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Editor-in-chief Message 
 
Dear Reader, 

I wish to express my gratitude to the researchers for their valuable submissions 
for “JSSGIW Journal of Management”. The submitted research work has been 
carefully reviewed by our peer review committee to ensure high quality 
research work. 
 
The present issue of the Journal focuses on the latest trends in the area of 
management and the contributions are multidisciplinary. General Management 
issues like Recent Innovation Practices in Scientific Management, Cross 
Cultural Comparison of Preference for Technology Products between Indian 
and African Students and Hefty Executive Compensation: An Indian 
Perspective have been covered. This issue of Journal also provides an 
opportunity for in-depth analysis of CSR by Indian Corporate, Finding 
Possible Reasons for Apathy towards Crop & Weather Based Insurance & Its 
Low Penetration Level in India and Business Organization’s Perception 
towards Social Media. 
 
We wish to encourage more contributions from the researchers and 
academicians to ensure continued success of the Journal .The authors are 
requested to submit papers as per the guidelines available on the last page of 
the Journal. The authors are also requested to sign an ‘Assignment of 
Copyrights’ only after reading it carefully. The authors will be responsible for 
all the contents and views expressed by them in the papers submitted and can 
submit the papers on Email Id: journalofmanagement@jssgiwfom.com. 
 
The PDF of the Journal is available on the website www.jssgiwfom.com. 
 
We look forward to your valuable feedback to further augment the quality of 
the Journal. 
 
Thanks and regards, 
 
Dr. Rakesh Anand 
Director, JSSGIW, Bhopal.  
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Credit Policy Level of TVS Sundaram Fasteners Ltd  
(An Analysis where Profitability & Liquidity will be equal) 

 
Mr. G. Sankaranarayanan 

Assistant Professor, Department of Commerce 
Vel Tech Ranga Sanku Arts College, Chennai 

E-mail: snarayanan2k7@gmail.com 
 
Abstract 
 
It aims at finding out a process of evaluating relationships between components parts 
of debtor’s management apply a better understanding of the firm’s performance and 
position. The primary objective of the study is to analyze the credit policy of the TVS 
Sundaram Fasteners Ltd for the period from 2010-2014. The research design adopted 
in the study is Descriptive Research. The Sample size for the study is 5 years annual 
report.   
 
Keywords: Working Capital, Debtors, Sales, Profitability, Liquidity, TVS Sundaram. 
 
 
Introduction 
 
Management of finance in a company is purely managerial activity which is 
concerned with the planning and controlling of the business monetary resources. This 
part of the activity was carried out in the discipline of economics itself till 1890, as a 
necessity of this enact as a separate activity of discipline it is of recent origin. 
Practicing Managers are interested in this area because among the most. In a crucial 
decision of the firm are here which relate to finance and an understanding a theory 
which provide them with conceptual and analytical insight to make those decisions 
skillfully. Every cash provider and other stake holders of the company are very much 
interested in understanding the debtors’ management of the company as a whole. It is 
necessary for the banker in a certain area to creation of credit policy for the company 
and guides their customers also. It enables the bank to discharge all its functions 
efficiently with the help of the accounting information. 
 
Need for the Study 
 
Finance is the life blood of every organization.  Every enterprise needs finance to 
carry on its operations and to achieve its goals.  Thus finance is defined as the 
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provision of the money at the time when it is required. According to Guttmann and 
Dougall, "Business Finance can be defined as the activity concerned with the 
planning, raising, controlling and administrating the funds used in the business". 
According to Prather and West, "Business Finance deals primarily with raising, 
administrating, and disbursing funds by privately owned business units operating in 
non-financial fields of industry". 
 
The main aim of concentrating on this topic is to identify the trends and relationships 
between financial statement items. Both internal management and external users of 
the financial statements need to evaluate a company's profitability, liquidity, and 
solvency. The methods include calculations and comparisons of the results to 
historical company data, competitors, or industry averages to determine the relative 
strength and performance of the company being analyzed. This analysis has been 
carried out on the basis of financial data relating to the past five years of TVS 
Sundaram Fasteners Ltd. This study will be useful for the company to know the 
positives and negatives so that it would enable the company to concentrate on key 
areas which would favor them. This study is mainly needed to know about status of 
Investment in the concern and results achieved during the period. This helps to get 
clear information to all. It will enrich various sectors like owners, employees, 
suppliers, government in their respective fields of information required. This analysis 
will help the company to work on  its specialized aspect and can develop more tactics 
in primitive aspects. To help the organization by way of analyzing the company’s 
balance sheet and income statement giving a best solution for their problem. 
 
Objectives of the Study 
 
The following are the objectives of the study 
(i) To study the debtors with respect to outstanding and turnover 
(ii) To analysis profitability & liquidity position of the company 
(iii) To give valuable suggestion to optimum level of credit policy for the 

company 
 
Limitations of the Study 
 
The study has certain limitations.  They are (i) To study confines itself to the 
information available in the audited records only. (ii) Due to time factor the study is 
limited to a period of TVS Sundaram Fasteners Ltd (2010 - 2014). 
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Period of the Study 
 
For analyzing the profitability & liquidity of TVS Sundaram Fasteners Ltd the data 
has been taken from the annual audit reports from 2010 to 2014. 
 
Profile of the Company 
 
The Company was incorporated on 10th December 1962, in Chennai as a private 
limited company under the name Kasjax Engineering Ancillaries Pvt. Ltd.  The 
Company is a member of the `TVS' Group. The main objective of the company is to 
manufacture high tensile fasteners, cold formed/extruded parts for auto and non-auto 
applications and automotive powder metal parts. The name was changed to Sundaram 
Fasteners (P) Ltd., on 13th July, 1965. 
 
Sundram Fasteners Limited is a part of the US $5 billion, TVS group headquartered 
in Chennai, India. The Company has established a track record of leadership over 40 
years. With a diversified product line, world-class facilities in 4 countries and 
motivated team of talented people, Sundram Fasteners has become a supplier of 
choice to leading customers in the automotive and industrial segments worldwide. 
The product range consists of high-tensile fasteners, powder metal components, cold 
extruded parts, hot forged components, radiator caps, automotive pumps, gear 
shifters, gears and couplings, hubs and shafts, tappets and iron powder. Over the 
years, the Company has acquired cutting-edge technological competencies in forging, 
metal forming, close-tolerance machining, heat treatment, surface finishing and 
assembly. 
 
Literature Review 
 
Banerjee (1982) conducted a study on the corporate debtor’s management and 
profitability. The study related to the period 1970-71 to 1977-78.The purpose of the 
study was to analyze the trend in the debtor’s position and their relationship with the 
profitability in the medium and large public limited companies in India. The study 
concluded that for some industry/ Industry group inefficiency in debtor’s 
management will lead to risk in profitability and vice-versa.  
 
Gupta (1991) has argued in favors of debtor’s management and financial performance 
through debtor’s management ratios and comparative statement analysis. He was of 
the opinion that various analyses may provide useful and relevant information to the 
management enabling it to exercise timely and effective control over credit collection 
performance. 
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Verma (1989) made a study on the management of debtors in respect of “iron and 
steel” in India. The sample of this study covered both the public sector, and private 
sector. The study related to the period from1978-79 to 1985-86 and Verma observed 
that the problem of debt collection period and shareholders contribution in net worth.  
 
Optimum Level of Credit Policy of TVS Sundram Fasteners  
 
Credit policy effects debtor management because it guides management about how to 
control debtors and how to make balance between liberal and strict credit. Credit 
policy effects liquidity position because it guides management about how to control 
debtors and how to make balance between liberal and strict credit. Finance manager 
should make credit policy at optimum level where profitability and liquidity will be 
equal. It can show in graphically 

 
 

 
Fig.1 Optimum Credit Policy of the Company 

 
 

A liquidity ratio measures a company’s ability to pay short-term obligations, the 
current ratio is the ratio between current assets and current liabilities. Failure to pay 
off short term obligation may result in financial difficulty or bankruptcy in near 
future. This ratio is obtained by dividing the 'Total Quick Assets' of a company by its 
'Total Current Liabilities'.  
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Table No. 1 

Years 
Current 
Assets 

(  in Cr) 

Quick 
Assets 

(  in Cr) 

Current  
Liabilities 
(  in Cr) 

Working 
Capital 

(  in Cr) 

Liquidity 
Ratio 

Current 
Ratio 

2009-2010 535.87 372.90 192.51 43.66 1.94 2.78 

2010-2011 565.07 355.78 236.90 33.54 1.50 2.38 

2011-2012 587.73 366.24 199.54 26.08 1.84 2.94 

2012-2013 596.14 386.61 253.52 19.64 1.52 2.35 

2013-2014 804.14 517.21 277.54 50.04 1.86 2.89 

Source : Annual Report of the company. 
 
The table 1 shows that the current ratio of the company has very high in the financial 
year (2010-2011) because the company has utilized the short-term financial sources. 
In the financial year (2011-2012) the company has reduced the short-term sources. 
The current ratio of the company has very high in the financial year (2009-2010) 
because the company has utilized the liquidity and it constantly continuing all the 
year. In the financial year (2010-2011) the company has not utilized the liquidity. 
 
Management of Debtors 
 
Debtors constitute an important constituent of current assets and therefore the quality 
of debtors to a great extent determines a firm’s liquidity. Two ratios are used by 
financial analysts to judge the liquidity of the firm they are a reducing period of time 
is an indicator of increasing efficiency. It enables the enterprise to compare the real 
collection period with the granted/theoretical credit period. The debtors’ turnover 
ratio is a ratio between average debtors and credit sales for a year. 
 

Table No. 2 

Years 
Credit 
Sales 

(  in Cr) 

Average  
Debtors  
(  in Cr) 

Debtors  
Turnover 

Ratio 

Debtors  
Collection Period 

2009-2010 1199.44 243.21 0.20 4.93 

2010-2011 1205.92 260.28 0.22 4.63 

2011-2012 1262.19 234.93 0.18 5.37 

2012-2013 1333.86 260.37 0.20 5.12 

2013-2014 1808.39 364.55 0.20 4.96 

 Source : Annual Report of the company. 
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The table 2 shows that the debtors turnover ratio of the company has high in the 
financial year (2011-2012) because the company has increased the debtors liquidity 
position. In the financial year (2010-2011) the liquidity position of the company 
decreased in the quality of sales. The debtor collection period of the company has 
been constantly same in every financial year (2009-2010) to (2012-2014) because the 
company has collected its debtors amount quickly. In the financial year (2011-2012) 
the company’s debt collection was insufficient. 
 
Profitability Position of TVS Sundaram Fasteners Ltd 
 
The sales are the primary source of revenue for every company and TVS Sundaram 
Fasteners Ltd is also having good point of sales at all level. The profitability position 
of the company can be measured with the working capital and sales revenue. Credit 
policy of the company has a direct influence on the position of working capital hence 
if it is good policy it will run successful in a long or otherwise it is question. It is the 
opted analysis to correlate working capital with sales. 
 

Table No. 3 
Correlation between Working Capital and Credit Sales (Rs. In Cr) 

 

Years 
Working 
Capital 

(  in Cr) 

X = (X-
X) /100 

Credit Sales 
(  in Cr) 

Y = 
(Y-Y) 
/100 

X² Y² XY 

2009-2010 43.66 -0.09 1199.44 1.62 0.00 2.64 -0.145 
2010-2011 33.54 0.01 1205.92 1.56 0.00 2.43 0.015 
2011-2012 26.08 0.08 1262.19 0.99 0.00 0.98 0.079 
2012-2013 19.64 0.14 1333.86 0.28 0.02 0.07 0.039 
2013-2014 50.04 -0.15 1808.39 -4.46 0.02 19.89 0.669 

 172.96 0.00 6809.89 0.00 0.04 26.01 0.657 
X = X/N = 172.96 / 5 = 

34.59 
Y = Y/N = 6809.89 / 5 = 1361.95 

r = 0.657/√ 0.04 x 26.01= 
0.64 

 Hypothesis: Correlation between Working Capital and Sales of the company is 
significant 
 
The test identifies that there is no significance in correlation between working capital 
and sales of the company. 
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Analysis of Debtors And Sales of TVS Sundram Fasteners 
 
If company does not restrict to sell the products on credit after a given limit of sale, 
this liberated credit policy will increase the amount of sale and profitability. But risk 
will also increase with increasing of sale. If we sell the good to those debtors whose 
capability to pay is not good, then it is possible that some amount will become bad 
debts. Company can increase the time limit for paying by such debtors. 
 

Table No. 4 
Correlation between Debtors and Credit Sales of the Company (Rs. In Cr) 

 

Years 
Debtors 
(  in Cr) 

X = (X-
X) /100 

Credit Sales 
(  in Cr) 

Y = (Y-
Y) /100 X² Y² XY 

2009-2010 243.21 0.29 1199.44 1.62 0.08 2.64 0.46 
2010-2011 260.28 0.12 1205.92 1.56 0.01 2.43 0.18 
2011-2012 234.93 0.37 1262.19 0.99 0.14 0.98 0.36 
2012-2013 260.37 0.12 1333.86 0.28 0.01 0.07 0.03 
2013-2014 364.55 -0.92 1808.39 -4.46 0.84 19.89 4.10 

 1363.34 0.00 6809.89 0.00 1.08 26.01 5.13 
X = X/N = 1363.34 / 5 

= 272.66 
Y = Y/N = 6809.89 / 5 = 

1361.95 
r = 5.13/√ 1.08 x 

26.01= 0.96 
Hypothesis: Correlation between Debtors and Sales of the company is significant. 
 
Hence it is proven that there is significant in correlation between debtors and sales of 
the company. 
 
Major Findings of the Study 
 
 The current ratio highest growth 2.94 times in the financial year (2011 - 2012) 

and the lowest are 2.35 times in the year (2012 – 2013) 
 The Debtor’s Turnover Ratio in all the years satisfied this standards norm 4.96 

it is very high in the year (2011 – 2012). (i.e.)5.37 
 The total debt ratio was increasing for the years (2009 - 2010) which is 0.68 

and during the year (2013 – 2014) the ratio is 0.60. 
 The debt to equity ratio clearly shows that the company is still lacking in 

managing its long term solvency position for the year (2009 – 2010) and (2013 
– 2014) have a very ratio of 0.65. 

 The Debtors collection period indicates that the company receivables in a year 
in terms of sales and the company has constantly same in the every year from 
(2010 – 2011) to (2013 – 2014) the ratio of 0.22. 
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 The Interest Coverage Ratio the highest growth rate of 7.37 times in the year 
(2013 – 2014) and the very lowest rate in 3.06 times in the year (2011 – 2012). 

 
Statistical Findings 
 
There is no significant difference in correlation between Working capital and Sales of 
the company. 
Correlation between Debtors and Sales of the company is Significant. 
 
Suggestions 
 
 Interest Coverage Ratio should be increased to achieve further investment for 

expansion. 
 Higher export of nuts and bolts can be made. 
 Effort should be taken to improve the operational efficiency. 
 Cash and Bank balance fluctuating level may be improved. 
 Average Debtors ratio is positive level. 
 The credit collection and the credit policy of the concern should be paid more 

attention as the receivables are not being rotated in the business frequently in 
terms of sales. 

 
Conclusion 
 
From the analysis it is concluded that the debtors are effectively managed in TVS 
Sundaram Fasteners Ltd from the year (2010 – 2011). The present study is aim to 
know the financial position of the company. The research has used secondary data, 
which were collected from the company’s annual report. The liquidity and 
profitability analysed by processed the financial statements from the year (2010 – 
2011) to (2013 – 2014) using the published audited reports of secondary data. The 
researcher analyzed the data by the method of ratio analysis. This says that the 
company’s position is good in the present day. Therefore the company should try to 
retain its position and also to improve its financial position further. 
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Products between Indian and African Students 
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& 
Mr. Vishwas Chakranarayan 

Research Scholar, School of Business, 
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& 

Ms. Shilpy Shankar 
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E-mail: shilpyhearts@gmail.com 
 
 
Abstract 
 
The growth of Indo-African trade necessitates the need for better understanding of 
these markets, which entails a deeper enquiry into the adoption behavior of 
consumers for success in these international markets. The paper has attempted to 
identify the factors driving the adoption of technology products cross culturally. 
Brand premiumness and preference for updated products, are two differentiating 
factors on which the Indian and African students differ significantly. 
 
Keywords: Technology adoption, Consumer Buying Behavior, Cross Cultural. 
 
 
Introduction 
 
There is diversity among segments in a single society and even more diversity is 
likely to exist among the members of two or more societies. To succeed, the 
international marketers must understand the nature and extent of differences between 
the consumers of different societies. This is called as the ‘cross cultural differences’ 
(Schiffman and Kanuk, 2007).  
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This paper has highlighted the cross cultural differences in the adoption of 
technological products between the African and Indian Students, the study aims to 
help the Indian marketers in understanding African consumer preferences towards 
technological product. 
 
