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Globalization Dilemmas & the Way Out

Dani Rodrik

Dani Rodrik is Rafiq Hariri Professor of
International Political Economy at John F. Kennedy
School of Government, Harvard University. The first
recipient of the prestigious A. O. Hirschman Award
of the Social Science Research Council (New York)
he authored many titles including the best sellers,
Has Globalization Gone Too Far (1997) and The
Globalization Paradox (2011). This article is
excerpted from his keynote address at the Bharat
Ram Memorial Seminar held in New Delhi on 16
December, 2011.
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Key Ideas

Let me start with some of the broad
ideas before going on to what I call a
fundamental political trilemma of the
world economy. This will allow us to high-
light some of the key tensions, particu-
larly those between hyper-globalisation
and democracy. The Euro Zone today
demonstrates my arguments quite well.

The first key idea is that there is a
natural limit to how far markets can ex-
tend themselves and that limit is defined
by the scope of the workable regulations
and governance that markets need. This
is a corollary to Adam Smith’s famous
dictum that the division of labour is lim-
ited by the extent of the market. The
corollary is that the market itself in turn
is limited by the scope of workable regu-
lations that non-market institutions need
to extend to the same range that the
markets are trying to cover.

The second idea relates to who or
what provides or where do these institu-
tions of regulation and governance come
from? The main locus of legitimate gov-
ernance today still remains the nation
state. By legitimate locus I mean the an-
swer to the following question: at what
level does democratic deliberation rests

The objective of international eco-
nomic arrangements must be to at-
tain the maximum amount of inte-
gration or the maximum thickness
in economic transactions that are
consistent with maintaining space
for diversity in national institutions
and the arrangements.  The objec-
tive would be to create enough
policy space to allow rich countries
to rework their social compacts at
home, poor countries to restructure
and diversify their economies so that
they can position themselves better
to benefit from globalisation, and all
nations, rich and poor alike, to es-
tablish financial systems and regu-
latory structures that are more at-
tuned to their own needs. A better
managed globalisation will be a bet-
ter globalisation, argues the paper.
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for the most part?  It is mostly at the level
of the nation state and therefore, any
notion of global governance or trans-na-
tional governance or any kind of mecha-
nism of international governance or
multi-lateralism that has significant insti-
tutions of democratic accountability and
representativeness is still far off.

Third, there are legitimate differ-
ences across nation states on the shape
these governance institutions ought to
take.  These differences arise from cul-
tural differences.  They arise also from
the varying needs and preferences of dif-
ferent nation states and from the differ-
ent levels of development in different
countries.

None of these three ideas are par-
ticularly controversial when they are
taken individually. Yet collectively they
have implications which run counter to a
lot of current thinking about how to ad-
dress globalisation.

Global governance is fundamen-
tally a fool’s errand for good and
substantive reasons.

We have to resign ourselves to a
world where the governance of the world
economy is bound to remain a patchwork,
no matter how hard we push for global
governance. Global governance is fun-
damentally a fool’s errand for good and
substantive reasons. The implication is
that, once we internalise that idea, we
have no other option but to understand
that we need to moderate our ambitions
with regard to economic globalisation or

what I call hyper-globalisation, which is
something that we actually cannot attain
and any set of policies at the national or
global level that are designed as if that is
a worthy and feasible goal, is likely to
bounce back with unexpected negative
consequences.

When we get the balance wrong be-
tween institutions of governance and the
reach of markets at the global level, we
are going to run either into problems of
legitimacy or problems of efficiency.
When we push for global rules and glo-
bal harmonisation too far without mecha-
nisms of political accountability we are
going to run into problems of inefficiency
and instability. We then push global mar-
kets too far without corresponding rules.

Institutions of Capitalism

Adam Smith had a key insight in to
the importance of markets and private
initiative that market was the most cre-
ative and dynamic engine known to man
and that this market required a very mini-
mal state, providing very minimal func-
tions.  That markets required very thin
level of governance has survived both in
textbooks as well as in libertarian tradi-
tion that is still actually very strong in
United States, which views markets as
separate and disembodied from politics
as long as the government simply pro-
tects property rights and undertakes na-
tional defence functions, nothing else is
required for markets really to prosper.

In the Twentieth Century, we devel-
oped a much richer conception of the
markets. We better understood that the



Globalization Dilemmas & the Way Out

The Indian Journal of Industrial Relations, Vol. 47, No. 3, January 2012 395

markets need to be embedded in a much
more complete, and stricter set of insti-
tutions and that the markets are not self-
creating. Anything other than a village
market requires investments in transport
and logistics to create a market place
whether electronic, virtual or real. Mar-
kets are not necessarily self-regulating
either, thus requiring a whole panoply of
regulatory institutions, from financial
regulations to those relating to consumer
safety and also competitive behaviour.
Markets are not self-stabilising and
therefore need monetary and fiscal in-
stitutions to stabilise them over time. Of
course, markets are not self-legitimising
and so we need institutions of social
safety nets and social insurance. Ulti-
mately we also need a political democ-
racy to legitimise the working of markets
which goes far beyond the original
Smithian conception of a very thin state.

Ultimately we also need a political
democracy to legitimise the work-
ing of markets which goes far be-
yond the original Smithian concep-
tion of a very thin state.

