Relatively,
smaller companies based on newer
technologies may also be chosen by
investors for better return. As an
implication, it is indicated that if
foreign investors in developed
economies come with their newer
technologies and improved
corporate governance practices, it
may result into good corporate
performance.
It is understood that the
qualitative dynamics happening
inside board meetings impact
corporate performance. The
strategic decision-making process
adopted by the boards to fight
competition or to increase market
share is not easily available in
public domain. These parameters
and their impact on corporate
performance are not covered under
the scope of present study.
However, the same could have
thrown more light on governance
performance relationship.
In future, researchers may
develop an event study around the
timing of introduction of policy
changes
with
respect
to
governance, debt access and legal
protection, etc. In Indian context,
this could be around introduction
of major changes in corporate
governance regime like 2000
(introduction of clause 49 in the
listing
agreement),
2004
(introduction of penal provisions in
clause 49), 2010 (recommendations
of Murthy committee on audit
committee and whistle blower
policy), and 2014 (enforcement of
new companies act with specific
provisions
on
corporate
governance).
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ARTICLES
Book
Review

30 Second Thrillers
Tales that tell the stories behind the
Ads we love!
K.V. Sridhar (Pops)
`499, Pages: 334
Bloomsbury India
Prateek Maheshwari*
Do you know that bungee jumping in India was done
first time for a Thums Up advertisement?
Do you know that the script for Cadbury’s ‘Asli Swad
Zindagi Ka’ advertisement was written on the back
of a boarding pass?
Do you know dog’s breed Fox Terrier (not the Pug)
was the first choice for Vodafone’s famous
advertisement ‘Wherever You Go, Our Network
Follows’.
Do you know Airtel’s signature tune which is
composed by A.R. Rahman, was rejected at first?
Anyone who loves watching Indian
advertisements and enjoys its inside stories, then ‘30
Second Thrillers’ is a must read for him/her. Being
passionate about conversing, Pops maiden attempt at
writing a book is also based on his long conversations
with the eminent Indian advertisement personalities
such as Alyque Padamsee, Piyush Pandey, R. Balki,
Prahlad Kakkar, Prasoon Joshi, Ram Madhvani,
Agnello Dias, Priti Nair, Ashish Khazanchi, Nitesh
Tiwari and many more. From Liril’s Bikini Ad to
Whisper’s ‘Touch the Pickle’, from Taj Mahal Tea’s Wah!
Taj Ad to Vodafone’s ZooZoo Ad; the book takes the
reader to a world where magic is made. The book tells
the story behind the story in an engaging and
interesting way.
* Assistant Professor, Indian Institute of Foreign Trade,
New Delhi.
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This book is divided into seven chapters, viz. The
Black and White Connection, The Changing
Connection, The Kids Connection, The Human
Connection, The Humor Connection, The Catchy
Connection and The Celebrity Connection.
The book explores the long and transformative
journey of Indian advertising. It is a journey from
‘Print’ to ‘Digital’, a journey from the unimaginative
to the innovative. The book maps the journey of Indian
advertisements, which also parallels with the rise of
the middle class and the economic transition of India.
In a true sense, ‘30 Second Thrillers’ explores the
journey of Indianization of advertising in India. Pops
handpicked the advertisements that have been loved,
cherished, watched and talked about always, and
discussed each one of them from the ideation to the
actual execution.
A unique feature in the book is the clever
placement of QR codes for each of the advertisement
which enables the reader to watch the advertisement
that is being discussed. It leads to better reader’s
engagement and understanding of text. It is
appreciable that although this book involves so
many conversations, the author hasn’t lost his focus
and objective of writing this book. This book is for
all those whose life is touched by Indian
advertisements. For advertising professionals the
book is a feeling of nostalgia while for common
masses it is a trip down memory lane with
interesting insider details.
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MOUs Signed with Different Institutions

On behalf of IIFT, Prof. Manoj Pant, Director-IIFT signed
an MoU with Ministry of Commerce & Industry on 30
July 2018 at the Commerce & Industry Minister’s office
in connection with hosting the Centre for Trade
Facilitation and Logistics (CTFL) at IIFT Delhi and
Kolkata. (Photos above).

and Southwest Asian Studies and signed an MoU
with them on 28 July 2018.
Prof. Pant also visted USA (15-23rd Sept. 2018) in
connection with IIFT Alumni Chapter Meet and
Lehman College, New York, USA where an MoU was
signed between IIFT and Lehman College of USA.