An Overview of Indian and African Relationship 
 
Since independence, India has supported African national struggle against 
colonialism and against apartheid in South Africa, and it also had a leading role in the 
Non-Aligned Movement (NAM). But in spite of historical ties and ideological 
affinity, the African continent was relatively marginal in India’s foreign policy and 
diplomacy until 1990s. In official rhetoric, India’s relationship with Africa is still 
based on the shared historical experience of colonialism.  
 
Securing cheap energy and other strategic raw materials on a long term basis, selling 
Indian goods as well as services and expansion of its army in the Indian Ocean are 
some of the factors that have led India to recast its African policy. 
 
The Afro-Indian trade in the last one decade has increased from $5 billion to $ 70 
billion (TOI, 2014). Due to increase in demand the African countries have benefitted 
from Indian export both in terms of increased prices and quality. However, in most 
cases it is reasonable to assume that import from India primarily replaces imports 
from other countries. 
 
According to South Africa Country Commercial Guide (2011), the best prospects for 
exports are in capital goods, though opportunity exists in a wide range of consumer 
products and services as well. Particularly the prospects are in Electrical Power 
Systems, Telecommunication Services, Aviation, Automotive Components, 
Transportation, Infrastructure and Civil Construction, Franchising Renewable Energy, 
Safety/Security Equipment, Pollution Control Equipment, Mining Equipment, 
Medical Equipment and Healthcare Services, the majority of them are technological 
products. 
 
The present study is an effort to determine to what extent the consumers of two 
nations are similar or dissimilar and thereby helping to formulate apt marketing 
strategies for technological products  
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Technological Products & Services Used by Students 
 
The technological products that have been identified for the study are (Zhou, Kaplan, 
Dershimer & Bergom, 2011), Mobile Phones, Laptops, MP3 or IPods, Internet, I Pads 
and Cameras. 
 
Literature Review  
 
Branding 
 
According to Karjaluoto et al. (2005) a significant factor affecting the choice of 
mobile phone among Finnish consumers has been Brand. Isiklar and Buyukozkan 
(2007) used a multi-criteria decision making approach ,to  evaluate the mobile phone 
options in respect to the users’ preferences order, compared the different weightings 
of mobile phone features such as physical characteristics, technical features, 
functionality, brand choice and ‘customer excitement’, they concluded that 
functionality was the most preferred factor rather than brand. 
 
Product attributes 
 
Product attributes like SMS-options and memory capacity, more than size (Liu, 
2002), interface and other properties (Karjaluoto et al., 2005), luxuriousness, 
simplicity, attractiveness, colorfulness, texture, delicacy, harmoniousness, salience, 
rigidity (Yun, Han, Hong and Kim, 2003), camera, color screen, voice-activated 
dialing, Internet browsing, and wireless connectivity (Ling et al., 2006) had been a 
significant factor in helping the buyers make decision for mobiles. Even in case of 
laptops, McClary(2006) have concluded that attributes do have a significant impact 
on purchase decision.  
 
Price 
 
Yet another significant factor affecting preference for technology products has been 
the price (Mojhlis, 2015; Karjaluoto et al., 2005; Mack & Sharples, 2009).Concluding 
about the retail expectation of South African consumers, Purshotam (2011) has found 
that the customers also expect low prices apart from the neat and clean environment. 
Cervantes et al (2011) have also argued that the lower price laptops have greater 
potential for dissemination in the economies like Mexico. However Gowrisankaran et 
al (2009) have concluded that technology products like camcorders are less price 
elastic. 
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Promotion   
 
Another significant factors to affect consumer choice for technology product has been 
promotion ,Sriram et al ( 2005) have concluded that spending on brand promotion 
does increase the profitability .And more specifically the younger audience prefers to 
be more aware about latest products like mobile phone(MARCO,2004)  . Even in 
case of laptops ,Nochai & Nochai(2011) have concluded  that the sale promotion 
factors “Offer member card for discount” , “Extend warranty period” , “Bundled with 
scanner”, “Billboard, radio, leaflet, and magazine”, and “Able to pay by installments” 
are the important factors that impact on consumers’ purchasing decision.  
 
Social Influence 
 
Another pertinent factor affecting purchase decision of technological products is 
social influence. Exploring the factors affecting young adults on purchase intention of 
Smartphone Quen et al. (2012) have identified that social influence does have a 
significant impact on buying behavior. While studying the brand choice of laptops by 
management and engineering students Sharma (2012) have observed that a majority 
of respondents have reported that friends and family members have an impact on the 
purchase decision. 
 
Place 
 
The buying preference in terms of retail format for technological products is 
becoming more comprehensive, as Forrester Consulting (2014) in US has concluded 
that buyers now prefer mix of online and physical store combination. The Indians are 
also following the trend and the online purchase interest has seen a growth of 128% 
in 2012 compared to 2011 (Deepali, 2013).However it remains to be proven whether 
it has an impact on the purchase decision which has been presented in this research. 
 
Attitude 
 
The adoption of a technological product also depends on the way the product supports 
the attitude or disposition  of the user towards such product, Akoi and Downes (2003) 
have  identified various aspects on which the young users of mobile phone show 
significant attitude, they are; to help them feel safe- female students can pretend to 
talk on phone while moving on lonely streets and thus avoid unwanted attention, for 
financial benefits- calls from mobile are cheaper, to manage time efficiently-don’t 
have to waste time looking for a public phone, to keep in touch with friends and 
family members. Head and Zolvoski (2010) have concluded that for students; 
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perceive enjoyment, usefulness and ease of use are significant for determinants 
attitude towards mobile phone use. 
 
Purpose 
 
Yet another significant factor in technology product adoption has been the duration 
and purpose. Head and Ziolkowski (2010) have categorized the mobile users into 
,instant communicator and the communicator/information seeker ,the first category 
being the one which prefers instant communication and the later being the one which 
uses the phone primarily for calling and messaging.  
 
Duration 
 
Another significant finding about duration has come from Ahmed and Quazi (2010) 
where they have observed that majority of the respondents use the mobile phone 
considering it a necessity they have also observed that the majority of the population 
uses a particular phone for 1-3 years. 
 
Education 
 
Considerable studies have been done on the relationship between technology use and 
education.  Lauricella and Kay (2010) have developed and validated the laptop 
effectiveness scale and have suggested that the scale can be further developed to 
accommodate various sub constructs. Although, B.Fried (2008) concluded that use of 
laptops has a negative influence on learning. Even in the case of mobile phone the 
mlearning in Asian countries have been found to have increased access however the 
extent of learning could not be evidenced (Valk et al., 2010). 
 
Gender and Age 
 
Gender has been identified as a significant factor by various researchers affecting the 
adoption of technology products. Morris et al. (2005) have concluded that older 
female workers exhibit significantly different perception for technology products than 
their male counterparts. Another study Baker, Al-Gahtani & Hubona (2007) have also 
identified gender as a significant moderator that influences the attitude on new 
technology adoption. However, Ahmed and Quiz (2011) have observed that similar to 
male counterpart’s larger percentage of females adopted mobile phone in the age 
group of 19-25. 
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Objectives and Methodology 
 
The study was done with the sole objective of identify the differences in the factors 
affecting the adoption of technology products, between the Indian and African 
students. 
 
The literature review resulted in identification of statements relating to the various 
demographic and marketing dimensions related to adoption of technology products. A 
research instrument with questions related to demographics of the students along with 
the above mentioned items was administered judgmentally, by identifying students on 
the basis of nationality, to a target population of Indian and African students within 
the campus of Lovely Professional University.202 Indian students and 200 African 
students responded to the questionnaire which was sent to them with the help of an 
online link. The age group of the students was 22 to 30 years. The data was 
summarized with the help of factor analysis and seven factors were identified. 
Reliability of the factors has been mentioned in Table: 6. Further, two-sample T-test 
was employed to test the differences in the mean of the factors identified.   
 
Statistical Analysis 
 
In order to identify the important latent or underlying factors from an array of 
unimportant variables factor analysis is a good tool (Nargunkar, 2005). As per Table: 
1 Measures of Sample Adequacy such as Bartlett’s test of spherecity suggests that the 
sampling adequacy is good and KMO being 0.954 and hence it is considered fit for 
the application of factor analysis. 

Table: 1 
KMO and Bartlett's Test 

 
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .954 

Bartlett's Test of Sphericity Approx. Chi-Square 10685.569 

Df 1275 

Sig. .000 

Source : Developed for this research 
 
Factor Analysis 
 
To find the factor loading, the data in Table :2 were analyzed.  The statements that 
loaded onto the same factor were identified   in order to identify common themes. 
Principal Component analysis was used for extracting factors and seven factors were 
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retained depending on Eigen values and variance explained. Eigen value represents 
the total variance explained by each factor. The standard practice normally used is 
that all the factors with an Eigen value of 1 or more should be extracted. And 
therefore seven factors have been extracted. Total variance explained by extracted 
seven factors was 65.505 %. The results were obtained through orthogonal rotations 
with Varimax option. 

 The items that loaded highly on Factor 1 seem to relate to the information 
search prior to purchase. Therefore, this factor has been labeled as Product 
Information Search. 

 The items that loaded highly on Factor 2 seem to relate to the importance of 
brand image and price in the minds of the consumers who buy technology 
products. Therefore, this factor has been labeled as Brand Premiumness. 

 The items that loaded highly on Factor 3 seem to relate to the updation of 
technology products. Therefore, this factor has been labeled as Updation.  

 The items that loaded highly on Factor 4 seems to relate to ease of price 
comparison in online shopping and finding attractive offers the online 
retailers provide. Therefore, this factor has been labeled as Ease of Online 
Shopping. 

 The items that loaded highly on Factor 5 seem to relate to the impact of 
advertisements for technology products on consumers. Therefore, this factor 
has been labeled as Impact of promotion. 

 The items that loaded highly on Factor 6 seem s to relate to the consumers 
preference to buy technology products in a particular retail format. Therefore, 
this factor has been labeled as Retail Format Preference. 

 The items that loaded highly on Factor 7 seem to relate to the support 
services the manufacturers provide for the consumers buying technology 
products. Therefore, this factor has been labeled as Expectation of after Sales 
Support. 

 
Table: 2 Naming of Factors 

 
Factor Name Variables Factor 

Loading 
 

Product 
Information 
Search 

I like to try new technology products to see what they are 
like# 

.687 

I keep looking for upgrading of brands models and related 
access 

.673 

I use my knowledge on technology products to verify that 
the adv 

.671 
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I often consult other people to help choose the best 
alternative 

.660 

I often seek out information about new technology products 
and b 

.650 

Sufficient information should be available on the internet to 
bu 

.625 

Usually reading about technology products or asking people 
about 

.585 

I like magazines that introduce new brands .564 
If I received information that was contrary to my choice in 
this 

.543 

Brand 
Premiumness 

I will stick to the brands that most people prefer .662 
I like to know what brands and products make good 
impression on 

.662 

As long as the technology product satisfies my need poor 
custom 

.614 

Please rate the overall level of customer service in your 
counter 

.607 

Brand 
Premiumness 

It is worth the extra cost to have an attractive and attention g .562 
I enjoy the prestige of buying a high priced technology 
product 

.554 

The higher the price of the technology product the higher the 
q 

.543 

I am willing to pay more for good customer service .541 
 I prefer price than quality  
Updation The technology product has to be up to date .682 

A technology products value is directly related to the ways  .643 
When other people see me using technology products they 
form an opinion 

.640 

I will buy the technology products after looking into its 
feature 

.626 

The quality of the technology products I buy must be 
consistent  

.531 

Ease of 
Online 
Shopping 

Online shopping gives facility of easy price m comparison .622 
The ease and convenience of purchasing technology product 
is imp 

.608 

I compare the prices of different brands to be sure I get them .586 
I like to purchase those technology products that have 
attractive 

.553 

Impact of 
Promotion 

I do not pay much attention to technology product 
advertisements 

.715 

I do not find the ads for the technology products interesting .669 
I use technology products mainly for academic purposes .537 
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If I am buying a technology product it would nt make much 
differ 

.520 

The lowest priced technology products are my choice .519 
Retail Format 
Preference. 
 

Retail shops are better places to buy technology products .621 
I usually prefer to buy technology products from a branded 
retail 

.606 

I do not like to shop online .551 
Expectation 
of After Sales 
Support 

Warranty repair and good customer service is needed for 
every t 

.722 

The higher value the purchase the better customer service I 
exp 

.542 

Duration of 
Usage 

The technology products I buy I make sure I use it for a 
longer 

.761 

After purchase of a technology product I try to keep track of 
n 

.502 

  Source: Developed for this research 
 

Table: 3 Reliability of factors 
 

Factor No Factor Name Cronbach Alpha Score 

1 Product Information Search .881 

2 Brand Premiumness .875 

3 Updation. .816 

4 Ease of Online Shopping. .789 

5 Impact of promotion .741 
6 Retail Format Preference .654 

7 Expectation of After Sales Support .647 

 Source: Developed for this research 
 
In order to identify the difference in  preferences between the two groups on the 
factors identified independent two sample two test was conducted. 
Null Hypothesis: 
H01 There is no significant difference between Indian and African students in 
Product Information Search of technology products 
 
H02 There is no significant difference between Indian and African students towards 
Brand Premiumness of technology products 
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H03 There is no significant difference between Indian and African students towards 
Updation of Technology Products 
 
H04 There is no significant difference between Indian and African students towards 
their experience of Ease of Online Shopping for buying technology products 
  
H05 There is no significant difference between Indian and African students towards 
Impact of Promotion for technology products 
 
H06 There is no significant difference between Indian and African students towards 
their Retail Format Preference for buying technology products. 
 
H07 There is no significant difference between Indian and African students towards 
Expectation of After Sales Support for technology products 
 
 Independent Two Sample T-Test 

Table: 4 Group Statistics 
Factor Name Nationality N Mean Std. 

Deviation 
Std. Error 

Mean 
 Product 
Information 
Search. 
 

1 
 

Indian .0412381 1.14381727 .08047870 
African 200 -.0416505 .83074593 .05874261 

Brand 
Premiumness. 
 

2 
 

Indian 202 -.1765020 1.21475058 .08546955 
African 200 .1782671 .67901740 .04801378 

Updation. 3 
 

Indian 202 .2427905 1.14111222 .08028838 
African 200 -.2452184 .76130238 .05383221 

Ease of Online 
Shopping 

4 
 

Indian 202 .0759968 1.08559295 .07638205 
African 200 -.0767568 .90162919 .06375481 

Impact of 
promotion 

5 
 

Indian 202 .0886898 1.14281003 .08040783 
African 200 -.0895767 .82455205 .05830463 

Retail Format 
Preference. 
 

6 
 

Indian 202 -.0007266 1.22140492 .08593775 
African 200 .0007339 .71291728 .05041086 

Expectation of 
After Sales 
Support. 

7 
 

Indian 202 -.0651849 1.13985096 .08019963 
African 200 .0658367 .83311937 .05891044 

Duration of 
Usage. 
 

8 
 

Indian 202 -.0032837 1.13290006 .07971057 
African 200 .0033166 .84775687 .05994546 

Source: Developed for this research  
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Table: 5 Independent Samples Test 
 

  Levene's Test 
for Equality of 
Variances 

t-test for Equality of Means 

F Sig. t Df Sig. (2-
tailed) 

Mean 
Difference 

Std. Error 
Difference 

95% Confidence Interval 
of the Difference 

Lower Upper 
Product 
Information 
Search 

Equal variances 
not assume 

4.522 .034 .832 367.008 .406 .08288859 .09963692 -.11304231 .27881949 

d          
Brand 
Premiumne
ss 

Equal variances 
assumed 

33.644 .000        

Equal variances 
not assumed 

  -3.619 316.085 .000 -.35476908 .09803248 -.54764774 -.16189042 

Updation. Equal variances 
assumed 

20.530 .000        

Equal variances 
not assumed 

  5.048 350.744 .000 .48800898 .09666504 .29789296 .67812499 

Ease of 
Online 
Shopping 

Equal variances 
assumed 

3.644 .057 1.534 400 .126 .15275354 .09958432 -.04302051 .34852759 

Equal variances 
not assumed 

         

Impact of 
promotion 

Equal variances 
assumed 

2.855 .092 1.792 400 .074 .17826643 .09947826 -.01729911 .37383197 

Equal variances 
not assumed 

         

Retail 
Format 
Preference. 
 