In practice, during much of the
Twentieth Century and certainly after
World War II, the practical realisation of
this conception of embedded markets
took the form of combining Keynesian
ideas about macro-economic manage-
ment and the welfare state, providing
extensive forms of social insurance and
safety nets in much of the developing
world and elsewhere as well through the
extensive industry policies and restruc-
turing of the economies. This combina-

tion of the welfare state and the industry
policy was the practical expression of
these ideas.

Bretton Woods System

During the Bretton Woods era when
this set of ideas came to a fruition, the
kind of world economy we had was the
one that was based largely on national
systems of capitalism and not a global
one.  In fact, the Bretton Woods system
made the whole economy work by
throwing lots of sand in the wheels of
both international commerce and finance.
On the side of international finance we
had the capital controls.  On the side of
international trade we had very thin set
of rules that kept a lot of global commerce
outside the domain of global or multi-lat-
eral discipline.

After the 1980’s, we began to push
for a somewhat different conception.
The key idea here was of full-fledged
globalisation or what I call hyper-
globalisation that required elimination of
transaction costs on international trade
and finance and that went beyond sim-
ply reducing import tariffs or eliminating
capital controls at the border. It meant
reforming the domestic regulatory appa-
ratus such that the differences across
countries would not in themselves impede
global trade and finance. It meant the
agenda under the World Trade
Organisation being pushed for regulatory
harmonisation in a lot of areas. It also
meant financial globalisation where ev-
erything was done to ensure the free,
unimpeded flow of capital across the
borders.
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Now the flaw of the system was that
it did not provide sufficiently strong glo-
bal governance mechanisms to support
international commerce and finance while
at the same time weakening the very
national institutions of governance that
previously had ensured that the spread
or the growth of domestic or national
markets could provide for the prosperity
for all. The consequence of this was the
very syndrome associated with the last
two decades; malfunctioning by both the
economic as well as the political institu-
tions.  One way to put all these ideas on
a historical frame is to highlight the kind
of dilemma that we face today, the po-
litical trilemma of the world economy.

Talking historically, the period of the
Gold Standard of the 19th century or
roughly the period from1880 until about
the First World War was a system where
we tried to combine a very open world
economy with the system that was in fact
a patchwork in terms of governance and
where the basic unit was still individual
countries and the nation states. Certainly
national sovereignty reigned supreme but
the manner in which the Gold Standard
and its rules played out was that individual
countries had very little space within
which to carry out their economic poli-
cies.  In fact, there was not even a con-
ception of what domestic economic sov-
ereignty really meant.  This was, of course
before Keynes.

We have learnt from history that this
kind of a model is fundamentally not com-
patible with democracy because the nar-
rowing of domestic political and economic
sovereignty or domestic economic policy

space restricts the options too much to
be really compatible with democracy.  Of
course, there is historically the big tran-
sition from the Gold Standard. Great Brit-
ain went off it in 1931. In Britain a lot of
political forces then exerted pressure on
the government to reflate the economy
while the rules of the Gold Standard re-
quired to keep very high interest rates.
Ultimately, the domestic political forces
won and Britain had to get off Gold in
response essentially to mass politics.

Hyper-Globalization

What I mean by hyper-globalisation
is a global market that is as integrated as
a national market is.  It means a world
economy where national borders are not
associated with any transaction costs on
international trade and finance.

It means a world economy where
national borders are not associated
with any transaction costs on inter-
national trade and finance.

What does that actually mean for in-
dividual nation states?  It means that na-
tion states are unable to impose restric-
tions at the borders such as import tar-
iffs, import restrictions, capital controls.
There is more; nation states must also
harmonise domestic legal and regulatory
regimes with the global ones to minimise
transaction costs that might arise from
jurisdictional discontinuities like different
bank regulations, different consumer
safety regulations and so forth. It must
also be the case that nation states are
credibly pre-committing not to deviate
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from those harmonised regimes. Logi-
cally, therefore, the only manner in which
we can attain hyper-globalisation is by
restricting the scope of domestic policy
in this way.

Such narrowing of policy space con-
flicts with the conventional conceptions
of democracy. There are less ambitious
forms of globalisation that may in fact
be compatible with and actually enhance
democracy. That is precisely the kind of
globalisation and not hyper-globalisation
that we need to push for.

Bretton Woods Compromise

Post World War II the Bretton Wood
regime picked a very different system.
Taking off from the interpretation of
Keynes and others as to what had gone
wrong during the War II period, the
Bretton Woods regime explicitly designed
rules that left significant policy space for
individual countries. This was meant to
open up the space for individual govern-
ments so that they could practice
Keynesian demand management policies.
They could erect their own social safety
nets and welfare states and they had
enough economic policy space to conduct
restructuring policies and industrial poli-
cies and that is what we mean by the
Bretton Wood compromise. It explicitly
left out any attempt at trying to move
towards hyper-globalisation or achieve
economic globalisation beyond a certain
level. This was an explicitly incomplete
globalisation. Keynes famously said in
1945 that capital controls as part of the
Britain Woods regime were not meant to
be simply a temporary expedient. They

were permanently an integral part of the
regime because he understood that, for
the healthy functioning of domestic eco-
nomic management, countries needed
certain amount of insulation from the
vagaries of short-term international fi-
nance and trade regime. The GATT re-
gime actually worked out a similar ar-
rangement in trade, given the various
exceptions that were called for in agri-
culture, services and even within manu-
facturing, for textiles and clothing as
trade in those areas encroached on the
domestic social and political bargains.
This was a vision that explicitly kept
hyper-globalisation at bay.