Prof. Manoj Pant had a meeting with Dr. Nguyen Zuan
Trung, Director General, Vietnam Institute for Indian

New Research Projects
during July-September 2018
Study on Impact of Special Package on
Exports of Apparel and Made-up
The study is being commissioned on behalf of Ministry
of Textiles; to evaluate the impact of Special Package
on exports, employment and investment in the apparel/
made-ups sector; to assess the outcomes of the schemes;
RoSL, PMPRPY and subsidy under ATUFS; to find out
the reasons why targets of Special Package couldn’t be
achieved, if it is so; to find out the challenges faced by
exporters in taking benefits under Special Package; to
identify the domestic and external challenges affecting
the export performance of apparel and made-ups; to
make suggestions for improving the monitoring and
implementation of the Special Package.
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Employment Diagnostics of LabourIntensive Manufacturing Sector and
Implication for India’s Exports
The above study is being done for Price Waterhouse
Coopers Ltd. (PWC) client Department for International
Development (DFID), Government of United Kingdom.
The objective of this research proposal is to undertake
an employment diagnostic of India’s labour-intensive
tradable manufacturing sector (organised as well as
unorganised) with a view to identify policy measures
to improve its export performance, while contributing
to job creation in the economy.
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Publications by IIFT Faculty
Prof. Manoj Pant, Director, IIFT
Pant, Manoj and Attri, Arun K. (2018), “Index of
Industrial Production: Coincident Indicators and
Forecasting”, Economic & Political Weekly, Vol. LIII No.
17, 28 April.
Pant, Manoj and Paul, Anusree (2018), “The Role of
Regional Trade Agreements: in the Case of India”,
Journal of Economic Integration, Vol. 33, No. 3, September
2018.
Dr. K. Rangarajan, Prof. & Head, IIFT-Kolkata
Rangarajan, K. and Lahiry. S. (2018), “The Use of Patent
as A Strategy and the Patent Regime”, GGGI Management
Review, July.
Rangarajan, K. and Das, M. (2018), “Sustainability
Status of Indian MSMEs”, Small Enterprises
Development, Management & Extension Journal, August.
Rangarajan, K. and Lahiry, S. (2018), “Patent
Landscape for Indian Biopharmaceutical Sector: A
Strategic Insight”, in Dhir, S. (eds.) Flexible Strategies
in VUCA Markets, August, Springers, pp. 31-48.
Dr. K. Rangarajan, Prof. & Head, IIFT-Kolkata and
Dr. Saswati Tripathi, Associate Professor
Tripathi, S. and Rangarajan. K. (2018), “Future Supply
Chain Using Block Chain Technology”, Journal of
Emerging Technologies and Innovative Research, July.
Tripathi, S. and Rangarajan. K. (2018), “Disruptive
Supply Chain - A Concept Paper”, International Journal
of Management and Science Studies, July.
Tripathi, S., Rangarajan, K. and Talukder, B. (2018),
“Benchmarking Supply Chain Performance - A Case
Study in Indian Petroleum Sector”, Journal of Supply
Chain Management Systems, July.
Tripathi, S. and Rangarajan, K. (2018), “Analyzing
Infrastructure for Improving Trade Performance: An
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Empirical Analysis and the Other Relevant
Requirements”, Management Today, July.
Tripathi, S., Rangarajan, K. and Das, S. (2018),
“Quantitative and Qualitative Constructs of Trade
Infrastructure in Hilly Regions: A Case Study of
Himachal Pradesh, India”, International Journal of
Critical Infrastructures, August.
Dr. Jayanta Kumar Seal, Associate Professor
Seal, J.K. and Matharu, J.S. (2018), “Long Term
Performance of Buybacks in India”, Global Business
Review, September.
Dr. Kavita Wadhwa, Assistant Professor
Wadhwa, Kavita and Reddy, Sudhakara (2018),
”Reallocation of IPO Shares: Emerging Market
Evidence”, International Journal of Managerial Finance,
Vol. 12 (2). (ABDC-B)