Equal variances 
assumed 

24.404 .000        

Equal variances 
not assumed 

  -.015 324.337 .988 -.00146056 .09963208 -.19746727 .19454615 

Expectation 
of After 
Sales 
Support 

Equal variances 
assumed 

10.787 .001        

Equal variances 
not assumed 

  -1.317 368.161 .189 -.13102160 .09951091 -.32670267 .06465948 

Duration of 
Usage 

Equal variances 
assumed 

20.426 .000        

Equal variances 
not assumed 

  -.066 372.351 .947 -.00660031 .09973582 -.20271638 .18951576 

 Source : Developed for this research 
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As per the Table: 4 and 5 the following findings come to fore. In terms of Product 
Information Search the T test results reveal that there is no significant difference, p 
(0.406) >  (0.05), between the Indian and African students in their innovative 
behavior or attitude towards technology products. Thus, we accept H01.However 
Brand Premiumness the results reveal that there is significant difference, p (0.000) 
<  (0.05), between the Indian and African students towards expectation of Brand 
premiumness of technology products. African students representing a higher score. 
Thus, we reject H02.For the factor of (Updation) the test results indicate that there is 
significant difference, p (0.000) <  (0.05), between the Indian and African students 
towards Updation of technology products. Again the African students have a higher 
score on this. Thus, we reject H03. In terms of Ease of online Shopping the results 
indicate there is no significant difference, p (0.126) >  (0.05), between the Indian 
and African students towards their preference for buying technology products through 
online shopping. Thus, we accept H04. For, Impact of promotion, the results reveal 
that there is no significant difference, p (0.074) >  (0.05), between the Indian and 
African students towards Impact of promotion for technology products. Thus, we 
accept H05. In terms of Retail Format Preference test results indicate that there is no 
significant difference, p (0.988) >  (0.05), between the Indian and African students 
towards their Retail Format Preference for buying technology products. Thus, we 
accept H06.Finally,even in terms of Expectation of After Sales Support the  test 
results indicate that there is no significant difference, p (0.189) >  (0.05), between 
the Indian and African students towards Expectation of After Sales Support for 
technology products. Thus, we accept H07. 

 

Discussion and Conclusion  
 
Product Information Search relating to laptop and mobiles, today is largely online 
and hence the content available on the net hence websites should be competent with 
knowledge management capabilities (Meffret, 2013).Since the African respondents 
have shown a similar trend to that of the Indian students, marketers aspiring to target 
the African market should focus more on developing website which have such 
features. In terms of preference of Brand Premiumness the African students differ 
from the Indian counterparts, this has been also observed by The beikala 
feng(2013),wherein he observes that now the Africans are no longer preferring 
foreign brands ,rather they adopt brands which are immersed in their social ,political, 
and cultural value. Therefore companies would have to create localized brands. In 
terms of Up gradation of the product our findings suggest that the African students 
differ from their Indian counterparts, which is also evident from the slow penetration 
of the Smartphone in the continent(Amgoo Telecom Co., 2014).Indian marketers 
should therefore adopt innovative strategies in the marketing mix to induce higher 
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rate of penetration and upgradation. African students seem to have a similar 
preference in terms of Ease Of Online Shopping for such products, marketers can 
follow the leaders in online sales in India, however Mcever(2012) has observed that 
non digital promotion for the store and safe payment option are a major concerns in 
this regard. In terms of Impact of promotion the Africans again have a similar 
preference, Eric (2012) have concluded that sales promotion should be a regularly 
done. In the Indian context, Bakshi and Gupta (2013) have concluded that internet ad 
fusion should be optimally used as it is becoming a standard platform. Similar 
approach can be followed in the African markets as well. In case of Retail Format 
Preference Purshottam (2011) has identified that African consumers  prefer to 
observe the factors like store environment and services, style and quality of products, 
price and sale management, advertising and merchandise management therefore 
marketers can shape their offering keeping them in focus. Even in terms of 
Expectation of After Sales support the Africans have shown a similar trend, In the 
Indian context Kumar and Sailesh (2013) have stated that an effective after sales 
support system not only creates differentiation but also generates customer loyalty 
and consequently profits. Marketers in Africa should also have an effective after sales 
support system. 
 
The paper attempted to identify the difference in the adoption behavior of Indian and 
African students towards technological products. Most of the cross cultural studies 
about the two markets have been done keeping macro–economic variables as a base 
and therefore the research was designed in the light of established findings with 
respect to technology adoption. Further, studies focusing on modeling the pattern of 
interrelations among the drivers of adoption behavior could be conducted.      
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Abstract 
 
Corporate social responsibility is a concept whereby organizations consider the 
interests of society by taking responsibility for the impact of their activities on 
various stakeholders including environment. Till 2012, CSR activities were voluntary 
in nature for the Indian corporate’s, but as The Companies Act 2013 introduced by 
Ministry of Corporate Affairs (MCA), now it is compulsory to spend 2% of the profit 
for CSR activities under certain pre defined parameters such as net worth of  500 
crore or more or sales  1000 crore or more, or net profits  5 crore or more. After 
the implementation of new CSR rules one big question occurs among the industry and 
taxation experts, whether CSR expenses will be treated as business expenses or 
appropriation of profit. If, it treated as expenses whether deductible as normal 
business expenses or as special business expenses etc. or not deductible. This research 
article is an effort to analyze the status of Indian companies regarding CSR activities, 
international status on CSR reporting, taxation issues for CSR expenses, and relevant 
case laws. Finally it is observed that certain CSR expenditure are in form of donations 
(such as Donation to PM’s National Relief Fund, Donation to State Government Fund 
for Medical Relief to the Poor, Chief Minister's or Lt. Governor's Relief Fund, 
Approved University or Educational Institution of national eminence, etc.) are 
directly attracting tax benefits. Simultaneously certain expenses are attracting tax 
benefits according to the situation or under court decision and majority of the 
expenses are not eligible for deduction for attracting tax benefits. 
 
Keywords: CSR, MCA, Reporting and Disclosure, tax benefits, CSR Index. 
 
Introduction  
 
During the 1970s the question of social responsibility of business, particularly of 
large corporations, has been the theme of wide academic interest. Milton Friedman, a 
Nobel laureate in Economics, had added much favour to this debate. He opined that 



   JSSGIW Journal of Management, Volume-II, Issue No. II, Apr.- Sept., 2015 
     

 

27

there is one and only one social responsibility of business - to use its resources and 
engage in activities designed to increase its profits so long as it stays within the rules 
of the game1. As we aware that the main motto of an organization is to earn profit. 
Profit acts as a motivating force to run the organization. In addition to earning profit, 
the organizations are to discharge some social responsibilities. To run the 
organization, pleasant/favorable atmosphere is very much needed and that atmosphere 
is created by a society. The trend towards rendering services to the society has been 
rising in the last two decades due to social pressure p from various corners. 
India is the first country in the world where the voluntary guidelines for CSR has 
implemented as into a statutory legislation. Corporate social responsibility (here after 
CSR) also called corporate responsibility, corporate citizenship, responsible business 
and corporate social opportunity is a concept whereby organizations consider the 
interests of society by taking responsibility for the impact of their activities on 
customers, suppliers, employees, shareholders, communities and other stakeholders, 
as well as the environment. CSR is not a new concept for Indian society; it was 
existed even 2000 years before in the era of Kautilya. The fundamental objective of 
CSR in these days is to maximize the company's overall positive impact on the 
society and stakeholders.  
 
CSR: International Initiatives 
 
At global level, lots of efforts were made by the various agencies for promotion of 
CSR and reporting of CSR activities as voluntary reporting practices. Worldwide 
examples of countries who have formulated CSR regulations are explained in exhibit 
I; it indicates European Union (EU) and the United Nations (UN), played a vital role 
in setting the international agenda for CSR and affecting the CSR approaches of 
corporations worldwide. UN had taken initiatives such as introduction of UN Global 
Combat and Global Reporting Initiative (GRI) in 2009. European Union analyzes 
the information relating to environment and suggested it should be included in the 
annual report. Countries such as UK, USA, China, Germany, and Australia are having 
voluntarily nature of reporting for CSR; where as mandatory reporting for CSR is 
followed by France, Denmark, Sweden, Indonesia, and Malaysia. 
 
 
 
 
 

                                                             
1 The Management Accountant, September 2012 pp 1014. 
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Exhibit I: Global Scenario – CSR requirements in few countries 

 
Source: KMPG (2014): CSR in India - A Changing Landscape, March, p 7. 

   
It’s clear from the above exhibit that at global level more initiatives were taken by the 
leading counties to promote CSR and related activities.   
 
CSR Under New Law  
 
The concept of Corporate Social Responsibility (CSR) has been introduced in The 
Companies Act, 2013 for the first time. Perhaps, this is going to be first experience of 
this kind in the global context. Section 135 of the Act, inter alia, provides for 
incurring of expenditure by companies as CSR. The section has 5 sub-sections, two 
provisos and an explanation. With the passage of The Companies Act, 2013 the 
mandate for CSR has been formally introduced to the dashboard of the Boards of 
Indian companies. The industry has responded positively to the reform measure 
undertaken by the government with a wide interest across the public and private 
sector, Indian and multinational companies.2 
 
Features and Scope of CSR activities under 2013 Act and rules: 

 CSR activity does not include the activities undertaken in pursuance of 
normal course of business of a company. 

                                                             
2  Handbook on Corporate Social Responsibility in India 2013: CII-PWC pp 3. 
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 CSR activities as undertaken within India by a company will only qualify as 
CSR activities.   

 CSR activities will have to be undertaken with preference to the local area 
and areas from where the company operates. 

 Projects or programmes of CSR as undertaken by a company should include 
activities and/or subjects as mentioned in Schedule VII to the 2013 Act.  

 Only activities which are not exclusively for the benefit of employees of the 
company or their family members shall be considered as CSR activity. 

 The CSR activities can be undertaken by the company either through itself 
and/or through a registered trust or a registered society or a company 
established under section 8 of 2013 Act.  

 CSR activities can also be undertaken in collaboration with other companies 
with compliance of conditions mentioned in the act.  

 Contribution of any amount directly or indirectly to any political party u/s. 
182 of the 2013 Act, shall not be considered as CSR activity.  

 Any surplus arising out of the CSR activity will not be part of the business 
profits of the company. 

 
                        Exhibit II: Important Facts of New CSR Provision  
 
 
 
 
 
 
 
 
 
 
 
       
         
 
 
 
 Source: The Companies Act 2013. 
 
 
 

WHO 
Every company with a net worth of  500 crore or  more, or 
turnover of Rs. 1000 crore or more, or a Net profit of  5 crore or 
more during any financial year.  

HOW MUCH  At least 2% of net profit of its average net profit in the last three 

HOW A CSR committee comprising three directors from the board, with 
at least one independent director, shall formulate a policy, 
recommend a budget and monitor it.   

WHERE  
The bill lists nine board area, which encompasses much that 
results in social good. Companies have to disclose how much they 
spend and where. 
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CSR Expenditure: Various Areas  
 
Activities which may be included by companies in their CSR policies activities 
relating to: 

 Eradicating extreme hunger and poverty. 
 Promotion of education; including special education and employment 

enhancing vocation skills especially among children, women, elderly, and the 
differently able and livelihood enhancement projects. 

 Promoting gender equality and empowering women. 
 Reducing child mortality and improving maternal health. 
 Combating human immunodeficiency virus, acquired immune deficiency 

syndrome, malaria and other diseases. 
 Ensuring environmental sustainability. 
 Employment enhancing vocational skills. 
 Social business projects. 
 Contribution to the Prime Minister's National Relief Fund or any other fund 

set up by the Central Government or the State Governments for socio-
economic development and relief and funds for the welfare of the Scheduled 
Castes, the Scheduled Tribes, other backward classes, minorities and women. 

 Contributions or funds provided to technology incubators located within 
academic institutions which are approved by the Central Government. 
 

Guiding Principles of CSR  
 
The MCA has listed the following guiding principles concerning CSR, which helps 
one to understand the intention of the legislature as regard to CSR activity:  

 CSR is the process by which an organisation thinks about and evolves its 
relationships with stakeholders for the common good, and demonstrates its 
commitment in this regard by adoption of appropriate business processes and 
strategies.  

 CSR is not charity or mere donation; CSR is way of conducting business, by 
which corporate entities visibly contribute to the social welfare.  

 CSR should be used to integrate economic, environmental and social 
objectives with the company’s operations and growth.  

 CSR projects/ programmes of a company may also focus on integrating 
business models of a company with social and environmental priorities and 
processes in order to create shared value. 
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CSR and Provisions Under Income Tax Act  
 
Main issues are related to CSR expenditure is that, business and corporate community 
is demanding CSR expenditure shall be treated as business expenditure and so that 
they will get tax benefit for such expenditure. Industry was hoping that the 
government would clear the confusion over CSR expenditure and propose a new 
clause in the Finance Bill 2014, which would allow as deduction under section 37 of 
the Income Tax Act, 1961. Recently an explanation is added to section 37 (1) of The 
Income Tax Act 1961 by the financial (no 2) act 2014 indicates that any expenditure 
related to CSR by corporates shall not be treated as business expenditure and are not 
allowed as deduction. 
 
Exhibit III indicates CSR benefits to the society vs. tax deductibility and tax liability. 
We need a trade off between CSR benefits to the society and benefits to the business 
in terms of reputation and brand image as well as financial benefits such as tax 
deductibility.  Indian Corporate’s are trying to develop their CSR models in such a 
way which will enhance the benefits to the society along with that improve their 
brand image and maximum tax benefits.  
 

Exhibit III: CSR and Tax Liability 

 
Source:  Ernest and young:  corporate social responsibility: opportunities and 
challenges – tax perspective, p7. 
 
Deduction U/S 37(1)-conditions under Income Tax Act. 
Section 37(1) is a residuary section. In order to claim deduction under this section, the 
following conditions should be satisfied: 

(i) The expenditure should not be of the nature described under sections 30 to 
36. (ii) It should not be in the nature of capital expenditure. (iii) It should 
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not personal expenditure of the  assesses. (iv) It should have been 
incurred in the previous year. (v) It should be in respect of business 
carried on by the assesses. (vi)  It should have been expended wholly and 
exclusively for the purpose of such business. (vii) It should not have been 
incurred for any purpose which is an offence or is prohibited by any law. 
 

CSR Expenditure: eligible or not 
 
The corporate’s would be more inclined to make CSR donations in schemes with tax 
incentives such as 80G, section 35, section 35AC etc., because of the tax benefits. 
Differential tax treatment of the legally permissible CSR expenditure will defeat the 
very purpose of enacting various priority activities under CSR3. 
 
As the CSR expenditure (appropriation of income) is not incurred for the purposes of 
carrying on business, such expenditure cannot be allowed under the existing 
provisions of section 37 of the Income-tax Act. Therefore, in order to provide 
certainty on this issue, it is needed to clarify that for the purposes of section 37(1) any 
expenditure incurred by an assesses on the activities relating to corporate social 
responsibility referred to in section 135 of the Companies Act, 2013 shall not be 
deemed to have been incurred for the purpose of business and hence shall not be 
allowed as deduction under section 37. However, the CSR expenditure which is of the 
nature described in section 30 to section 36 of the Act is allowed under the fulfillment 
of various conditions. 
 
 
 
 
 
 
 
 

 
                                                             
3 Fogla, Manoj and et al (2014). Income tax setback on CSR expenditures. CSR Made Easy 
(learning series), A joint initiative of Credibility Alliance, CPA & FICCI-Aditya Birla CSR Centre 
for Excellence, 1(04) p 5. 
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Exhibit IV: How to implement CSR by Indian corporate 
 

 
 
Sources : Mondal, Gopal Chandra & Sharma, Rajeev (2014).  CSR Expenditure: 
Deductible Issues under Income Tax Act. The Chartered Secretary, XLIV (11) Nov, p 
35. 
 
Another reason given for not permitting deduction of CSR expenditure in 
Explanatory Memorandum to the Finance (No.2) Bill 2014 is that the objective of 
CSR is to share burden of the Government in providing social services by companies 
having net worth/turnover/ profit above a specific limit. If such expenses are allowed 
as tax deduction, this would result in subsidizing of around one-third of such 
expenses by the Government by way of tax expenditure. 
 
Which CSR Expenditure is deductible?  
 
As per the provisions of The Income Tax 1961 following are the donation and 
expenses are deductible:  

1. Following donations are allowed subject to a maximum of 10% of the adjusted 
Gross Total Income (Qualifying Amount): 
 Donations to government for promoting family planning, etc., 100% allowed 
 Eligible for 50% deduction; Donations to government for other charitable 
purposes, donation made for housing accommodation/ improvement of cities, 
towns or villages etc. 