Bretton Woods regime explicitly
designed rules that left significant
policy space for individual coun-
tries.

After the 1980’s, particularly after
1990, we have been pushing for hyper-
globalisation which has created failures
of deep legitimacy where global rules
went too far. The key example of this is
the World Trade Organisation which
economists and trade lawyers think is the
greatest construction of the last 30 years.
Probably it may be the least popular in-
ternational organisation if you ask the
person on the street. Problems of legiti-
macy on the one hand and issues of in-
adequate regulation on the other were in
fact of those who did not go far enough
in the area international finance.

In principle, we can imagine a third
alternative to complete the trilemma by
posing the question: why not dispense
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with the nation state?  Logically we can
envisage a democratic, globally account-
able representative system of governance
at the global level and thus we can com-
bine global markets and global gover-
nance along democratic lines.  This, of
course, would require significant restraint
on the national self-determination be-
cause the political space would be mov-
ing from the level of the nation state. It
would move trans-nationally to the level
somewhat above the nation state.

The Case of European Union

The experience of the European
Union, the failure of Euro zone in par-
ticular, gives us some pause to consider
the limits that are broader than a regional
entity, but this way of characterising our
options is what the political trilemma of
the world economy is. It basically says,
between hyper-globalisation, national
sovereignty and democratic politics we
can have at the most two out of the three.
To put it in terms of trade-offs, if we are
moving in the direction of hyper-
globalisation, we have to sacrifice either
national sovereignty or sacrifice democ-
racy, or both. We cannot keep all these
values at once and a lot of our problems
derive from the unwillingness or inability
to internalise these constraints that eco-
nomics and politics impose on us.

The experience of the European
Union, the failure of Euro zone in
particular, gives us some pause to
consider the limits that are broader
than a regional entity.

The case of European Union is very
interesting because it is probably the part
of the world which came as close to
something like a global governance, but
only at the regional level because, after
all, the European Union was an attempt
to create a broad range of institutions that
would underpin a single European mar-
ket in labour, commodities, services, fi-
nance and capital. There would also be
democracy. In fact, the European Union
created a very impressive set of institu-
tional achievements.  Europeans directly
elected European Parliament, European
Commission, European Council and the
European Court of Justice, which actu-
ally can tell nation states that their laws
violate European rules.  There is the
Acquis communitaire (EU’s regulations)
which by now cover a very wide range
of areas, from housing standards to en-
vironmental standards. On top of every-
thing else, the Euro Zone implies a com-
mon monetary regime, a common mon-
etary policy and a single central bank.

All of these still turn out to have been
quite incomplete, which is why the Euro-
pean Union was very badly exposed to
the crisis. Ultimately, what the Euro Zone
had created was a system where increas-
ingly policy was being made at the cen-
tre, at the level of the European Union,
but politics was still very much at the
level of individual nation states.  This is
what Viven Schmidt of Boston Univer-
sity has called the problem of having
policy without politics at the Union and
politics without policy at the level of na-
tion states. The fact is that national gov-
ernments do not have room to choose
their policies.  All the important regula-
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tions are being taken at the level of the
region but there is not really the effect
of the political community that governs
the system at all.

Euro Zone- USA Comparison

Just to drive the point home as to how
that institutional incompleteness has
played itself out, let us just compare the
Euro Zone for a minute with the United
States. Think of California, a part of the
US, which shares a common currency
with the rest of the US just as Greece
and Ireland do within the Euro Zone.
What happens if the state of California
becomes insolvent?  The way the things
work out is very different from the way
the things work out when the Greek Gov-
ernment becomes insolvent. What hap-
pens is that a resident of California now
automatically gets welfare checks and
other incomes directly from Washington.

Borrowers in California do not get
automatically shut out of credit markets
if they have a healthy balance sheet so
they are not tarred by the sovereign risk
of the California state government the
same way that Greek borrowers or Greek
banks are tarred by the sovereign rating
of their own government. The Federal
Reserve stands ready to act as an auto-
matic lender of last resort to any Cali-
fornian bank. Californian interests are
represented directly in Washington be-
cause Californians can elect representa-
tives and senators to go and push for their
interests in Washington DC. Of course,
Californians can move much more eas-
ily to seek jobs in the rest of the United
States without facing cultural and lan-

guage barriers like the Greeks would in
the European Union.

Californians can move much more
easily to seek jobs in the rest of
the United States without facing
cultural and language barriers like
the Greeks would in the European
Union.

On the other side, there is no expec-
tation that Washington DC will come
necessarily to the help of the California
state government. In fact Californian
residents are being directly helped from
Washington so that the centre does not
necessarily have to come to the help of
any individual borrowers such as the
State of California.