IIFT EMPLOYEES’ CONTRIBUTION
TO RELIEF FOR
KERALA FLOOD VICTIMS
As a token of assistance to facilitate
the relief and rehabitation work in the
State of flood ravaged Kerala, the
employees / faculty members of the
Institute have generously contributed
one day’s salary to the Chief Minister
Distress Relief Fund total amounting to
`4,64,054 vide Cheque No. 707060
dated 14.09.2018.
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Presentation by IIFT Faculty
Prof. Manoj Pant, Director, IIFT delivered a lecture on
WTO Negotiations at Delhi School of Economics on 12
July 2018.
Dr. K. Rangarajan, Prof. & Head, IIFT-Kolkata
presented a paper on “Business and Entrepreneurship
Development in a Globalized and Digitalized Era” at
Academy for Global Business Advancement: 15th
World Congress held at the AACSB Accredited
National Institute of Development Administration

(NIDA), Bangkok, Thailand, July (Co-author: Lahiry, S.).
Dr. Saikat Banerjee, Professor presented a paper titled
“The Role of Brand Love in Political Brand
Preference” at Global Marketing Conference 2018 –
Bridging Asia and the World: Searching for Academic
Excellence and Best Practice in Marketing and
Management, organized by Global Alliance of
Marketing & Management Associations on 26-29 July
2018, Tokyo, Japan.

Faculty Participation in Discussion Forum
Prof. Manoj Pant, Director, IIFT
- Participated in an Interactive Session with Caroline
Freund, Director, World Bank, India Habitat Centre,
New Delhi, 9 July 2018.
- Participated as a member of Selection Committee of
Indian Council for Cultural Relations for scrrening/
interview the candidates for Chairs overseas on
August 30, 2018.
- Have been invited as a Chief Guest for the Teachers’
Day Celebrations on 5 September 2018 by ICFAI
Business School, IDPL Complex, Dundahera,
Gurgaon and distributed the awards to the students.
Dr. K. Rangarajan, Prof. & Head, IIFT-Kolkata
- Attended a Panel Discussion on Modified Exim
Policy 2018 conducted by CII on 5 July 2018.
- Invited to address the theme session on “Export
Orientation for Bengal SMEs “ on 21 August 2018 in

the State MSME Conclave (SYNERGY 2018). (Photo
above)
Dr. Saikat Banerjee, Professor participated as
Conference Marketing Track Chair at the International
Conference on “Sustainability Development – A Value
Chain Perspective”, organized by MDI-Murshidabad
during 7-8 September 2018, West Bengal.

Inauguration of Ph.D. Programme
The Ph.D. 2018 Programme of the Institute was inaugurated on
10 September 2018. Admissions were offered to twenty-six (26) candidates as
part time 19 and full time 7 scholars. Out of the total 26 selected candidates, 19
have taken admission in part time and 6 have taken admission under full
time Programme.
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Management Development Programmes
MDP Division offers a wide spectrum of
programmes in different areas of international
business such as international marketing and
trade operations, international financial
management, Dollar/Rupee evaluation,
international logistics and global supply chain,
international business and negotiations, WTO
and trade policies in India and abroad, for the
executives of the industry, officers and policymakers in the Government. These programmes
are structured keeping in mind the changing
global business environment and international
standards which help in developing the skills
and competencies of the participants.
During July to September 2018, MDP Division
has conducted a total 14 programmes for
managers and executives of various levels. Out
of these, 3 open programmes, and 8 sponsored
programmes were conducted for government
officers (including DoT and NADP officers) and
executives of PSUs. Besides, 3 long duration
courses were delivered via hybrid mode. A total
of 533 participants benefited from these
programmes.