2. Eligible for 100% deduction w/o maximum limit:  
 Donation to PM’s National Relief Fund,  Donation to State Government Fund 

for Medical Relief to the Poor,  Chief Minister's or Lt. Governor's Relief 
Fund,  Approved University or Educational Institution of national eminence, 
etc. 
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3. Few scenarios where even if the activity is treated as CSR, but still can be 
claimed as a deduction under the Act subject to it satisfying the conditions 
specified therein. 
 Rent expenses: If any CSR activities are carried out from the premises taken 

on rent, the rent expenses can be claimed under section 30 of the Act. 
 Depreciation:  Any capital assets used for the purpose of carrying out CSR 

activities, the  assesses can claim applicable depreciation under section 32 of 
the Act. 

 Interest expenditure: If any amount is borrowed to carry out CSR activities, 
interest expenditure incurred on such borrowed funds shall be allowed under 
section 36(1) (iii) of the Act.   

There are some differences in the activities of CSR provided in The Companies Act 
and in the Income Tax Act (refer exhibit V). Due to these variations in activities some 
confusion and conflict arises among the policy maker and taxation expert in India. 
The proposed amendment is an example of differential treatment in tax laws as 
against treatment in accounts and treatment as per common understanding. 

 
      Exhibit V: Permissible CSR Activities (Companies Act Vs Income Tax Act.) 

 
Source:  Ernest and Young (2014). Corporate social responsibility: opportunities and 
challenges–tax perspective, p4. 
 
 CSR Expenditures and Case Laws  
 
There are many decisions in which some CSR expenditures are treated as business 
expenditure and allowed as deduction for tax calculation point of view. Some 
important case laws described in exhibit IV.  
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Exhibit IV: Deduction of CSR expenditure -relevant case laws. 

 
 
Source:  Ernest and young:  corporate social responsibility: opportunities and 
challenges – tax perspective, p19. 
 
It is clear from the above cases and respective decisions, according to the situation/ 
motives of expenditure decision are different in different case.  
 
 
Conclusion 
 
New provisions related to CSR are the important source of the funding side of the 
social causes which enhances supply of fund for CSR activities. But the important 
aspect is real spending and attitude towards positive CSR implementation. Another 
important aspect is taxation benefits to the corporate’s. After the analysis of various 
provisions and laws we can divide CSR expenditures in two ways. Certain CSR 
expenditures are in form of donations (Donation to PM’s National Relief Fund, 
Donation to State Government Fund for Medical Relief to the Poor, Chief Minister's 
or Lt. Governor's Relief Fund, Approved University or Educational Institution of 
national eminence, etc.) are directly attracting tax benefits. And certain real expenses 
which are attracting tax benefits according to the situation or under court decision 
otherwise they are not eligible for deduction / tax benefits. Similarly variations exist 
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in the activities permitted by the companies act and activities approved under Income 
Tax Act. Now it is responsibilities of regulators to alien all in a uniform manner to 
minimize confusion and maximize the social and financial benefits to the society and 
corporate’s. 
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Abstract 
 
India being predominantly an Agrarian economy depends mostly upon the annual 
quota of Monsoon for the purpose of irrigation. Agriculture in India is highly 
susceptible to risks like droughts, floods, incessant rain, and temperature & even 
sometimes to snowfall. It is necessary to protect the farmers from natural calamities 
and ensure their credit eligibility for the next season. For this purpose, 
the government has introduced many agricultural schemes throughout the country. 
Despite technological and economic advancements, the condition of farmers 
continues to be unstable due to natural calamities and price fluctuations. The impact 
of this variability is highlighted in drought years with news of farmer suicides in 
many parts of the country. In India crop insurance is one of the instruments for 
protecting farmers from agricultural variability. It is subsidized by the central and 
state governments. However, crop insurance covers only about 10% of sown area and 
suffers from adverse claims to premium.  Private and public insurers are currently 
experimenting with rainfall insurance products which given the current levels of yield 
and rainfall variability is also likely to be high in the actuarially fair premium rates 
and rather makes it unattractive or unaffordable to the common farmer. The 
experience of government supported and subsidized crop insurance and the recent 
entry of private insurers raise questions about the co-existence of government and 
private agriculture insurance also. However given the amount of coverage by 
government insurance the private sector can carve out a reasonable market for itself 
based on improved efficiency, better design and superior services. Thus, by reviewing 
the relevant literature & govt policies this paper attempts to study the low penetration 
of crop insurance schemes in India, and also sort out the reasons for the apathy of 
farmers towards such scheme. 
 
Keywords: Agrarian, Agricultural Variability, Sown Area, Claims & Premium. 
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Introduction 
 
Agriculture production and farm incomes in India are frequently affected by natural 
disasters such as droughts, floods, cyclones, storms & landslides. Susceptibility of 
agriculture to these disasters is compounded by the outbreak of epidemics and man-
made disasters such as fire, sale of spurious seeds, fertilizers and pesticides, price 
crashes etc. All these events severely affect farmers through loss in production and 
farm income, which are beyond the control of the farmers. With the growing 
commercialization of agriculture, the magnitude of loss due to unfavourable 
eventualities is increasing. The question is how to protect farmers by minimizing such 
losses. For a section of farming community, the Minimum Support Prices for certain 
crops provide a measure of income stability. But for most of the crops in most of the 
states the MSP has not been implemented. In recent times, mechanisms like contract 
farming and futures trading have been established which are expected to provide 
some insurance against price fluctuations directly or indirectly. But, crop insurance is 
considered an important mechanism to effectively address the risk to output and 
income resulting from various natural and manmade events. Crop insurance is based 
on the principle of large number. The risk is distributed across space and time. The 
losses suffered by farmers in a particular locality are borne by farmers in other areas 
or the reserves accumulated through premiums in good years can be used to pay the 
indemnities. Thus, a good crop insurance programme combines both self as well as 
mutual help principle. Crop insurance brings in security and stability in farm income. 
Crop insurance protects farmers' investment in crop production and thus improves 
their risk bearing capacity. The weather index insurance market in India is the world’s 
largest, having transitioned from small-scale and scattered pilots to a large-scale 
weather based crop insurance program covering more than 9 million farmers. It can 
be purchased by agricultural producers, including farmers, ranchers, and others to 
protect themselves against either the loss of their crops due to natural disasters or the 
loss of revenue due to declines in the prices of agricultural commodities. The two 
general categories of crop insurance are Crop-Yield Insurance and Crop-Revenue 
Insurance.  
 
Crop-yield insurance can further be classified into: 
Crop-hail Insurance: It is generally available from private insurers (in countries with 
private sectors) because hail is a narrow peril that occurs in a limited place and its 
accumulated losses tend not to overwhelm the capital reserves of private insurers.  
 
Multi-Peril Crop Insurance (MPCI): It is not limited to just one risk. Usually multi-
peril crop insurance offers hail, excessive rain and drought in a combined package. 
Sometimes, additional risks such as insect or bacteria-related diseases are also 
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offered. The problem with the multi-peril crop insurance is the possibility of a large 
scale event. Such an event can cause significant losses beyond the insurer's financial 
capacity. To make this class of insurance, the perils are often bundled together in a 
single policy, called a multi-peril crop insurance (MPCI) policy. MPCI coverage is 
usually offered by a government insurer and premiums are usually 
partially subsidized by the government.  
 
Crop-revenue Insurance: Crop-yield times & the crop price give the crop-revenues. 
Crop-revenue insurance is based on deviation from the mean revenue. Risk 
Management Association (RMA) uses the future prices on harvest-times listed in the 
commodity exchange markets, to determine the prices. Combining the future price 
with farmer's average production gives the estimated revenue of the farmer. 
Accessing the futures market offers enables revenue protection even before the crop 
planted. The Insurance covers the decline in price that occurs during the crop's 
growing season. It does not cover declines that may occur from one growing season 
to another. 
 
Crop Insurance in India  
 
In India crop insurance has been subsidized by the central and state governments, 
managed by the General Insurance Corporation (GIC) and delivered through rural 
financial institutions, usually tied to crop loans. The government has established a 
separate Agriculture Insurance Company (AIC) with capital participation of GIC, the 
four public sector general insurance companies, and NABARD. Insurance policies so 
far have provided crop yield insurance. Pilot programmes are being launched to 
provide crop income insurance. Recently private insurers and the newly formed 
government Agriculture Insurance Company have executed pilot projects to sell 
rainfall insurance to farmers, as a substitute for, or complement to crop insurance 
provided by the government. Some of these initiatives may be partly motivated by the 
Insurance Regulatory and Development Authority (IRDA) requirement for new 
entrants to provide coverage to rural and social sectors. The experience of 
government supported and subsidized crop insurance and the recent entry of private 
insurers raise questions about the co-existence of government and private agriculture 
insurance. One view is that the private sector will be unable to compete with 
government insurance, given the subsidies and access to the administrative machinery 
for delivering insurance. 
 
 
 
 



   JSSGIW Journal of Management, Volume-II, Issue No. II, Apr.- Sept., 2015 
     

 

40

Agricultural Insurance Schemes  
 
First Individual Approach Scheme 1972-1978   
 
Started in 1972-73 when the General Insurance Corporation (GIC) of India 
introduced a Crop Insurance Scheme on H-4 cotton. This scheme was based on 
“Individual Approach” and later included groundnut, wheat and potato. The scheme 
was implemented in the states of Andhra Pradesh, Gujarat, Karnataka, Maharashtra, 
Tamil Nadu and West Bengal.  
 
Pilot Crop Insurance Scheme (PCIS) 1979-1984  
 
A Pilot Crop Insurance Scheme was launched by the GIC in 1979, which was based 
on “Area Approach” for providing insurance cover against a decline in crop yield 
below the threshold level. The scheme covered cereals, millets, oilseeds, cotton, 
potato and chickpea and it was confined to loaned farmers of institutional sources on 
a voluntary basis. The premium paid was shared between the General Insurance 
Corporation of India and State Governments in the ratio of 2:1. The maximum sum 
insured was 100 per cent of the crop loan, which was later increased to 150 per cent. 
The Insurance premium ranged from 5 to 10 per cent of the sum insured. Premium 
charges payable by small / marginal farmers were subsidized by 50 per cent shared 
equally between the state and central governments; it was implemented in 12 states. 
 
Comprehensive Crop Insurance Scheme (CCIS) 1985-99  
 
This scheme was linked to short term credit and implemented based on the 
“homogenous area approach . Till Kharif 1999, the scheme was adopted in 15 states 
and 2 UT s. Both PCIS and CCIS were confined only to farmers who borrowed 
seasonal agricultural loan from financial institutions. The main distinguishing feature 
of the two schemes was that PCIS was on voluntary basis whereas CCIS was 
compulsory for loanee farmers in the participating states/UTs.  
 
Experimental Crop Insurance Scheme (ECIS) 1997-98  
 
In 1997, a new scheme, namely Experimental Crop Insurance Scheme was introduced 
during Rabi 1997-98 seasons with the intention to cover even those small and 
marginal farmers who do not borrow from institutional sources. This scheme was 
implemented in 14 districts of five states. The Scheme provided 100 per cent subsidy 
on premium. The premium and claims were shared by Central and State Governments 
in 4:1 ratio. 
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National Agricultural Insurance Scheme (NAIS) 1999 
 
The National Agricultural Insurance Scheme (NAIS) was introduced in the country 
from the rabi season of 1999-2000. Agricultural Insurance Company of India Ltd 
(AIC) which was incorporated in December, 2002, started operating from April, 
2003, took over the implementation of NAIS. This scheme is available to both 
loanees and non-loanees. It covers all food grains, oilseeds and annual horticultural / 
commercial crops for which past yield data are available for an adequate number of 
years. Among the annual commercial and horticultural crops, sugarcane, potato, 
cotton, ginger, onion, turmeric, chillies, coriander, cumin, jute, tapioca, banana and 
pineapple, are covered under the scheme. The scheme is operating on the basis of 
both „area approach , for widespread calamities, and „individual approach , for 
localized calamities such as hailstorm, landslide, cyclone and floods. 
 
Weather Based Crop Insurance / Rainfall Insurance 
 
In 2003-04 the private sector came out with some insurance products in agriculture 
based on weather parameters. The insurance losses due to vagaries of weather, i.e. 
excess or deficit rainfall, aberrations in sunshine, temperature and humidity, etc. 
could be covered on the basis of weather index. If the actual index of a specific 
weather event is less than the threshold, the claim becomes payable as a percentage of 
deviation of actual index.  

Table 1 
 

Comparison of yield 
and weather insurance 
Parameter  

Yield insurance  Weather insurance  

Scope of insurance 
cover  

Covers yield shortfall  Covers anticipated shortfall in 
yield due to adverse weather 
parameters  

Scope of perils covered  All natural and non-
preventable perils  

Rainfall, minimum and 
maximum temperature, soil 
moisture, relative humidity , 
sunlight, day length etc.  

Target Group  All farmers growing 
insured crops  

Farmers and others  

Crops  All crops for which 
past yield data is 
available  

All crops for which correlation 
is established between yield and 
weather parameters  

Scheme Approach  Homogeneous area Homogeneous area approach 
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approach (Taluk / 
block/ mandal)  

(Jurisdiction of rain gauge)  

Scope for introduction 
of insurance  

Can be introduced 
for all crops with 
yield data  

Can be introduced successfully 
for crops with good sensitivity 
to weather parameters  

Premium Rates  High  Relatively lower and flexible  
Sum Insured  Loan amount / 150% 

of value of 
production  

Flexible. Can range from input 
cost to value of production  

Time taken for 
settlement of Claims  
 

May range from 6-9 
months from 
occurrence of loss  

Within two weeks from close of 
indemnity period  

 
Companies providing Crop Insurance in India 
 
Rainfall Insurance was developed by ICICI-Lombard General Insurance Company. 
This move was followed by IFFCO-Tokio General Insurance Company and by 
public sector Agricultural Insurance Company of India (AIC). Under the scheme, 
coverage for deviation in the rainfall index is extended and compensations for 
economic losses due to less or more than normal rainfall are paid. ICICI Lombard, 
World Bank and the Social Initiatives Group (SIG) of ICICI Bank collaborated in 
the design and pilot testing of India’s first Index based Weather Insurance product in 
2003-04. The pilot test covered 200 groundnut and castor farmers in the rain-fed 
district of Mahaboobnagar, Andhra Pradesh. The policy was linked to crop loans 
given to the farmers by BASIX Group, a NGO, and sold through its Krishna Bhima 
Samruddhi Area Bank. The weather insurance has also been experimented with 50 
soya farmers in Madhya Pradesh through Pradan, a NGO, 600 acres of paddy crop in 
Aligarh through ICICI Bank s agribusiness group along with the crop loans, and on 
oranges in Jhalawar district of Rajasthan. 
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Table 2 
 

Agricultural Farmers Sum 
Insured 

(USD 
millions) 

Commercial 
premium 
volume 
(USD 

millions) 

Claims paid 
(USD 

millions) 

Claim 
payments as 
a multiple of 
commercial 
premiums 

2003-04 1000  <0.1 <0.12  
2004-05 11300  0.2 0.12  
2005-06 112500  1.6 0.22  
2006-07 181900  1.6 1.02  
2007-083 678425 398 33.1 23.9 72% 
2008-093 375100 208 18.6 14.2 77% 
2009-103 2278407 1093 99.9 62.0 62% 
2010-113 9278000 3174 258.9 125.0 48% 

 
 

Agriculture Insurance Companies and their Products 
 

Table 3 
Insurance Company  Services  
Agriculture Insurance Company of 
India  

National Agricultural Insurance Scheme for 
crops, seed crop insurance, Varsha Bhima, 
Weather Based Crop Insurance Scheme.  

 
National Insurance Co.Ltd  

Rural Insurance – Cattle, Sheep, Goat, Poultry, 
Prawn, Silkworm, Horticulture, Plantation, 
Pump sets etc  

 
United India Insurance Co.Ltd  

Cattle, Poultry, Agricultural pump set, Gramin 
accident, Plantation, animal driven cart, tonga  

 
New India Assurance Co.Ltd.  