The residents of California are part
of the political community and gover-
nance structure of Washington and in
return California has given up its sover-
eignty and has adopted Federal laws and
regulations. Much of the economic policy
moves directly up to the level of Wash-
ington. None of these things is true in the
Euro Zone, which is what creates the
problem that at the moment Greece runs
into. If Greece goes into a sovereign cri-
sis, it does not have the ability to pull it-
self out because Greek residents do not
get the kind of help or do not have the
safety valves that the Californians have.
If Greece goes out of the Euro Zone then
the next must be Portugal, Ireland or Italy.
The spillovers, the contagion or the pos-
sibility of self-fulfilling panics are all there
because of the lack of existence of the
other institutions that the United States
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as a Federal Republic has managed to
build over a period of a century or more.

Golden Straight Jacket Dilemma

In terms of applying the dilemma to
the Euro Zone, what countries like
Greece or Italy increasingly find them-
selves in is basically under the golden
straight jacket where even a fiscal com-
pact is simply going to mean the imposi-
tion of rules from the stronger countries
like Germany on the weaker countries;
rules made without the kind of demo-
cratic apparatus that normally we asso-
ciate fiscal policy with. The alternative
would have been to make a big leap to-
wards a truly political Europe; it is obvi-
ously a much more ambitious one.

Ultimately the question for Europe is
whether it is going to be feasible to re-
strain democratic politics to the extent of
the level of nation states and if not, do we
need other options? The third option here
is the Euro Zone’s break-up, with Greece
and possibly others going away and rein-
troducing the domestic currency. That
Europe is in a much more advanced state
of hyper-globalisation makes it rather clear
that these trade-offs do exist.

Europe needs either more politi-
cal union if it wants a single mar-
ket or less economic union if it is
unable to achieve political integra-
tion.

Broadly speaking, Europe needs ei-
ther more political union if it wants a
single market or less economic union if it

is unable to achieve political integration.
The only other option which is where they
are caught right now is to significantly
restrain the working of democratic
mechanisms.

Democracy Enhancing Globalization

Democracies have various mecha-
nisms for restricting the autonomy or the
policy space of decision makers. For ex-
ample, democratically elected parlia-
ments delegate power to independent or
quasi independent autonomous bodies and
lot of regulatory bodies are of that kind.
Central banks are often similarly inde-
pendent and there are various kinds of
checks and balances in constitutional
democracies.  Similarly, globalisation can
make it easier for national democracies
to attain the goals that they pursue even
if it comes at the expense of some re-
strictions in terms of autonomy.

The fr ict ion arises only when
globalisation restricts the articulation and
pursuit of domestic goals in ways that
conflict with standard understanding of
what democratic delegation is. Certainly
some forms of delegation can be highly
undemocratic such as when the national
parliament delegates to the executive, and
the executive delegates to the World
Trade Organisation, which in-turn del-
egates to a bunch of Judges and then
there might be a chain with too many
links. The problem arises when
globalisation entails restrictions on do-
mestic policy space without compensat-
ing expansion of democratic space at the
regional or global level.  Then we do not
get a voice in the rule making at
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transnational level while our voice in
policy making at the domestic level is
being restricted.

There are various ways in which
globalisation can enhance democracy.
There is a useful article by three politi-
cal scientists, Keohane, Macedo and
Moravcsik, which called this democracy
enhancing multi-lateralism. They talk
about how globalisation can enhance de-
mocracy by offsetting factions.  If we
have special interest lobbies that are very
powerful domestically, the forces of
globalisation can offset them by protect-
ing minority rights or by enhancing the
quality of democratic deliberation. How-
ever, just because globalisation can en-
hance democracy does not mean that it
always does so and in fact there are
many ways in which rather than offset-
ting factions, globalisation can privilege
factions.  Anti-dumping rules, for ex-
ample, augment protectionist interests.
Rules on intellectual property rights and
copyrights which privilege pharmaceuti-
cals companies and Disney Company are
another case in point.

Similarly, there are many ways in
which globalisation actually harms rather
than enhancing the quality of democratic
deliberation. For example, large-scale
agreements under the aegis of the WTO
or the IMF are often simply voted up or
down in parliaments without any discus-
sion whatsoever, simply because they are
international agreements.

There are versions of globalisation
that could enhance the working of de-
mocracy.  Thus there is an important dif-

ference in principle and substance be-
tween the pursuit of what I have called
hyper-globalisation, which would justify
all external restrictions on domestic policy
space so as to minimise transaction
costs associated with national borders,
and what now can be called after
Keohane et al. ‘democracy enhancing
globalisation’, which would impose only
those, mostly procedural restrictions such
as transparency, accountability, represen-
tativeness, use of scientific evidence and
so forth.

We are moving into a phase of the
world economy where national sov-
ereignty is going to become much
more important than before.

We are moving into a phase of the
world economy where national sover-
eignty is going to become much more
important than before.  That is not only
because some of the traditional multilat-
eral powers are declining but also be-
cause of the rising powers like China and
India which traditionally have put ex-
tremely strong emphasis on national sov-
ereignty.   This is not a bad thing because
the global economy can actually function
pretty well in a world where most coun-
tries are actually following their own na-
tional interest. Sometimes we make the
mistake of thinking of the world economy
as a global commons but, in fact, coun-
tries follow open trade and open finance
policies because it is a good thing for
themselves.