ITS Probationers attending Training Programme at IIFT are seen with
Shri Ram Nath Kovind, Hon’ble President of India at Rashtarpati Bhawan.

The major programmes include the commencement of 24 weeks certificate programme on
International Business Management for the
officers of Indian Armed Forces.
IIFT being the nodal agency for conducting
foundation training for Indian Trade Service
Probationers, the 9 months (Jan – Oct 2018)
residential programme for 4 ITS probationers
is being conducted. Under the programme an
interaction with Hon’ble President of India was
organized on 17 September 2018 at Rastrapati
Bhavan, New Delhi.

Participants of Certificate Programme on International Business Management
for the Indian Armed Forces.

Category-wise Programme details
Programmes

No. of
programmes

No. of
participants

Open

3

47

Sponsored

8

320

Hybrid long
duration

3

166

Total

14

533
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PROGRAMMES CONDUCTED BY MDP DIVISION (July-Sept. 2018)
A. OPEN PROGRAMMES
S. No Programme Title

Venue

Dates

Prog. Director

Participants

1.

Analytics for Starters

IIFT, New Delhi

18-20 July 2018

O.P. Wali

13

2.

Export–Import Management

IIFT, New Delhi

5-7 Sept. 2018

Dr. Areej A. Siddiqui

17

3.

Business Analytics in a Big
Data World

IIFT, New Delhi

26-28 Sept. 2018

Dr. P.K. Das

17

Total

47

B. SPONSORED PROGRAMMES
S. Programme Title
No.

Location

Sponser

Dates

Prog. Director

Participants

1.

Nine-months Residential Training
Programme for Indian Trade Service
Probationers

IIFT
New Delhi

DGFT,
MOC

3 Jan.–Oct.
2018

Dr. Jaydeep
Mukherjee

2.

Capacity Building Programme on
Career Counselling & Guidance for
the Employment Exchange Officers
(Batch -7)

NICS,
Noida

MLE

2-7 July
2018

Dr. M. Venkatesan

18

3.

Capacity Building Programme on
Career Counselling & Guidance for
the Employment Exchange Officers
(Batch -8)

NICS,
Noida

MLE

9-14 July
2018

Dr. M. Venkatesan

31

4.

International Business Management
for the officers of Armed Forces
through DGR

IIFT
New Delhi

DGR

Aug. 2018–
Feb. 2019

Dr. Ravindra
Saradhi

39

5.

Strategic Leadership Programme on
International Business Compliance
& Governance

IIFT
New Delhi

ICSI

10-11 Aug.
2018

Dr. M. Venkatesan

36

6.

One day seminar on “FDI in
Telecom Sector : The Way Ahead”

India Habitat DoT,
Centre
Ministry of
Telecom.

25 Sept.
2018

Dr. A.K.S. Chand

7.

Defence Export from India :
Opportunities & Challenges

Nagpur

NADP

24-28 Sept.
2018

Dr. Ram Singh

21

8.

Capacity Building Programme on
Career Counselling & Guidance for
the Employment Exchange Officers
(Batch -9)

NICS,
Noida

MLE

24-29 Sept.
2018

Dr. M. Venkatesan

26

4

145

Total

320

Prog. Director

Participants

C. ONLINE MDPs
Sl. No. Programme Title

Date

1.

5 months Online Executive Development
March-Aug.
Programme in Global Supply Chain
2018
Management (in collaboration with Talentedge)

Ms. Sonu Verma

95

2.

Certificate Programme in Export Import
Management

Aug.- Nov.
2018

Dr. Tamnna Chaturvedi

24

3.