Rural Insurance – Cattle, Sheep, Goat, Poultry, 
Prawn, Silkworm, Horticulture, Plantation, 
Pump sets etc  

Oriental Insurance Co.Ltd.  Agriculture, Sericulture, Poultry etc.  
ICICI Lombard General Insurance 
Company Ltd  
 
IFFCO-Tokio GIC 

Rainfall Insurance / Weather Based Crop  
 
 
Insurance Barish  
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Apathy towards Crop Insurance  
 
Management of risk in agriculture is one of the major concerns of the decision makers 
and policy planners, as risk in farm output is considered as the primary cause for low 
level of farm level investments and agrarian distress. In order to develop mechanisms 
and strategies to mitigate risk in agriculture it is imperative to understand the sources 
and magnitude of this fluctuations. The insurance market faces the problem of 
adverse selection and moral hazard. The higher premium rates discourage majority 
participation and only high risk clients participate leading to adverse selection. Lack 
of data on yield levels as well as risk position of the individual farmer puts the 
insurance company in tight spot. Moreover the individuals do not have control over 
the event, but depending on terms of contract, the individuals can affect the amount of 
indemnity. Tendency of moral hazard tempts an insured individual to take less care in 
preventing the loss than an uninsured counterpart when expected indemnity payments 
exceed the value of efforts. Easy access and availability of insurance can change the 
attitude of farmers and can induce him to take decisions which, otherwise, would not 
have taken due to aversion to risk.  
                                                               Table 4 

Commercial 
Premium  Subsidy for commercial crops 

      
 <2%   No subsidy  

2%-5%   25% of commercial premium, with minimum of 2% 
    
 5%-8%   40% of commercial premium, with minimum of 3.75%  

8%+   
50% of commercial premium, with minimum of 4.8% and 

maximum of 6% 
      
 
Issues related to Crop Insurance which if dealt strongly can improve the 
penetration of Crop Insurance Scheme  
 
Reduction of Insurance Unit to Village Panchayat level  
 
As of now, the National Agricultural Insurance Scheme is implemented on the basis 
of "homo penetrageneous area" approach, and the area (insurance unit) at present is 
the Mandal / Taluk / Block or equivalent unit, in most instances. These are large 
administrative units with considerable variations in yields and impact of natural 
calamities. For the scheme to become more popular, the unit for determining claim 



   JSSGIW Journal of Management, Volume-II, Issue No. II, Apr.- Sept., 2015 
     

 

45

should be reduced to the level of villages. However, because of infrastructural and 
financial constraints States could not lower the unit to village panchayat. However, 
under the Indian conditions, implementing a crop insurance scheme at the "individual 
farm unit level" is beset with problems, such as:  

o Non-availability of the past records of land surveys, ownerships, tenancy and 
yields at individual farm level  

o Small size of farm holdings  
o Remoteness of hamlets and inaccessibility of some farm-holdings  
o A large variety of crops, varied agro-climatic conditions and package of 

practices  
 

Coverage of post-harvest losses  
 
In some states, crops like paddy are left in the field for drying after harvesting. Quite 
often, this cut and spread crop gets damaged by cyclones, floods, etc., especially in 
the coastal areas. Since, the existing scheme covers risk only up to the harvesting; 
these post-harvest risks are outside the purview of insurance cover. This issue was 
examined in the light of difficulties in assessing such losses at the individual level. 
One of the suggestions to address this could be to extend the insurance cover for two 
weeks after harvest. 
 
Threshold / Guaranteed Yield  
 
Guaranteed Yield, based on which indemnities are calculated, is the moving average 
yield of the preceding three years for rice and wheat, and preceding five years for 
other crops, multiplied by the level of indemnity. The concept does not provide 
adequate protection to farmers, especially in areas with consecutive adverse seasonal 
conditions, pulling down the average yield. It is proposed to consider the best 5, out 
of the preceding 10-year yield. 
 
Premium sharing by financial institutions 
 
 Crop Insurance claims are paid for adverse seasons; the loan availed of which in any 
case could not have been repaid by the farmer. The claim amount is automatically 
adjusted against the outstanding crop loan, leading to the recovery of dues for the 
financial institutions (FIs), and providing the farmer eligibility for fresh loan. 
Considering the overall benefits of Crop Insurance and its direct and indirect 
protection to lending activities, the burden of high premium rates of Crop Insurance, 
may be partly shared by the Fls. Keeping in mind the collateral security provided by 
insurance, we recommend that 25 per cent of farmers' premium subject to a maximum 
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of 1.00 percentage points be borne by the FIs, in respect of loanee farmers of the 
suggestions to address this could be to extend the insurance cover for two weeks after 
harvest. 
 
Role of Government 
 
Global experience shows that due to special nature of agriculture production, in 
several countries, premiums payable by farmers is subsidized by government. 
Agriculture in India is not just dependent on weather conditions, but also suffers the 
brunt of natural disasters. It will be quite in order for crop insurance to be regarded as 
a support measure in which government plays an important role, because of the 
benefit it provides not merely to the insured farmers, but to the entire national 
economy due to the forward and backward linkages with the rest of the economy. 
Society can significantly gain from more efficient sharing of crop and natural disaster 
risks. Integrating the various risk mitigation methods and streamlining the funds not 
only injects accountability and professionalism into the system, but also increase 
economic efficiency. Government can facilitate agricultural insurance in several 
ways. It can provide information, on weather patterns, locations of farms and crops, 
incidence and history of perils and crop yields. It can help to meet the costs of the 
research to be undertaken before starting an agricultural insurance program. It can 
also provide reinsurance. 

 
Table 5 : State-wise gross irrigated and sown area (1999) 

 

(000 hectares) Gross irrigated 
area 

Gross sown area % Gross irrigated / 
Gross sown area 

Punjab 7,487 7,739 97% 

Haryana 5,042 6,320 80% 

Uttar Pradesh 17,676 24,236 73% 

Tamil Nadu 3,635 6,627 55% 

Andhra Pradesh 6,092 13,625 45% 

Uttaranchal 551 1,306 42% 

Jammu & Kashmir 447 1,081 41% 



   JSSGIW Journal of Management, Volume-II, Issue No. II, Apr.- Sept., 2015 
     

 

47

Manipur 75 216 35% 

Gujarat 3,841 11,144 34% 

Rajasthan 6,809 21,401 32% 

Orissa 2,358 8,425 28% 

Madhya Pradesh 5,567 20,482 27% 

West Bengal 2,491 9,290 27% 

Nagaland 73 286 26% 

Karnataka 3,121 12,312 25% 

Chhattisgarh 1,247 5,529 23% 

Meghalaya 55 266 21% 

Goa 34 171 20% 

Himachal Pradesh 183 970 19% 

Maharashtra 3,769 22,155 17% 

Assam 572 3,941 15% 

Kerala 421 2,917 14% 

Arunachal Pradesh 36 250 14% 

Tripura 60 488 12% 

Mizoram 10 116 9% 

India 75,954 192,620 39% 

    

 Source: India Harvest, CMIE  
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Involvement of Public or Private Sector  
 
Public sector insurance companies are helped by government in various forms like: a) 
bearing fully or partly the cost of administration; b) sharing a part of the indemnity, or 
paying a part of the premium with a view to ensuring that farmers can afford to buy 
insurance. Private agricultural insurance has been in existence from 2003-04 in the 
form of rainfall / weather insurance in India. Private sector insurance is voluntary and 
it covers specific risks which are insurable. There is no direct government support to 
private sector players. It is worthwhile to seek increased involvement of private sector 
in agriculture by extending similar support to them as available to public sector. 
 
The way ahead 
 
Agricultural Insurance market is on the threshold of a spectacular growth. The 
support measures proposed by the government in the horticulture sector; potential of 
organic farming; contract farming; corporate farming and integrated insurance 
(supply chain and ware housing) etc are likely to put agricultural insurance on high 
pedestal. A large chunk of credit for agriculture would be supported by 
insurance collateral. The farming community in India consists of about 121 million 
farmers of which only about 20 per cent avail crop loans from financial institutions 
and only three fourth of those are insured. The remaining 80 per cent (96 millions) are 
either self-financing or depend upon informal sources for their financial requirements. 
Most of the farmers are illiterate and do not understand the procedural and other 
requirements of formal financial institutions and, therefore, shy away from them. 
Therefore, while the institutional loanees are insured compulsorily under the NAIS, 
only about 15 per cent of the non-loanee farmers avail insurance cover voluntarily. 
This is quite indicative of the enormous insurance potential that exists for addressing 
the needs of the farming community and enhancing the overall efficiencies as also the 
competitiveness of the agriculture sector.  
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Abstract  
 
This paper presents a brief study of the cognitive dissonance theory. Cognitive 
dissonance has been one of the most influential and widely studied phenomena in the 
history of social psychology. The theory proposes that when people experience 
psychological discomfort (dissonance), they strive to reduce it through either 
changing behaviors and cognitions or adding new cognitive elements. The theory has 
been revised by researchers who emphasize the role of self-concept in the arousal of 
dissonance. Cognitive dissonance is central to many forms of persuasion to change 
beliefs, values, attitudes and behaviors. The tension can be injected suddenly or 
allowed to build up over time. Cognitive Dissonance Theory (CDT) argues that the 
experience of dissonance or incompatible beliefs and actions is aversive and people 
are highly motivated to avoid it. In their efforts to avoid feelings of dissonance, 
people will avoid hearing views that oppose their own, change their beliefs to match 
their actions, and seek reassurance after making a difficult decision. It is commonly 
applied in the disciplines of economics, political sciences, international relations, 
psychology and sociology. It is also useful to use in the fields of marketing, 
management, advertising and criminology. 
Cognitive dissonance is a very powerful motivator which will often lead us to change 
one or other of the conflicting belief or action. Human being is a social animal said by 
Aristotle has different conflicting shades in its personality, thought process, 
conducting patterns and executing preferences. 
This theory tries to explore different experiments, reasons, logics and conclusions in 
order to reduce conflicting conditions. It also speaks about consistence, inconsistency, 
different kind of consistency in a person. It also tells us the different methods of 
reducing cognitive dissonance by bringing change in behavioral cognitive element, 
changing an environmental cognitive element or by adding new cognitive elements. 
 
Keywords: Cognitive dissonance, cognitions, magnitude of dissonance, reducing 
dissonance. 
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Literature Review 
 
Cognitive dissonance is one of the most heavily studied phenomena in the history of 
psychology. The term cognitive dissonance describes a psychological state in which 
an individual’s cognitions beliefs, attitudes, and behaviors are at odds (Festinger, 
1957). People experience cognitive dissonance as aversive (Elliot & Devine, 1994), 
and are motivated to resolve the inconsistency between their discrepant cognitions. 
Empirical studies have suggested that cognitive dissonance theory provides fruitful 
insight too, for example, religious behavior (Festinger, Carlsmith, 1964) and curing 
phobias (Cooper, 1985). In an influential article, Akerlof and Dickens (1982) argue 
that cognitive dissonance theory may have important implications also for a wide 
range of economic problems such as safety regulation, social security, innovation, 
marketing, and crime. Recently, cognitive dissonance theory has also been suggested 
to provide insights to the understanding of voting behavior and elections. 
 
Psychologists have long been interested in the nature of cognitive dissonance, as this 
phenomenon has implications for many areas of psychology, including attitudes and 
prejudice (e.g., Leippe & Eisenstadt, 1994), moral cognition (e.g., Tsang, 2002), 
decision making (e.g., Akerlof & Dickens, 1982), happiness (e.g., Lyubomirsky & 
Ross, 1999), and therapy (Axsom, 1989). It has been refined in later work (Aronson, 
1959; Brehm & Cohen, 1970; Festinger, 1964; Brehm, 1956). 
 
Introduction  
 
Psychologist Leon Festinger proposed a theory of cognitive dissonance centered 
on how people try to reach internal consistency. He suggested that people have an 
inner need to ensure that their beliefs and behaviors are consistent. Inconsistent or 
conflicting beliefs leads to disharmony, which people strive to avoid. 
 
In his book A Theory of Cognitive Dissonance, Festinger explained, "Cognitive 
dissonance can be seen as an antecedent condition which leads to activity oriented 
toward dissonance reduction just as hunger leads toward activity oriented toward 
hunger reduction. It is a very different motivation from what psychologists are used to 
dealing with but, as we shall see, nonetheless powerful." 
 
The amount of dissonance people experience can depend on a few different factors, 
including how highly we value a particular belief and the degree to which our beliefs 
are inconsistent. The overall strength of the dissonance can be influenced by several 
factors. 
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Objectives of the Study 
The study looks into two specific objectives: 

 To study the theory of Cognitive Dissonance,  
 To study the impact of this theory on an individual. 

 
Research Methodology: 
Descriptive Design was adopted for the present study. 
 
Cognitive Dissonance Theory 
 
The theory is built upon the notion that individuals strive toward consistency. If there 
are inconsistencies, they try to rationalize them to reduce psychological discomfort 
(Festinger, 1957). Festinger uses the term “consonance” in terms of consistency and 
uses the term “dissonance” in terms of inconsistency. He is proposing that dissonance 
might arise from logical inconsistencies, cultural mores, inconsistency between 
cognition and a more encompassing cognition and past experiences. There is at least 
one cognitive element dissonant with behavioral elements. In the existence of 
dissonance, individuals are motivated to reduce the dissonance and avoid situations 
that increase it.  
 

 
 
The magnitude of dissonance depends on importance or value of the elements (e.g. 
knowledge, belief, attitudes) that are dissonant. If a person gives importance to these 
elements, the magnitude of the dissonant relation between elements would be greater 
(Festinger, 1957). Accordingly, the magnitude of the dissonance would influence 
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pressures to reduce or eliminate the dissonance (Festinger, 1957). As the magnitude 
increases, pressures to reduce dissonance and avoidance from situations that generate 
dissonance increases. Furthermore, Festinger (1957) suggests that individuals may 
change behavioral cognitive elements, environmental cognitive elements or add new 
cognitive elements to reduce dissonance. To illustrate, a habitual cigarette smoker 
who has learnt that smoking is bad for health may change his behavior (e.g. stop 
smoking), change his knowledge about the effects of smoking (e.g. smoking is not 
dangerous) or may add new cognitive elements that are consonant with the fact of 
smoking (e.g. “there is more danger in traffic”) (Festinger, 1957). 
It suggests that: 
 
(a)  Dissonance is psychologically uncomfortable enough to motivate people to 

achieve consonance.  
(b)  In a state of dissonance, people will avoid information and situations that might 

increase the dissonance. 
(c)  People are motivated to maintain consistency between their attitudes and their 

behaviors, or between different attitudes that they hold. That is, they want their 
behavior to match what they believe, or they want to have attitudes that match 
each other.  

(d)  When people have inconsistent attitudes and behaviors for example, when they 
behave contrary to their values they are likely to experience dissonance. 
Dissonance is aversive states of tension that people are motivated to reduce or 
eliminate (Festinger, 1957). Dissonance is particularly strong when 
attitudes/behaviors that are important to the self are involved (Aronson, 1968). 

 
Assumptions of the theory 
 
Cognitive dissonance theory is based on three fundamental assumptions (see Figure 
1): 
1. Humans are sensitive to inconsistencies between actions and beliefs. 
According to the theory, we all recognize, at some level, when we are acting in a way 
that is inconsistent with our beliefs/attitudes/opinions. In effect, there is a built in 
alarm that goes off when we notice such an inconsistency, whether we like it or not. 
For example, if you have a belief that it is wrong to cheat, yet you find yourself 
cheating on a test, you will notice and be affected by this inconsistency. 
2. Recognition of this inconsistency will cause dissonance, and will motivate an 
individual to resolve the dissonance. 
Once you recognize that you have violated one of your principles, according to this 
theory, you won’t just say “oh well”. You will feel some sort of mental anguish about 
this. The degree of dissonance, of course, will vary with the importance of your 
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belief/attitude/principle and with the degree of inconsistency between your behavior 
and this belief. In any case, according to the theory, the greater the dissonance the 
more you will be motivated to resolve it. 
3.  Dissonance will be resolved in one of three basic ways: 
a)  Change beliefs: 
Perhaps the simplest way to resolve dissonance between actions and beliefs is simply 
to change your beliefs. You could, of course, just decide that cheating is o.k. This 
would take care of any dissonance. However, if the belief is fundamental and 
important to you such a course of action is unlikely. Moreover, our basic beliefs and 
attitudes are pretty stable, and people don’t just go around changing basic 
beliefs/attitudes/opinions all the time, since we 2 rely a lot on our world view in 
predicting events and organizing our thoughts. Therefore, though this is the simplest 
option for resolving dissonance it’s probably not the most common. 
b)  Change actions: 
A second option would be to make sure that you never do this action again. Lord 
knows that guilt and anxiety can be motivators for changing behavior. So, you may 
say to yourself that you will never cheat on a test again, and this may aid in resolving 
the dissonance. However, aversive conditioning (i.e., guilt/anxiety) can often be a 
pretty poor way of learning, especially if you can train yourself not to feel these 
things. Plus, you may really benefit in some way from the action that’s inconsistent 
with your beliefs. So, the trick would be to get rid of this feeling without changing 
your beliefs or your actions, and this leads us to the third, and probably most 
common, method of resolution. 
 

b) Change perception of action: 
 
A third and more complex method of resolution is to change the way you 
view/remember/perceive your action. In more colloquial terms, you would 
“rationalize” your actions. For example, you might decide that the test you cheated on 
was for a dumb class that you didn’t need anyway. Or you may say to yourself that 
everyone cheats so why not you? In other words, you think about your action in a 
different manner or context so that it no longer appears to be inconsistent with your 
actions. If you reflect on this series of mental gymnastics for a moment you will 
probably recognize why cognitive dissonance has come to be so popular. If you’re 
like me, you notice such post-hoc reconceptualization’s (rationalizations) of behavior 
on the part of others all the time, though it’s not so common to see it in one’s self. 
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Figure 1. Cognitive Dissonance Theory 
 
Cognitions 
 
Festinger's theory helped move the study of social psychology forward by introducing 
the concept of cognitions. Defined as "any knowledge, opinion, or belief about the 
environment, about oneself, or about one's behavior" (Festinger, 1957, p. 3), 
cognitions allowed researchers to easily compare psychological phenomena – 
attitudes, behavior, opinions, and observations – which had previously been studied in 
isolation. When two cognitions are opposed to one another, or when "the obverse of 
one…would follow from the other," dissonance occurs. Festinger used the following 
as one example of dissonance; an individual may have a cognition representing a 
belief about smoking – it is bad for her health. This same person, however, continues 
to smoke. Thus, her cognition about her behavior is at odds with her cognition about 
her beliefs about smoking. As a result, the individual experiences dissonance(see 
Figure 1& 2). 
 