Nobody follows liberal trade and fi-
nancial policies so as to provide benefits
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to the rest of the world. We do it because
it is good for us.  So in principle, if all
countries are following their own national,
domestic interest then we end up with a
pretty open world economy as a matter
of course. So when nation states have
policy room, the outcome need not be a
slippery slope to protectionism.  This is
not to say that democratic politics do not
mal-function.  We are very well aware
of that in India how democracies can
malfunction. But when democracies mal-
function, it is the domestics who pay the
bulk of the costs. For example, agricul-
ture subsidies (or agricultural protection-
ism as is the case in India) generate costs
for the rest of the world but the bulk of
the costs is really paid by the domestic
tax payers and domestic consumers. So
improved domestic deliberation at home
is likely to be a much more useful lever-
age and much more powerful than ex-
ternal constraints, given that ultimately
the costs of that policy are borne at home
and the benefits of good policy would also
be disproportionately at home.

Agenda for Global Negotiations

What would these imply for an
agenda for global negotiations? First,
multilateral institutions ought to focus on
global rules that enhance the quality of
domestic calibration. This is to be distin-
guished from global rule making which
too often focuses instead on harmonising
policies and regulations based on their
substance. The key principle here would
be to insist on some global procedural
norms associated with high-quality demo-
cratic deliberation, such as transparency,
accountability, representativeness, use of

scientific or economic evidence. Domes-
tic policy should be made subject to those
procedural safeguards without taking a
position as to what the outcome of those
rules ought to be, i.e., what capital ad-
equacy standards ought to be, what prod-
uct safety rules ought to be in different
countries etc. This is a very different way
of thinking about what multi-lateral re-
gimes should do. This approach would
actually legitimise national differences in
regulatory structures subject to proce-
dural safeguards that ensure high quality
deliberation.

Multilateral institutions ought to
focus on global rules that enhance
the quality of domestic calibration.

Some existing agreements have a bit
of that flavour such as the SPS agree-
ment in World Trade Organisation, which
call for the use of scientific evidence. In
practice, even that argument has fallen
short by not giving enough room for de-
mocracies to make their own mistakes
which they ought to be allowed to do.
Many other WTO agreements are based
on models of harmonisation and still oth-
ers such as the anti-dumping regime are
simply poorly designed to empower
wrong or narrow set of interests.

It should also be possible to deal with
macro-economic imbalances. The global
economy is not a global commons in the
sense that if all countries follow their
national interests, we get a fairly open
world economy because openness is in
the domestic interest.  There is one ma-
jor exception that if countries believe that
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it is in their interest to run large trade
surpluses then they impose large costs
on other countries. This is an area, there-
fore, where global coordination and glo-
bal governance can be of critical impor-
tance. In the context of China’s current
account surplus this is an issue that the
world economy has to deal with. An im-
portant caveat should be added here: until
now, the rest of the world and the United
States in particular, has simply been tell-
ing China that they have to find a way of
reducing their current account surplus
and to appreciate their currency more
rapidly without paying sufficient atten-
tion to that China also has very valid and
real employment and social concerns.
Therefore, ultimately, if the rest of the
world wants more rapid renminbi appre-
ciation, it ought to be willing to provide
China with an insurance policy in the form
of looking the other way if China has to
employ sectoral or micro-economic or
trade policies in order to bail out or pro-
tect certain tradable sectors that might
suffer large job losses or dislocations as
a result of a rapid appreciation of its own
currency.  So if the world community
wants greater discipline over macro/cur-
rency policies in China, it also has to be
willing to provide it with less discipline
over micro industrial or sectoral policies.
The costs imposed on other countries
would not be necessarily as severe as
with mercantilist currency or trade im-
balance policies.

We cannot talk about where the big
gains are in the world economy without
also mentioning labour mobility because
we have talked about globalisation.  This
is one area where globalisation is the

least advanced. The labour regime today
globally is where the trade regime was
back in 1950 when certainly the smart
thing to do was to dismantle the patch-
work of quantitative restrictions and very
high barriers to trade in goods. Where
the greatest economic gains exist today
for global cooperation is in the area of
liberalising labour flows not globally, not
entirely, not by very large amount but
even marginally.  Even a small increase
in temporary work visa would yield net
gains that are several times those from
completing for example, the Doha Round
today.

Even a small increase in tempo-
rary work visa would yield net
gains that are several times those
from completing for example, the
Doha Round today.

The gains are not huge in Doha any-
more. There are similarly no big gains
from harmonising financial regulations,
where the danger would be a movement
towards lowest common denominator or
inappropriate standards.  In both areas,
we need to focus much more on domes-
tic regulatory standards and then find
ways of preventing across country arbi-
trage or cross border capital flows that
tend to undermine standards in the
higher-standard countries.