Post Graduate Certificate Programme in
International Business & Finance (Hybrid)

Sept. 2018- Sept.
2019

Dr. Sheeba Kapil

47
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Total

166
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Monthly Seminar Series
Keynes, Macroeconomics and the Global Economy
Why Emerging Countries Matter
(24 August 2018)

Prof. Manoj Pant
Director
IIFT, New Delhi

The Keynesian solution to the 1930s Recession worked very effectively
and led the world out of a global recession by the end of the 1930s. As is
well known, the solution lay in generation of effective demand to bridge
the isolation gap between producers and consumers. This led to a
phenomenal growth in world demand and output since about 1945 till
about 2008. However, similar attempts since about 2008 have not been
very effective and the global economy is still in the doldrums about a decade
later. This paper argues that time and technology play a crucial role in
today’s economy but both factors were missing in the Keynesian model. It
is argued that a closer look at the Harrod-Domar (the dynamic version of
the Keynesian model) and Solow-Swan growth models provides a forgotten
link that could well explain why emerging economies are now expected to
hold the solution to the present crisis and what must happen for the solution
to be implemented. Global trade can be expected to be crucial factor in this
recovery.

Impact of Oil Price Risk on Sectoral Equity Markets
Implications on Portfolio Management
(27 September 2018)
The structure and degree of oil price impact on sectoral indices are examined
using Quantile Regression Analysis (QRA). Nine sectors are found to
provide diversification opportunities during a bull market (i.e. 90th quantile
of the returns distribution) and three sectors during a bear market (10th
quantile) to hedge oil price risk. Further, the contagion effect and
interdependency between oil price and sectoral equity are assessed through
frequency domain causality. The causality from oil price in the long run
determined that there is interdependence between three sectors and oil price
changes. The direction of causality from oil price is mixed, both in the short
run (high frequency) as well as in the long run (low frequency) for nine
sectors. Overall, the carbon sector is the only sector that is immune to oil
price risk, thereby providing investment and hedging opportunities for
portfolio managers.
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Dr. Amarnath Mitra
Assistant Professor
IMI, New Delhi

- An IIFT Quarterly Publication • July-September 2018 (Vol. 20 No. 3)

(Date of Publication 22 October 2018)

FOCUS WTO
SUBSCRIPTION RATES
Single Copy

Annual

Institutions/Individuals

`300

`1,000

Booksellers/Agencies

`255

`850

Payments for copies/subscription can be made through
(a) Demand Draft/Pay Order/Cheque drawn in favour of “Indian
Institute of Foreign Trade” payable at New Delhi, India and
to be sent to: Section Officer (Publications), Indian Institute
of Foreign Trade, B-21 Qutub Institutional Area, New Delhi110016 Phone: 91-011-39147212 (Direct), 39147200-205
(six lines) (extn.: 624)
OR
(b) For the purpose of payment through online mode
please contact Section Officer (Publications) at :
publications@iift.edu

ABOUT IIFT

The history of IIFT began as far back as 1963
when the Government of India established
it as a Centre of Excellence in International
Trade and Business to help professionalise
the country’s foreign trade management and
increase exports by developing human
resources, analysing and disseminating data
and conducting research. The Institute
visualises its future role as a catalyst for
new ideas, concepts and skills for the
internationalisation of the Indian economy.
Starting as a think tank for the Government,
IIFT moved on by the 1990s to become a
business school. In a few years, IIFT
established itself as one of the top business
schools of India with a special focus on Trade
and Finance. The alumni of IIFT are front
ranking executives and business leaders and
have made the Institute proud with their
achievements. IIFT offers its flagship fulltime
MBA
programme,
part-time
programmes for working executives and
training programmes for corporates, PSUs
and government officers. It also offers
diversified Management Development
Programmes tailor-made for working
executives of industry apart from numerous
certificate programmes of export promotion
and foreign languages.
The Institute focuses on three main pillars
of academic excellence, namely teaching,
research and training. While the flagship
MBA programme is extremely well known
both nationally and internationally, IIFT also
has an expanding research programme with
a Ph.D programme (Full time & Part-time)
which now enrols scholars from all over the
country. Hence, with a strong student,
research and alumni base, the Institute is
well on its way to pushing the frontiers of
knowledge while at the same time
maintaining its role as a think tank for the
Government.
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