 
 Figure 2. Cognitive Dissonance 
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                                               Figure 3. Dissonant Cognitions 
 
Magnitude of Dissonance 
Festinger introduced a second concept – the magnitude of dissonance – that further 
distinguished his theory from other 'inconsistency' theories. More specifically, he 
recognized that not all dissonance would be experienced equally. The magnitude of 
discomfort, he theorized, would depend on the importance of the cognitions 
(Festinger, 1957). A person who believes in animal rights, for example, but who fails 
to stop to help an injured animal might experience a great deal of dissonance; a 
person who eats a donut for breakfast, knowing that he is violating the diet he is 
unmotivated to maintain, might experience less. In addition to the importance of a 
particular set of cognitions, Festinger suggested magnitude could also be impacted by 
other relevant cognitions. If the person who ate a donut for breakfast, for example, ate 
only fruits and vegetables the day before, and also planned to exercise the day he 
consumed the donut, then these relevant consonant cognitions might help offset 
dissonance. 
 
Advantages of the theory 
 
One of the advantages of Dissonance Theory is that it can consider more than two 
cognitions at a time. Another advantage is that it acknowledges that some cognitions 
are more important than others, and that the importance of cognitions influences the 
amount of dissonance. Specifically, it predicts that the amount of dissonance is 
influenced by two factors:  
 
(1) The proportion of dissonant and consonant cognitions and 
 
 (2) The importance of the cognitions. 
For example, if I know four bad things and six good things about my friend Bob, I 
should experience more dissonance than if I know one bad thing and six good things. 
In the example below, think about how much dissonance would exist if I had all four 
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of the dissonant thoughts versus if I only had one of these cognitions. It makes sense 
that the more inconsistent thoughts I have, the more dissonance I should experience. 
 
Cognitive Dissonance Research 
 
The cognitive dissonance theory was first tested by Festinger and Carlsmith (1959) in 
a laboratory experiment. They examined what would happen if two cognitions do not 
fit together that is, if a person believes in “X” but publicly states that he believes in 
“not X”. They also examined how the amount of pressure (reward) would influence 
the magnitude of dissonance. In the experiment, 71 students were asked to spend an 
hour on boring tasks, then some of the participants were asked to do a favor and 
persuade another subject that the tasks were interesting and enjoyable. A group of 
participants in experimental group were paid 1 $, while others were paid 20 $ to 
persuade subjects. Participants in control group were not asked to persuade any 
subjects. Afterwards, participants in experimental group were asked to rate their 
private opinions about whether the tasks were interesting and enjoyable. In parallel 
with dissonance theory, researchers expected that dissonance would be reduced by 
changing private opinion and this opinion change would be smaller if there is large 
reward. In other words, it was expected that in the one dollar condition, the 
magnitude of the dissonance would be high (due to small reward), thus opinion 
change would be high.  
 
However, in the twenty dollar condition, the magnitude of the dissonance would be 
small (due to great reward), thus opinion change would not be high. As expected, 
participants in one dollar group experienced more dissonance, and thus showed 
greater tendency to change their opinions to bring it into corresponded with what they 
have said. Overall, findings indicate that greater reward provides external 
justification for the dissonant act and thus creates less dissonance, while smaller 
reward does not provide any justification and thus creates more dissonance. To 
reduce dissonance, people tend to change their opinions through internalizing what 
they have said or done. The study of Festinger and Carlsmith (1959) has been 
regarded as the classic experiment of cognitive dissonance since it provides the first 
ample evidence for the theory. It shows that if a person performs an unpleasant task 
that is insufficiently rewarded, his/her cognition of performing this unpleasant task is 
dissonant with his cognition of receiving no reward. Thus, the person reduces 
dissonance by seeking some justifications such as increasing the attractiveness of the 
goal. 
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Revisions in Cognitive Dissonance Theory 
 
Dissonance researchers have periodically revised the theory. One of the most 
important revisions was done by Aronson (1960, 1968 as cited in Aronson, 1992), 
through drawing attention to expectancies regarding the self. According to the 
researcher, dissonance would be aroused when a person performs a behavior that is 
inconsistent with his or her sense of self. To reduce dissonance, person is involved in 
the process of self-justification. Through this process, individual maintains a self-
concept that is stable, predictable, competent and morally good. To illustrate, 
Aronson and Carlsmith (1962) manipulated participants, performance and 
expectancies concerning their performance. It was expected that a performance 
consistent with their expectations would be consonant; however a performance 
inconsistent with their expectations would arouse dissonance. As expected, 
participants whose performance was inconsistent with their performance expectancies 
changed more of their responses than those whose performance was consistent with 
their performance expectancies. It was surprising that individuals who expected to 
perform poorly but performed well experienced dissonance and tried to reaffirm their 
negative performance expectancies. The discomfort with unexpected success 
indicates people’s drive to achieve self-relevant performance expectancy regardless 
of the performance being good or bad. These arguments might be based upon Bem’s 
self-judgment model which proposes that each person observes his own behavior; and 
infers what his real attitudes are by discriminating the reinforcement contingencies 
(1965, 1967 as cited in Aronson, 1969). For instance, if a person observes that his 
performance is guided by a large reward, then it becomes difficult for him to believe 
that behavior reflects own attitudes. The modification of Aronson increased the 
predictive power of the theory by retaining the core notion of inconsistencies but 
giving more emphasis on the self-concept. It explains the conditions under which 
dissonance reduction occurs (Aronson, 1992). For instance, in the classic cognitive 
dissonance experiment (Festinger & Calsmith, 1959), if a person, who has lied to 
another person in the absence of sufficient justification, sees himself as a decent and 
competent individual, he may feel guilty and stupid and thus convince himself that it 
is not a lie. On the other hand, if that person sees himself as insensible or 
incompetent, then dissonance may not occur. It indicates that dissonance exists when 
the behavior is dissonant with the self-concept. 
 
Reducing Dissonance 
 
How can Cognitive Dissonance be reduced or eliminated? 
Two general alternatives for reduction of dissonance are open to the individual: 
changing existing cognitions or adding new ones. When these considerations are 
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applied to actual situations, the following possible means of reducing dissonance can 
be identified:  
 Reduction of dissonance can be achieved by psychologically increasing the 

attractiveness of the chosen alternative and/or by mentally decreasing the 
attractiveness of the rejected alternative. 

 Rationalizing to perceive more identical characteristics between the chosen and 
the unchosen alternatives can decrease post purchase decision dissonance. 

 Dissonance can be reduced by cognitively decreasing the importance of the 
decision. 

 Dissonance will lead individual to seek new information that is constant with 
existing cognitions. 

 When cognitions about behavior are the cause of dissonance, the behavior can 
be changed.  

 When dissonance is aroused by disagreement with others, reduction can be 
obtained by the person by changing his own opinion or by influencing others to 
change their opinions. 

 Reduction of dissonance can be achieved by seeking the social support of others 
who already agree with the cognition the person wishes to maintain.  

 
 
Initiation               Intensification              Motivation                  Reduction 
 
Dissonance                   Dissonance intensifies               Dissonance is                  
Dissonance is  
 starts  with:                  when the behavior:                  experienced as:                
reduced by: 
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Figure 4. 
 
Examples 
"The Fox and the Grapes" 
A classic illustration of cognitive dissonance is expressed in the fable "The Fox and 
the Grapes" by Aesop (ca. 620–564 BCE). In the story, a fox sees some high-hanging 
grapes and wishes to eat them. When the fox is unable to think of a way to reach 
them, he decides that the grapes are probably not worth eating, with the justification 
the grapes probably are not ripe or that they are sour (hence the common phrase "sour 
grapes"). The moral that accompanies the story is "Any fool can despise what he 
cannot get". This example follows a pattern: one desires something, finds it 
unattainable, and reduces one's dissonance by criticizing it. 
 
(1) Consider someone who buys an expensive car but discovers that it is not 
comfortable on long drives. Dissonance exists between their beliefs that they have 
bought a good car and that a good car should be comfortable. Dissonance could be 
eliminated by deciding that it does not matter since the car is mainly used for short 
trips (reducing the importance of the dissonant belief) or focusing on the cars 
strengths such as safety, appearance, handling (thereby adding more consonant 
beliefs). The dissonance could also be eliminated by getting rid of the car, but this 
behavior is a lot harder to achieve than changing beliefs. 
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(2) Another example of cognitive dissonance in which It is common knowledge 
that smoking is bad for your health, yet thousands of people around the world still 
continue to smoke packs of cigarettes every day. Since consistency between what is 
believed and how one acts is the desired norm, Festinger studied why this seeming 
inconsistency was the case. According to Festinger (1957), “The person who 
continues to smoke, knowing that it is bad for his health, may also feel (a) he enjoys 
smoking so much it is worth it; (b) the chances of his health suffering are not as 
serious as some would make it out; (c) the research on smoking in not proven , In 
order to continue smoking, an activity which the person enjoys too much to quit, they 
have to reduce the dissonance between what they know about it and what they feel 
about it. By making the excuses highlighted by Festinger, they have reduced the 
dissonance. This is shown to play out in a survey performed by Festinger in 1954. 
This survey asked smokers if they felt that it was factual that smoking caused cancer. 
The survey found that “86 percent of heavy smokers thought it wasn't proven, while 
only 55 percent of nonsmokers doubted the connection” (as cited in Crossen, 2006). 
This goes to show the rationalization the smokers made in order to justify their 
smoking habit. By believing that it was not yet proven that smoking causes cancer, 
they were reducing the cognitive dissonance.  

 
 

 
 
Marketing Implications of the Festinger Model 
A considerable amount of empirical evidence has been reported which supports the 
existence of dissonance theory within the marketing context. When dissonance does 
occur, its magnitude depends upon a number of factors – greater dissonance occurs 
with greater commitment or ego-involvement in a product purchase, greater number 
of alternative brands to choose from, greater dissimilarity between alternatives, 
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greater brand familiarity, decisions involving high conflict situation, and purchase 
associated with high expectations that are not confirmed. 
 
Application 
Dissonance theory applies to all situations involving attitude formation and change. It 
is especially relevant to decision-making and problem-solving. 
 
Findings 

• Cognitive dissonance caused by inconsistency in beliefs  
• Attitude change as consequence of dissonance. 
• Attitude change must be own choice. 
• The smaller the reward, the greater the dissonance. 
• Arousal is necessary for attitude change. 

 
Conclusion 
In conclusion, cognitive dissonance theory proposes that when people hold two 
psychologically inconsistent cognitions (ideas, beliefs), dissonance arises. They strive 
to reduce dissonance through changing behavior, changing cognitions or adding new 
cognitive elements. Cognitive dissonance plays a role in many value judgments, 
decisions and evaluations. Becoming aware of how conflicting beliefs impact the 
decision-making process is a great way to improve your ability to make faster and 
more accurate choices. 
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Abstract 
  

From the huge population of 1.237 Billion, There are 243 Million internet users in 
India which is around 19% of total population and 106 Millions of active social media 
users which is around 8% of total population of India.  If we talk about organization 
context digital media emerge as new medium of promotion of their products thus 
medium is different from traditional advertising and selling. Digital Advertising has 
also been witnessing a steady growth. The online advertising market in India to touch 
Rs 2,938 Crore. This paper is an attempt to identify the opportunities created by 
social media for Business Organization; the paper also enlightens the role of social 
media in building brand image of organization from organization point of view and 
overall scenario of social media in India. Both Primary and secondary data were used 
to get the insights.  A Questionnaire has been prepared and used to find out the 
opinions of Business organization with respect to brand image and other aspects of 
social media, a non probability snowball sampling is used to select the business 
enterprises. 60 business organizations were selected as a sample from Bhopal region 
including Retail, FMCG, Automobile, Pharma and Education. Mean and SD used to 
check the perception of business organizations towards social media, Chi square test 
used to check the hypothesis with the help of Mega state software. The test result 
shows that there is a significant difference amongst various sectors with respect to 
social media even though majority of organization positively perceived the effect of 
social media on business.  
 
Keywords: Business Organization, Social media, Digital Media, Perception, Chi 
square test 
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Introduction of Social Media 
 
Social media offers an opportunity to connect and interact with your customers, 
promote your brand and drive traffic to your website. Getting involved in social 
media can also create a more human face to your business and be fun at the same 
time. Social media tools are gaining popularity and are increasingly used in regular 
operations of many companies, ranging from start-ups and small and medium 
enterprises to large corporations (Lee et al, 2008; Osimo, 2008; Andriole, 2010; Bell 
and Loane, 2010).  
 
Going to the routes of each word, social media can be defined as an instrument that 
helps to communicate and interact. Media is a tool used for communication, like TV, 
newspaper, radio etc. Social media are media for social interaction, using highly 
accessible and scalable communication techniques. Social media is the use of web-
based and mobile technologies to turn communication into interactive dialogue. 
Andreas Kaplan and Michael Haenlein (2010) define social media as "a group of 
Internet-based applications that build on the ideological and technological 
foundations of Web 2.0, which allows the creation and exchange of user-generated 
content. Businesses may also refer to social media as consumer generated media 
(CGM). But social media is not only about communication, it includes as well 
interaction between users. The most important characteristics that social media has 
are: 
 
Participation – everybody is continuously involved in this contribution process – to 
share news, to give feedback 

 Openness – the barriers are small; the content is reachable and opened to 
discuss into 

 Conversation – the dialog is really important; you offer information but as 
well receive feedback or/and other information 

 Community – common interests, hobbies, passions are creating groups where 
you can share all these Connectedness – permanent connection, links between 
people, resources, life styles etc. The main benefit of adding social media to 
your overall marketing communication strategy is to create a platform that 
attracts the attention of clients and prospects of products, services and 
capabilities, or prompts them to share their views on a topic of common 
interest. 

 
Companies are using social media in marketing, advertising, sales, innovation, 
customer service and problem resolution, information technology, human resources 
and also for driving cultural change. Indian companies and brands will be in a better 
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position to enhance their brand image through use of social media. They can plan the 
use of traditional media and social media to reach out to more people, thus creating a 
bigger market for themselves. 
 
Recent years have witnessed the rise of social media channels such as Facebook, 
YouTube, Google, and Twitter, which allow customers to take a more active role as 
market players and reach (and be reached by) almost everyone anywhere and anytime 
(Hennig-Thurau et at., 2010). By definition, social media is an online platform which 
enables customers to create and share content, communicate with one another, and 
build relationships with other customers (Gordon, 2010; Hennig-Thurau, 2010; Libai 
et al., 2010). 
 
Literature Review  
 
Tom Funk writes in “Social Media Playbook for Business: Reaching your on-line 
Community with Twitter, Facebook, LinkedIn, and more" that the principle 
advantage of a social media program is that the chance to strengthen the link between 
a corporation and its customers. Through time period on-line connections with 
existing and potential customers, a corporation conveys info concerning its complete. 
In turn, the corporate would possibly have the benefit of positive viva-voce that's 
exponentially broadcast across a social network. Funk states that the larger the 
frequency and degree of engagement, the stronger the relationships become and also 
the larger the impact of the relationships on sales, client satisfaction and merchandise 
name.  
 
Funk writes that 67 percent of Twitter users who become followers of a brand are 
more likely to buy the brand's products. This sales result is due in part to a company's 
use of social media to convey brand values, create positive word of mouth and 
enforce the connection between the company and its customers. These enhance a 
company's efforts to build customer loyalty. 
 