New Set of Traffic Rules

What I have been calling for can be
called a new set of traffic rules for the
world economy.  These are rules that are
based on the understanding that countries
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actually have the right to protect their own
social arrangements and institutions but
not to impose them on others.  We need
to moderate our ambitions to economic
globalisation. The objective of interna-
tional economic arrangements must be to
attain the maximum amount of integra-
tion or the maximum thickness in eco-
nomic transactions that are consistent
with maintaining space for diversity in
national institutions and the arrangements.
In a way, this entails a return at least to
the spirit of the Bretton Woods system.
The objective would be to create enough
policy space to allow rich countries to
rework their social compacts at home,
poor countries to restructure and diver-
sify their economies so that they can po-

sition themselves better to benefit from
globalisation, and all nations, rich and poor
alike, to establish financial systems and
regulatory structures that are more at-
tuned to their own needs.

A better managed globalisation will
be a better globalisation.

The ultimate paradox of globalisation
is that a system that moves in this direc-
tion may look like it is retreating from
economic globalisation, but will actually
provide a much more healthy foundation
for a global economy. A better managed
globalisation will be a better globalisation.
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Introduction
This study aims to distinguish the

working-hours reduction strategies that
enable firms to improve their productiv-
ity after the reduction as it regards an
activity raising labour costs. Working-
hours reduction as a firm-level and na-
tional-level labour policy remains domi-
nant in labour affair officers’ minds be-
cause of its potential effect on the addi-
tional non-work time and employment
creation in the past 30 years.  Firms in
countries such as France (35-hour work
week since 2002), Japan (40-hour work
week since 1988), China (40-hour work
week since 1995), Taiwan (84-hours over
2 weeks since 2000), and South Korea
(40-hour work week since 2003) have
been forced to face a legislative-passed
working-hours reduction as well as in-
ternal requests to maintain labour produc-
tivity and control costs.

Numerous studies have shown that
working-hours reduction is a tough yet
beneficial labour policy to both the em-
ployees and employers (Bosch &
Lehnorff 2001, Kramar 1993, MacInnes
2005, Perry-Smith & Blum 2000,
Thornthwaite 2004, Strachan & Burgess
1998, Solomon 1994).  However, few

The present study illustrates a
framework for successful work-
ing-hours reduction in the field
of management.  The author iden-
tifies three types of working-
hours reductions:  the trade-
union-led reduction, the govern-
ment-led reduction, and the com-
pany-led reduction, and focuses
on the government-led one,
which brings in a huge manage-
rial challenge for employers.  As
a conclusion, the study proposes
a compensative strategy package,
composed of an organization’s
change strategies (working-
hours arrangement, work process
improvement, and work ethics
change) and wages in the status
quo policy, to help employers
overcome the impact on labour
costs and productivity.  Four
propositions are proposed for
further studies.
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studies have presented how firms meet
the challenge of working-hours reduction
(Pocock 2005, White et al. 2003).  Most
of the empirical studies cited above fo-
cus quantitatively on the effects of the
working-hours reduction on employabil-
ity and productivity, instead of the
mechanism for policy accomplishment.
The two most used strategies that firms
adopt to reduce working hours are auto-
mation and flexibility of the working-
hours (Allan et al .  1998, Bosch &
Lehnorff 2001, Elbring et al. 1975, Pierce
& Newstrom 1983).

Okubayashi (1990) indicated a per-
spective that the reduction of working
hours should be accomplished through
overall changes in either the production
system or the superior human resource
management (HRM) system. The
present study illustrates the working-
hours reduction strategies from the aca-
demic perspective of HRM.  Such a
viewpoint on this subject is rare and might
help to fill the gap between the practitio-
ners and academia.

The present qualitative study attempts
to contribute to the literature from three
points of view.  First, it identifies a busi-
ness dilemma faced by firms in which the
working-hours reduction needs to be dealt
with in nearly a trade-off nature.   Sec-
ond, through a case study context we
demonstrate a comprehensive frame-
work of compensative strategies that
contain three types of work change or-
ganization improving strategies and an
income security strategy.  The qualita-
tive method is chosen in order to inte-
grate the wisdom from practitioners and

academic researchers and to demon-
strate the findings in a field study envi-
ronment.  Finally, the present study ech-
oes Bosch and Lehnorff’s (2001) valu-
able foresight in to the positive produc-
tivity effect of working-hours reduction
through three empirical case analyses.
Bosch and Lehnorff (2001) primarily re-
searched working-hours reduction from
the perspective of economics. The
present study not only echoes their find-
ings that successful working-hours re-
duction strategies should empathize on
work organization change and wage ne-
gotiation, but also deepens their expla-
nation from the perspective of business
research.  Such a deductive effort allows
us to apply Bosch and Lehnorff’s (2001)
compensative framework from European
countries to the context of the Asian
country of Japan.

Nature of Government-Led
Working-Hours Reduction

We can distinguish the nature of
working-hours reduction into three types:
the trade-union-led reduction, the govern-
ment-led reduction, and the company-led
reduction. A typical trade-union-led
working-hours reduction goal is the 40-
hour work week of Germany’s engineer-
ing and printing industries in 1985.  The
35-hour work week in France in 2000
and the 40-hour work week in Japan in
1988 are typical patterns of government-
led working-hours reduction.