In "Social Media for Business: one hundred and one ways that to Grow Your 
Business while not Wasting some time," Susan Sweeney writes that the social media 
platform may be a efficient thanks to directly reach potential staff in this four out of 5 
on-line Americans participate during a kind of social media every month. Such a 
program is also a way to work out if a recruiting program resonates with potential 
staff through the feedback the corporate acquires concerning such things because the 
positions publicized and therefore the achievement program itself. 
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Chen, S. (2001) in his paper Assessing the effect of the Internet on brands', evaluates 
the case that e-business will spell the end of brand administration as we probably am 
aware it. Proof from business sector studies is checked on, and the paper distinguishes 
some key variables that make this situation impossible. To start with, the impact 
relies on upon various different components, for example, kind of item and sort of 
procurement. Brands serve an alternate part in each of these cases, and the effect of 
the Internet will differ as per the part that the brand plays. Furthermore, there are 
assortments of Internet advances which will influence brands in an assortment of 
ways. Thirdly, the Internet is prompting some auxiliary impacts in the business sector 
structures that influence brands. The mix of these variables, a long way from 
prompting the demise of brand administration, will as a rule lead to an expanded part 
for brand administration. 
 
Corcoran, Cate et al (2009) in their paper “Brands aim to adapt to social media 
world‘, report on the use of social media by brands and retailers in the U.S. It states 
that low to high brands and retailers are embracing social media and use it in boosting 
sales and brand awareness. 
According to New York University professor of marketing and Red Envelope founder 
Scott Galloway, luxury brands are now building relationships through Facebook, user 
reviews and consummating the transaction online. It notes that companies are now 
building their own social networks. 
 
Dutta, Soumitra (2010) in his article on Social media strategy in Harvard Business 
Review says that social media square measure dynamical the approach we have a 
tendency to do business and the way leaders square measure perceived, from the work 
to the business executive suite. however whereas the simplest businesses square 
measure making comprehensive methods during this space, analysis suggests that few 
company leaders have a social media presence-say, Facebook or LinkedIn page-and 
that those that do not use it strategically. Today's leaders should embrace social media 
for 3 reasons. First, they supply a cheap, extremely accessible platform on that a 
private whole is engineered, and conjointly communicates our identity among and 
outdoors the corporate. Second, they permit participating quickly and at the same 
time with peers, employees, customers, and also the broader public-in order to 
leverage relationships, show commitment to a cause, and demonstrate a capability for 
reflection. Third, they provide a chance to find out from instant info and unvarnished 
feedback. 
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Objectives of the Study 
 
The study covers following objectives:  
1. To identify the purpose of attraction towards social media for business 

organization. 
2. To study the perception of business organization towards social media. 
3. To do the comparative analysis amongst various sectors with respect to their 

perception towards social media. 
 

Hypothesis of the Study 
 
H0:  There is no significance difference of opinion amongst business organization 

towards social media.  
H1: There is significance difference of opinion amongst business organization 
towards social media.  
 
Research Methodology 
 
The present study is based on descriptive research design since the survey is 
conducted to get insight into the stated objectives of the research. The target 
population is various industries like Retail, FMCG, Automobile, Pharma and 
Education based at Bhopal city, systematic random sampling used as method of 
sampling. 100 company representatives were selected for survey therefore a 
Questionnaire is given to them to fill and revert back within a week but only 60 was 
revert back so the actual sample size is 60 respondents. Primary data was used to get 
the opinion of company representative about various aspects of social media and 
secondary data which was already exist taken to get theoretical indulgent of the 
subject matter of the study. There are two parts of the Questionnaire one is to get 
general understanding about social media users whether they are using the social 
media for promotion, which social sites they are using and what would be the point of 
attraction in social media for business houses apart from promotion. Second part 
which consists of 26 statements is used to get opinion of respondents towards social 
media. For the purpose of analysis simple mean and standard deviation is used to 
measure the perception of respondents, Chi square test is used to test the hypothesis 
with the help of SPSS 16.0 software.  
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Data Analysis 
 
Demographic Profile of Respondents 
 
Do you use social media to promote your organization? 
 
    Table 1 Number of Employees from different Organization surveyed  
 

Yes No 
52 8 

 
Total 60 employees from different business houses surveyed, out of which 52 were 
saying they are using social media for promoting their organization but 8 were saying 
they are not using social media for the same. We ask reasons for not using social 
media majority of business houses (6 employees) reply that social media is having 
very narrow coverage of their products and services, 2 employees respond that social 
media is not a reliable means of promotion. 
 
Further analysis is based on 52 respondent responses. 
 
     Table 2 Number of Companies from different sectors selected for survey  

 

 
 
Figure 1 Number of Companies from different sectors selected for survey 
Out of 52 companies selected for survey, 9 from Fastest moving consuming goods 
(FMCG), 11 companies from retail, 14 from education sector, 8 from automobile, 8 
from Pharmaceuticals and 2 from others. 

FMCG Retail Education Automobile Pharma Others  
9 11 14 8 8 2 
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Which social sites you prefer to use for promotion of your Organization? 
 

Table 3 Social Networking Sites used by different sectors 
 

 FMCG Retail Education Automobile Pharma Others 
LinkedIn 3 4 2 1 2 1 
Facebook 4 6 9 5 3 1 
Google+ 0 0 0 1 1 0 
Twitter 1 1 2 1 2 0 

YouTube 1 0 1 0 0 0 
 

 
 
Figure 2: Graphical Representation of social networking sites used by different 
sectors 
 
Table 3 & Figure 2 represent the number of companies from different sectors selected 
for survey. It states that out of 52 companies, majority of companies (28) were using 
Facebook , 13 companies using linkdIn, 7 companies using Google+, 2 were using 
twitter and remaining 2 were using YouTube. So we can say that facebook is the most 
preferred social media used by Organizations.  
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Apart from promotion of Products and services for what purpose you use social 
media? 
 

Table 4 shows the purpose or motive behind using social media by different 
sectors 

 FMCG Retail Education Automobile Pharma Others 
Business 

Networking 
2 1 1 2 1 1 

Finding Prospects 1 2 6 1 2 1 
Market Research 3 1 3 1 2 0 

PR 2 6 4 4 2 0 
CSR 1 1 0 0 1 0 

 
 
 
 
Figure 3 Graphical representation of the purpose or motive behind using social 
media by different sectors 
 
Table 4 & Figure 3 represent the purpose or motive behind using social media by 
different sectors. it states that out of 52 companies, majority of companies 18 (34.6%) 
were using social media for PR activity, 13 (25%) companies using social media for 
finding new prospects, 10 (19.2%) companies using for market research, 8 (15.4%) 
were using social media for business networking and only 3 (5.8%) were using for 
CSR purpose. So we can say that majority of companies using social media for PR 
and very few companies motive is to promote CSR activity.  
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   Table 5 Overall responses of respondents (In Numbers) 
 

Strongly Disagree Disagree Neural Agree Strongly Agree 

172 241 165 481 293 
 

 
Figure 4 Graphical representation of overall responses of respondents  
 
    Table 6 Overall responses of respondents (In %age) 

Strongly Disagree Disagree Neural Agree Strongly Agree 

12.72189349 17.82544 12.2041 35.5769 21.67159763 
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Figure 5 Graphical Representation of overall responses of respondents (In 
%age) 
 
It states from table 6 & figures 5 that the overall response of the respondents 
calculated on the scale of strongly disagrees to strongly agree. 26 questions have been 
asked from the respondents to know their opinion regarding social media and 
responses combined to get insight into the stated objectives. It is been shown from the 
table that the out of 1352 responses 293 (21.67%) were strongly agree and 481 
(35.57%) were agree with the statements so majority of responses 774 (57.24%) were 
having positive opinion regarding social media however 172 (12.72%) were strongly 
disagree and 241 (17.82%) were disagree with the statements therefore we can say 
that overall 413 (30.54%) were disagree and having negative opinion regarding social 
media and 165 (12.20%) don’t have sufficient idea about social media. 
  
Table 7 Arithmetic Mean, Standard Deviation (SD) of the sample 
 

Strongly 
disagree (1) 

172 1*172/1352 0.127219  
 

3.356509    
(Mean ) 

 

 
 

1.3145 
(SD) 

Disagree (2) 241 2*241/1352 0.356509 
Neutral (3) 165 3*165/1352 0.366124 
Agree (4) 481 4*481/1352 1.423077 
Strongly agree 
(5) 

293 5*293/1352 1.08358 

 
Overall mean of the sample is 3.356509 and standard deviation is 1.3145 which is 
slightly more than the normal therefore It is been prove that most of the business 
houses positively perceived and find social media playing a significant role to the 
business.  
 
Hypothesis Testing 
 
H0: There is no significance difference in perception amongst business organization 

towards social  media.  
H1:  There is significance difference in perception amongst business organization 
towards social media. 
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Table 8 Industrywise response of respondents 
 
          Industry         
Scale 

FMCG Retail Education Auto Pharma Other 

Strongly 
disagree 

28 35 25 54 17 13 

Disagree 36 45 35 68 35 22 

Neutral 24 24 31 28 32 26 

Agree 58 89 103 96 84 51 

Strongly Agree 48 53 55 45 58 34 

 
 
Figure 6 Graphical Representation of Industry wise response of respondents 
 
Table 8 & Figure 6 represent descriptive view of opinion of different sectors towards 
social media. The total number of responses from different sectors like FMCG, 
Retail, Education, Automobile, Pharma and others on the scale of strongly disagrees 
to strongly agree.  
 
For better understanding we have reduced the scale from strongly disagree to strongly 
agree into disagree agree and neutral.  
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From the descriptive analysis shown in Table 9 and Figure 7 indicated that there is a 
difference of opinions on social media with respect to sectors like in FMCG 54.639%, 
Retail 57.72%, Education 63.45%, Automobile 48.45%, Pharma 62.832% and in 
others 58.21% were in favor of social media however in FMCG 32.99%, RETAIL 
32.52%, Education 24%, Automobile 45.36%, Pharma 23% and others 23.97% were 
not in favor of social media. Hence we can say that majority of sectors were agree for 
using social media for promoting the organization and also find it very fast and 
reliable source of information for most of the business organization.   
 
For identifying whether the differences are significant, we used chi square test 
for testing the hypothesis with the help of Mega state software. 
 

 FMCG RET EDU AUTO Pharma Others Total 

SD 28 35 25 54 17 13 172 

D 36 45 35 68 35 22 241 

N 24 24 31 28 32 26 165 

A 58 89 103 96 84 51 481 

SA 48 53 55 45 58 34 293 

Total 194 246 249 291 226 146 1352 

  
 
The degree of freedom is (R-1) (C-1) = (5-1) (6-
1) = 4X5 = 20 
 
The critical value of chi square 2 for 20 degree of freedom at 0.05 level of 
significance is 31.410. Since the calculated chi square 2 = 44.97 exceeds the critical 
value of 2, the null hypothesis is rejected hence; the conclusion is that there 
difference in opinion amongst different sectors towards social media and that 
difference is significant. 
 
Findings of the Study 
 
1. Total 100 representatives selected for the study and questionnaire given to them 

however 60 questionnaires we received back. Out of 60 respondents 52 replied 
that they use social media for promotion  8 said no to social media so only 52 
respondents chosen for further analysis. 

2. We asked 8 respondents that why they are not preferring social media 6 out of 8 
said social media is having very narrow coverage of their products and services 

44.97 chi-square 
20 df 

.0011 p-value 
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and 2 respondents replied that social media is not a reliable means of 
promotion. 

 
3. Out of 52 companies selected for survey, 9 from Fastest moving consuming 

goods (FMCG), 11 companies from retail, 14 from education sector, 8 from 
automobile and Pharmaceuticals each and 2 from others. 

 
4. Majority of companies (28) were using Facebook, 13 companies using linkdIn, 

7 companies using Google+, 2 were using twitter and remaining 2 were using 
YouTube. So we can say that facebook is the most preferred social media used 
by Organizations. 

 
5. Table 4 & Figure 3 represent the purpose or motive behind using social media 

by different sectors. It states that out of 52 companies, majority of companies 
18 (34.6%) were using social media for PR activity, 13 (25%) companies using 
social media for finding new prospects, 10 (19.2%) companies using for market 
research, 8 (15.4%) were using social media for business networking and only 
3 (5.8%) were using for CSR purpose. So we can say that majority of 
companies using social media for PR and very few companies motive is to 
promote CSR activity. 
 

6. It states from table 6 & figures 5 that the overall response of the respondents 
calculated on the scale of strongly disagrees to strongly agree. 26 questions 
have been asked from the respondents to know their opinion regarding social 
media and responses combined to get insight into the stated objectives. It is 
been shown from the table that the out of 1352 responses 293 (21.67%) were 
strongly agree and 481 (35.57%) were agree with the statements so majority of 
responses 774 (57.24%) were having positive opinion regarding social media 
however 172 (12.72%) were strongly disagree and 241 (17.82%) were disagree 
with the statements therefore we can say that overall 413 (30.54%) were 
disagree and having negative opinion regarding social media and 165 (12.20%) 
don’t have sufficient idea about social media.  

 
7. Table 7 shows the overall mean of the sample is 3.356509 and standard 

deviation is 1.3145 which is slightly more than the normal therefore It is been 
prove that most of the business houses positively perceived and find social 
media playing a significant role to the business. 

 
8. From the descriptive analysis shown in Table 8 and Figure 7 indicated that 

there is a difference of opinions on social media with respect to sectors like in 
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FMCG 54.639%, Retail 57.72%, Education 63.45%, Automobile 48.45%, 
Pharma 62.832% and in others 58.21% were in favor of social media however 
in FMCG 32.99%, RETAIL 32.52%, Education 24%, Automobile 45.36%, 
Pharma 23% and others 23.97% were not in favor of social media. Hence we 
can say that majority of sectors were agree for using social media for promoting 
the organization and also find it very fast and reliable source of information for 
most of the business organization. 

 
9. From the chi square analysis shown that the critical value of chi square 2 for 

20 degree of freedom at 0.05 level of significance is 31.410. Since the 
calculated chi square 2 = 44.97 exceeds the critical value of 2, the null 
hypothesis is rejected hence; the conclusion is that there difference in opinion 
amongst different sectors towards social media and that difference is significant 

 
Conclusion  
 
The goal of this research is to get insight into that social media as a driving tool for 
business organizations; for that we formulated three objectives; to identify the 
purpose of attraction towards social media for business organization, study the 
perception of business organization towards social media and to identify comparison 
amongst various sectors with respect to social media. A close ended Questionnaire 
has formulated to get insight into stated objectives which consists of 26 questions on 
different aspects of social media. It was concluded in the study that majority of 
organization using facebook as a promotion medium, apart from promoting their 
brands on social media organization using social media as a tool for; business 
networking, finding prospects, market research, PR and CSR however different 
sectors having different motives behind using social media. Mean and standard 
deviation calculated to get the overall picture of their opinion regarding social media 
and it was concluded that the responses are in the favor of social media. Chi square 
test was used to test the hypothesis and the result shows that there is a significant 
difference amongst various sectors with respect to social media even though majority 
of organization positively perceived the effect of social media on business.  
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Table 9 represents the total number and percentage of opinion on these three scales.  
  FMCG % RETAIL % EDU % AUTO % Pharma % others % 

Agree 106 54.639 142 57.724 158 63.454 141 48.454 142 62.832 85 58.219 

Disagree 64 32.99 80 32.52 60 24.096 132 45.361 52 23.009 35 23.973 
Neutral 24 12.371 24 9.7561 31 12.45 28 9.622 32 14.159 26 17.808 
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Abstract 
 
Over the past few years, despite all the gloom, business world has seen a sharp rise in 
the income of CEOs. This has sparked an intense debate about ratiocinating these pay 
packages and the nature of the pay-setting process. It is viewed as a result of optimal 
contracting in a competitive market for managerial talent by some and interpreted as 
unfair by others. While Critics complain that there is opacity in the development and 
execution of executive compensation packages, others feel that the executives are 
compensated for their risk taking capacity whereby taking decisions relating to an 
uncertain and unknown future can bring a huge impact on firm’s performance. The 
paper concludes with a suggestion for rational approach to be followed while 
determining the pay package of CEOs. 
 
Keywords: Pay, Firm’s performance, talent, fairness, accountability. 
 
Introduction 
 
The term compensation refers to all forms of financial returns and tangible benefits 
that employees receive in lieu of services offered to any organization. As the business 
environment becomes increasingly complex and global, the challenge to create and 
maintain effective compensation programs, given cost constraints also require greater 
professional expertise, organizational understanding, creativity and vision than ever 
before. Research suggests that reward system can influence a company’s success in 
three ways.Firstly the pay package can motivate, energize and direct the behavior of 
the employees. Second, Compensation plays a significant role in attracting and 
retaining qualified, high performance workers in an organization. Finally, the cost of 
compensation can influence firm’s success. For quite some time, compensation 
programs are in a state of transition. Organizations are being experimental by 
allocating money differently to programs, questioning the traditional compensation 
program, design and are looking for innovative ways to get more for their investment 
in compensation. 
 