Different working hours reduction ini-
tiatives bring in different goals. The bar-
gaining powers of the government, trade
unions, and employers determine the
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amount of hours to be reduced.  When
trade unions win the negotiation the re-
duction goal will be set based on being able
to ease the optimum of employees’ physi-
cal fatigue, however it might go beyond
the output optimum of the current produc-
tion system and bring in operation losses
(Osuga & Shimoyama 1998, Yamamoto
1982).  When the government is forced
(by social consensus or major trade unions)
to reduce the statutory working-hours
standard, the employers face a similar
pressure of potential damage to profits and
the necessity to improve productivity to
compensate the losses. Working strain
might be raised as a result of labour pro-
ductivity improvement.

Working-hours reduction is not
always a devil that has to avoid.

Working-hours reduction is not al-
ways a devil that has to avoid. Research
studies have shown that many employ-
ers, especially those adopting belt-con-
veyor production systems, chose to set
the working-hours standard on the point
of profit maximization (Osuga &
Shimoyama 1998, Yamamoto 1982).
Company-led working-hours reduction
not only benefits the employers from eas-
ing employees’ fatigue and the conse-
quent improvement in labour productiv-
ity, but also brings forth the merit of re-
cruitment advantage.  Yamamoto (1982)
indicated that the five-day work week
and the regulation of overtime hours con-
tributed to the facilitation of mass belt-
conveyor systems in Japan’s electronics
industry in the second half of the 1960s.
Employers sometimes apply a shift work

system to gather more extensive usage
of current employees and equipment
(Bosch & Lehnorff 2001).

Method & Data

In the first stage, we collect the rel-
evant literature to direct the main struc-
ture of the research framework.  Since
practical working-hours reduction cases
and strategies can be easily found in major
technical manuals and business textbooks
in Japan, the present study categorizes
every strategy we can find under the di-
rection of meaningful management wis-
dom.  Bosch and Lehnorff’s (2001) sug-
gested that it is necessary to change the
work organization to reduce working
hours effectively, and hence the concept
of organizational change management is
adopted herein to organize our strategy
framework.  Two compensative catego-
ries of strategy - the work change orga-
nization improving strategies and an in-
come security strategy - are built to di-
rect our empirical survey.

The second stage of the present study
concludes a theoretical framework de-
rived from the concept of organizational
change management.  We apply a theo-
retical sampling to firms that were well-
known for their success in working-hours
reduction.  The standard for sampling is
a firm list of those winning the “prize for
working-hours reduction” given by
Japan’s government labour office, the
Hyogo Labour Bureau. After a request
for survey participation through phone
and e-mail, we started the procedure of
face-to-face interviews. The invitation
for survey participation ended after em-
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bodying the whole framework of
compensative strategies with real case
data (the rule of theoretical saturation).
We conducted a face-to-face interview
with the owner/human resource manager
in the surveyed firm at least one time and
spent more than 2 hours each time.  Four
managers in charge of the working-hours
reduction in the human resources man-
agement department and two owners
responded to our interviews (Table 1 for
the profile of surveyed firms and related
information).  Every interview was made
in the respondents’ native language of

Japanese.  All conversations were well-
transferred from voice data into words
for documentation.  We devoted our best
efforts to collecting raw data e.g., inter-
nal newsletters or management docu-
ments, especially for the sensitive wage
and working-hours data, and other sec-
ondary information to ensure the accu-
racy of the data.  An after-survey e-mail
communication was applied and well-
documented for further information.  In
other words, this study applies triangula-
tion on the surveyed data.

Table 1: Profile of Firms and Interviewees

Name of surveyed firm Akashi Plastic Industry Company A Fuji Air Tools
Co., Ltd.

Date of data gathered March 2000 August 2000 July 2000
Year of establishment 1959 In the 1920s 1943
Capital 32 million Japanese Yen —— 300 million JapaneseYen
Annual sales 400 million Japanese Yen 2,779.6 billion

Japanese Yen 3 billion Japanese Yen
Employment 34 workers (6 managers, 49,625 workers 162 workers (143 regular

14 regular workers and (42,989 regular and 19 part-time
14 part-time workers) and 6,636 part- workers)

time workers)
Products Plastic press accessory General Air tools (640 kinds of

and its mould electronics regular items; order-
(240 kinds of products made products are
regular items) about 1,400 items)

Date of interview July 3, 2000 August 1, 2000 July 6, 2000
Interviewees Mr. Kamiya, Kourou, Manager K, Sales Mr. Inoue, Muneyoshi,

the Chairman of Department the President;
Board; Mr. Fukuda, (Manager of the Mr. Tanaka, Kazuhito,
Takaharu, the President Employment Manager of the

Section, also the Management
Corporate Department
Personnel
Department during
working-hours
reduction); Mr. K,
Industrial Relations
Group, Corporate
Personnel Department
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The final stage of the study organizes
the surveyed case to demonstrate our
framework and propositions.  While ana-
lyzing the strategies, we include every
policy adopted in the surveyed firms dur-
ing the period of working-hours reduc-
tion under the scope of analysis and at-
tempt to find out its potential function on
working-hours reduction if one exists.  We
allowed for any feedback from the re-
spondent firms to our organized case ar-
ticle and in fact received one correspon-
dence concerning whether we should in-
clude a strategy whose introduction aim
is not for working-hours reduction.  We
reached a consensus that it made sense
to allow one strategy to have a sponta-
neous effect on another function differ-
ent from its original aim, so that our analy-
sis for their working-hours reduction was
reasonable and accepted as it was.