During the last decade, three key trends in compensation have occurred. First, there 
has been a dramatic increase in the diversity of compensation strategies and practices. 
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Earlier employees used to get a base salary and few pre-established benefits. Now the 
firms are providing variable pay, hiring bonuses, lump-sum recognition bonuses, 
group incentive plans, broad based success sharing programs, plus more flexible 
benefits. 
 
Second, pay programs are increasingly being used to communicate major change and 
realignment in organizations, particularly during and after major downsizing and 
reengineering efforts. One of the examples is golden parachute. “The golden 
parachute provide either a severance salary to the departing executive or a guaranteed 
position in the newly merged (created) operation”(Robbins)It was an incentive for the 
employee to stay with the organization. Thus the strategy and structure of 
compensation program have important implications for business and their ability to 
create and sustain competitive advantage. 
 
Third trend has been a significant rise in pay inequity. Until July 1991, directors at 
Indian companies could not be paid more than Rs 15000 a month. Commissions as a 
percentage of net profits were permitted but capped at half the annual salary. Today 
the top paid director in India takes home more than Rs 6 crore a month and scores of 
Indian CEOs make more than Rs. 3 crore a year. 
 
Many studies have been carried out to find the relationship that exists between 
executive compensation and different organizational factors. The purpose of this 
study is to have a look at the current pay levels of Executives in Indian Companies 
and what should be the rational approach in deciding the pay structure for them. 
 
Literature Review 
 
The compensation of CEOs is not only a matter of considerable interest to academics 
but also to practitioners. Major studies, so far have been done to determine factors 
that can affect the level of executive compensation (Cole & Mehran 2008).According 
to Jensen and Murphy (1990) the serious issue with CEO compensation is, that there 
is persistent focus on how much CEOs are paid which diverts the public from the real 
problem – how CEOs are paid. Frydman and Jenter (2010) found a significant 
increase in executive compensation levels from the 1970s to the early 2000s. Dong 
and Ozkan (2008) discussed increasing concerns about rising executive 
compensation. Brick et al. (2006) found evidence for excessive executive 
compensation that was unrelated to the performance of the firm. 
 
Not many studies have been done on executive compensation in the Indian context. 
One of the earliest studies on the subject was based on 1992–1993 (pre-liberalization 
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regime) CEO compensation data of top 150 companies on the Bombay Stock 
Exchange. It found that there was negative correlation between compensation and 
ownership levels in family-controlled companies. (Ramaswamy et al., 2000). Ghosh 
(2006) used panel data from 1997 to 2002 related to 462 firms from the Indian 
manufacturing sector and found a positive and marginally significant influence on 
CEO compensation exerted by the current year’s firm performance (measured by 
ROA). In a study of 193 Indian firms Jaiswall (2005) also confirmed similar results. 
A more recent study used data relating to all the companies which were listed on the 
Bombay Stock Exchange for seven years (2004–2010) and found that CEO 
compensation was positively related to the average size of the firms (measured by 
market capitalization, assets, and sales) and the proportion of promoter holding 
(Chakrabarti et al., 2011). Ozkan(2007) found in a study that there is positive and 
significant link between CEO compensation and performance. While early research 
did appear to support agency theory, over the years empirical studies (Bebchuk and 
Fried, 2003; Brick et al., 2006; Core et al., 1999; Cosh and Huges, 1997; Frydman 
and Jenter, 2010; Taylor, 2013) have concluded that CEOs and top management of 
firms are often able to extract compensation that cannot be justified by performance. 
 
Economic Theories affecting Compensation 
 
Various economic theories that have been developed over the centuries have effect on 
compensation in organizations. These theories have been classified into Macro 
Theories, Micro theories and Micro-Micro theories. Macro theories consist of ‘Social 
Wage theories and Wage Control Theories’ where the first one tend to explain what a 
society ought to pay any of its member for his contribution in any work. The latter 
suggests that government is the one agent that has some degree of indirect control on 
wage levels. 
 
Next are the ‘Justification theories’, which make an attempt to justify an individual’s 
compensation. Some of  the justification theories are considered to be a part of Micro 
Theories as they account for the broad economic influences of society that affect the 
level of compensation of all workers.  
 
Micro-Micro theories consist of ‘Behavioral Economic Theories and Organizational 
Economic Theories’. These theories took into account the aspects which were not 
given much importance in the earlier theories but could have a major influence on the 
compensation practices, like structure, functions, strategy and management of the 
organizations. 
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Elements of Executive Compensation 
 
Most organizations administer compensation for executives somewhat differently 
than compensation for other employees. At the heart of most executive compensation 
plans is the idea that executives should be rewarded if the organizations grow in 
profitability and value over a period of time. Since many executives are in high 
brackets, their compensation is often provided in ways that offer significant tax 
savings, which means that their total compensation package may be more substantial 
than just their base pay. Therefore, variable pay, distributed through different types of 
incentives is an important part of executive compensation in all global organizations. 
The components of executive compensation packages include the following: 
 

a) Base Salary – The basic salary is the key component in the compensation 
package of an executive. Since executive compensation emphasizes more on 
performance based pay and incentives, salary is usually not the major portion 
of these packages. However, the basic salary often forms the basis for 
computing other components. 

b) Annual Bonus Plans – The bonus is considered as a short-term performance 
linked incentive scheme. Annual bonus for senior managers and executives 
can be determined in several ways. One way is to use a discretionary system 
whereby the CEO and the board of directors decide bonuses. The absence of 
formal, measurable targets detracts significantly from this approach. Another 
way is to tie bonuses to specific measures such as return on investment, 
earnings per share and net profits before taxes. 

c) Executive perquisites – In addition to the regular benefits received by all 
employees, perquisites are often received by executives. These are special 
benefits, usually non-cash items. Perks also offer substantial tax savings 
because some of them are not taxed as income. 

d) Long term performance incentive – The aim of this component is to enhance 
the performance and pay relationship. Long term rewards focus on future 
profitability. The most popular approach is based on appreciation of stock 
value using various stock purchase plans. A stock option gives individuals the 
right to buy the stock in a company usually at an advantageous price. The 
theory is that if the executive is prudent and hard working the stock price will 
go up. If the stock price increases, the executive can purchase it at the lower 
fixed price, effectively receiving as a bonus the difference between the fixed 
purchase price and the higher market price.  
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Are Indian CEO’s overpaid? 
 
Executive compensation is a matter of debate both inside and outside the 
organization. This is because firstly the managers, especially at the top play a major 
role in developing their own compensation packages. Secondly executive 
compensation offer forms a substantial portion of the total labour cost of an 
organization. Moreover, it is difficult to evaluate the performance efficiency of the 
managerial people objectively. 
 
In the recent past, Indian companies have seen remarkable changes in the 
remuneration payable to its executives who make critical decisions on their behalf. 
Since 1991, there has been a manifold increase in the compensation paid to the 
executives of Indian companies. Most companies approach executive compensation 
without any reference to established economic fundamentals. In a country with an 
annual per capita income of just around Rs. 54000 and where most middle class urban 
homes count monthly income under Rs 1 lakh,compensation packages of these CEO’s 
attract disbelief. 
 

Table 1  Growth in Indian CEOs’ packages year after year 
 

Indian CEOs 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 
Naveen Jindal (JSPL) 69.76 67.21 73.42 56.95 37.0 14.78 
Kalanithi Maran (Sun 
TV) 

37.08 64.4 57 56.3 59.9 NA 

Y C Deveshwar (ITC) 7.35 8.39 9.85 11.28 NA 15 
Onkar S. Kanwar 
(Apollo tyres) 

NA 
 
 

14.1 14.0 24.2 30.4 41.7 

D. B. Gupta(Lupin) NA 11.4 15.0 22.0 37.2 37.6 

N. Chandrasekaran (TC) NA 2.98 5.24 8.01 18.68 21.28 
Nitin Paranjape (HUL) 3.19 7.92 9.7 21.4 NA NA 
B G Ragupathy (BGR 
Energy) 

9.28 25.92 25.98 43.72 NA NA 

Murali K Divi (Divi 
labs) 
 

NA 16.3 23.1 26.5 33.4 35.41 

Pawan Munjal (Hero 
Motocorp) 

NA 26.47 34.4 32.8 37.9 43.91 

*All figures in Rs Crore                          sources  : Compiled from various sources   
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Since political independence in 1947, director compensation levels in India were 
severely constrained “in public interest” for a long time (Sarkar and Sen, 1999& 
Jaiswal and Firth, 2007) but after economic liberalization in the 1990s, these idealistic 
individual limits have been virtually disregarded. Though the Public sector 
companies, are exceptions—they still operate on relatively modest pay levels 
(compared to their private sector counterparts) in line with government policies and 
the pay levels of the bureaucracy. 
However, there are generous overall limits as to what such companies can pay their 
executive and non-executive directors. The total managerial remuneration that a 
company can pay to its director, managing director and its manager in respect of any 
financial year shall not exceed 11% of the net profits of that company for that 
financial year, computed as follows: 
 

“The remuneration payable to any one managing director, or whole-time 
director, or manager should not exceed 5% of the net profits of the company; if 
there is more than one such director, the remuneration of all such directors 
taken together should not exceed 10% of the net profits. The remuneration 
(excluding any fees for attending board and committee meetings) payable to 
directors who are neither managing directors nor whole-time directors shall not 
exceed (in the aggregate) 1% of the net profits of the company if there is a 
managing, or whole-time director, or manager, or 3% of the net profits in any 
other case” (Balasubramanian, , Barua and Karthik,2013) .  

 
There are other legal provisions which check for reduced levels of executive 
compensation in case of the absence or the inadequacy of profits. 
 
Widening pay dispersion due to excessive Compensation for CEOs 
 
A lot has been written about the negative consequences of the pay gap between that 
of CEOs and the other workers. Yet little research has shown a relationship between 
dispersion and subsequent performance or higher turnover. In technologically 
intensive industries, this problem is more acute, as the executives are encouraged to 
be entrepreneurially aggressive and they are often compensated very well on the basis 
of their performance. One study found that pay dispersion in high tech firms is 
predictive of subsequent performance decrements (1997). Pay dispersion tends to 
diminish communication, increase status gaps, and foster aggressive competition for 
advancement to lucrative top posts within a company. The same effect was found for 
low tech firms, but the effect was not as profound."Entry-level salaries are low in 
India and there is a huge gap between top-level and low-level salaries. There needs to 
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be a collaborative effort in bridging the gap," says M.V.S. Seshagiri Rao, Joint 
Managing Director and Group CFO, JSW Steel (Business today, Aug 2015).  

 
Ratiocinating Executive Compensation 
 
As the organization grow or plan for significant growth, compensation levels for 
critical managers who are responsible for driving this growth start rising. This has 
been reflected in the way Indian Companies have remunerated their executives. 
Indian compensation levels are now beginning to look surprisingly similar to global 
standards. However, this presents a distinct reason for investors, regulators and 
companies to worry because the governance of compensation in India is still very far 
from the level of maturity that is mandated in western economies. 
 
Aon Hewitt’s research has brought up two aspects about executives’ compensation. 
Firstly, it has a little correlation with business fundamentals like business size or 
scope. Secondly, there is significant confusion and opacity in data that are available 
in the public domain for a large cross section of companies. There is no clarity in the 
process of pay decisions at the executive level. Usually a compensation committee is 
nominated by the board of directors to develop compensation packages for the 
managers. Some critics believe that these compensation committees are unduly 
influenced by the top managers in the process of fixation of executive perks. Since 
many organizations reward their managers mainly through executive perks and other 
not so visible schemes. Critics complain that there is no transparency in the 
development and execution of executive compensation packages. 
 
Of all the executive issues that have been raised, the one that is discussed more 
frequently is whether executive compensation levels are sufficiently linked to 
organizational performance. There is disregard for the financial health of the 
organization while determining the incentive, bonus and perks for the managers. 
Another criticism is levelled against the exorbitant exit fees paid to top executives, as 
in Golden Parachute Scheme. 
 
However there are several factors which justify the payment of higher compensation 
to the CEOs. The nature of executive jobs is such that the managers often undertake 
risk by taking decisions relating to an uncertain and unknown future. Their decision 
may affect the future not only of the organization but that of themselves and the other 
employees in the organization. Thus they are justified in their demand for adequate 
reward for the risk involved in the managerial job. The companies often face the risk 
of losing a competent CEO to its rivals in the competition for the services of capable 
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executives in the market. To avoid poaching and retain skilled and highly qualified 
managerial people, a hefty compensation is paid to the executives. 

 
Structural issue 
 
There are two structural issues involved in overpricing at any level of job. Every 
industry all over the world invested in creating vocational and professional training 
infrastructure to ease the burden of high wages. The situation is somewhat different in 
India. The companies require readymade talent and this results in a lopsided demand-
supply situation. When it comes to managerial position, the situation is more critical. 
Mediocrity is not acceptable at the top managerial position and thus begins the 
struggle of having a competent person. This becomes all the more serious when 
company has to think of ways of retaining the highly skilled and competent executive, 
and one such way is hefty compensation. 
 
Another contradictory issue is that the Indian companies are generally promoter 
driven. They ensure that the managerial compensation is in line with the best interests 
of the promoter group. In fact, companies where the board is largely controlled by the 
promoter group usually compensates its chief executive officers at an average 60% 
less than companies, where the board is driven by institutional and minority 
shareholders. Thus CEO feels himself more liable towards the management group. 
The maturity that is forced onto companies through shareholder activism has been 
very distinctively absent in the Indian context. 

 
 
Table 2: CEO Compensation: Descriptive statistics (INR crore) 
 
 

 Sample 
Year 

Remuneration: 
Mean 

Remuneration:  
Median 

Remuneration: 
Lowest 

Remuneration: 
Highest 

N= 

All Firms 2008 4.05 2.01 0.05 44.02 102 
2009 4.15 2.16 0.13 28.71 102 
2010 5.04 2.52 0.01 69.75 102 
2011 5.17 3.08 0.17 67.20 102 
2012 5.67 3.45 0.01 73.42 102 

Domestic 
Private 
Company 

2008 5.38 2.84 0.18 44.02 62 
2009 4.92 3.20 0.24 28.71 61 
2010 6.31 3.40 0.01 69.75 61 
2011 6.74 3.82 0.27 67.20 62 
2012 7.55 4.88 0.01 73.42 62 

Foreign 
Private 

2008 2.11 1.89 0.40 7.06 19 
2009 3.51 1.88 0.41 23.72 20 
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Company 2010 3.13 2.36 0.44 10.12 20 
2011 3.55 2.48 0.20 9.56 20 
2012 3.99 3.14 0.15 12.51 20 

Government 
Owned 
Company 

2008 0.25 0.15 0.05 1.52 14 
2009 0.35 0.20 0.13 2.24 14 
2010 0.43 0.32 0.17 1.52 14 
2011 0.49 0.38 0.17 2.22 14 
2012 0.50 0.37 0.15 2.53 14 

Management 
Controlled 
Company 

2008 5.11 3.74 0.14 15.74 7 
2009 6.88 4.56 0.41 19.69 7 
2010 8.66 3.85 0.54 30.64 7 
2011 5.34 3.91 0.70 14.18 6 

 
Source: Balasubramanian, N., Barua S.K., and Karthik, D. (2013)Corporate 
Governance Issues in Executive Compensation: The Indian experience (2008–2012) 

 
Conclusion 
 
In most organizations, the board of directors is the major policy setting entity and 
must approve executive compensation packages. The compensation committee is 
usually a subgroup of the board of directors who are not officers of the firm. A 
compensation committee generally makes recommendations to the board of directors 
on overall pay policies, salaries for top officers. Supplemental compensation such as 
stock options and bonuses are additional perquisites for executives. 

 
A board should consider three aspects while deciding the compensation of the CEO: 
(i) fairness, (ii) transparency and (iii) accountability. Fairness in deciding the CEOs 
compensation with respect to the compensation of the lowest level professional is 
very important. It is the contribution of every employee that makes a difference to a 
leader’s success. Therefore objectivity is very crucial. Secondly there should be full 
transparency before shareholders regarding every item of compensation and the basis 
for awarding that item. This clarity generates trust among the shareholders, as well as 
the employees. Thirdly, a large part of the CEO salary must be variable and must be 
awarded only based on his or her performance over a certain period of time. This 
would elevate the performance and help the organization attain growth. 

 
Executive incentive of the future is more likely to be tied to long term corporate 
performance along with corporate financial performance. New products and service 
lines, environmental impact assessments, and new territorial penetration are some of 
the long –range measures that may be used to assess executive performance. In this 
turbulent economic environment, when Indian companies are at a unique point in 
their evolution of policies regarding compensation, environment services etc., the 
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regulatory boards need to work actively towards ensuring effective governance of 
compensation. At the same time economic fundamentals should also be referred to, so 
as to avoid anchoring this compensation system on questionable or illogical premises. 
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