Working-Hours Reduction in Japan

Japan lifted its statutory working-
ours standard from a 48-hour week to a
40-hour week by renewing the Labour
Standard Law in 1987. What is notewor-
thy is that the renewal allowed for a
gradual implementation of working-hours
reduction depending on the business size
and type of industry.  A typical Japanese
firm could reduce its working hours in a
relatively slow manner:  to adopt a 46-
hour week until 1988, a 44-hour week
until 1991, and finally a 40-hour week until
1997.  A de-regularization of working-
hours system was introduced at the same
time to compensate for the pressure of
working-hours reduction.  Three types of
flexible working-hour systems (2 formula
flexible-time systems on the monthly and

yearly bases and one non-formula sys-
tem on the weekly basis for specific types
of firms) were introduced to all occupa-
tions.  In addition to white-collar work-
ers, a flexi-time system and a globally
unique employees’ discretionary work-
ing-hours system were also implemented
to hasten the progress of the working-
hours reduction.  To help small and me-
dium-sized businesses to overcome such
an external business shock, Japan’s gov-
ernment assigned a sunset law (prima-
rily to be closed in 1992, but was ex-
tended until 2006), which provided either
a subsidy for firms that proceeded with
working-hours reduction under appropri-
ate plans, or numerous promotional sym-
posiums and commendation ceremonies
to create a national consensus through-
out Japan, which is globally well-known
for prolonged work hours and
workaholism.  Watanabe (1997) reported
subsidies amounting to 28 billion Japanese
Yen had been paid out through the sun-
set law.

The Surveyed Firms.

Akashi Plastic Industry:  Akashi
Plastic Industry is a small-sized enter-
prise established in 1959 in Kobe.  Its
annual sales were 400 million Japanese
Yen and it employed 34 workers (6 man-
agers, 14 regular workers, and 14 part-
time workers) in March 2000.  As the
Nikkan Kogyo News Publisher had rec-
ommended it as representative of a run-
ner injection moulding firm in Japan, this
firm produces plastic press accessories
and moulds for famous Japanese major
manufacturing companies.  In contrast to
many other Japanese factories moving
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production to foreign countries that pro-
vide labour costs cheaper than in Japan,
Akashi Plastic Industry chose to stay
rooted in its homeland to regain its busi-
ness advantage through technological and
production innovations.  Akashi Plastic
Industry actually won the award for fac-
tory rationalization from the Osaka Min-
istry of International Trade and Industry
in 1967 and was assigned as the model
for factory rationalization by the
government’s Small and Medium Enter-
prise Agency in 1975, 1985, 1987 and
1988.

During the period1987-2000, Akashi
Plastic Industry reduced its regular
weekly working hours from 48 hours to
40 hours and overtime hours from 14.5
hours to 4.29 hours.  This amounted to a
reduction of 18.21 working hours per
week, yet Akashi Plastic Industry still
gained profits regardless of decreasing
sales during deflation in the latter half of
the 1990s.  Yearly absence rates also fell
from 10% to 1%.

This amounted to a reduction of
18.21 working hours per week, yet
Akashi Plastic Industry still gained
profits regardless of decreasing
sales during deflation in the latter
half of the 1990s.  Yearly absence
rates also fell from 10% to 1%.

Company A: Company A is a big
electronics manufacturing enterprise
made up of 120 branches (sales, design,
production, and research and develop-
ment) in Japan and 116 foreign branches
in 36 countries.  The company is a gen-

eral electronics goods provider whose
production line covers products for the
high technology space shuttle to con-
sumer goods of instant cup noodles.  Its
annual sales revenue was 2,779.6 billion
Japanese Yen and it employed 49,625
workers (42,989 regular and 6,636 part-
time workers) in 2000.  The firm experi-
enced a local boom from the five-day-
week system that prevailed in belt-con-
veyor production firms and reduced its
weekly working hours from 45 to 44 with
a wage guaranty to employees in the
1960s (Yamamoto 1982).  When Japan’s
government cut working hours to 40
hours per week, Company A kept weekly
working hours at the 44-hour level.

During 1989 -1997, the company cut
daily regular working hours from 8 to 7
and 45 minutes and increased annual
vacation from 12.98 days to 17.4 days
per average employee.  The firm’s aver-
age total actual working hours fell from
2,169 hours to 1,932 hours, or a10.9%
cut, while labour productivity grew from
21,396 Yen to 30,691 Yen per employee,
which is a 43% increase.

Fuji Air Tools:  It is a medium-sized
enterprise founded in 1973. Its annual
sales were 400 million Japanese Yen and
it employed 162 workers (143 regular
workers and 19 part-time workers) in
July 2000.  Apart from the head office
and a factory in Osaka, Fuji Air Tools
possesses 15 sales branches in Japan and
4 sales branches in foreign countries.
Fuji Air Tools provides a total service of
design, production, sales, and product
consultancy in air tools to its customers.
It is able to make small-lot-sized and
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mixed multiple products in its production
line, offering 2,000 types of products an-
nually, whereby 640 types of them are a
standard format to be consumed.  The
company has an effective production
system, in which only 30 workers are
needed to assemble 13,000 items of prod-
ucts in one month without any additional
automation support.  Accordingly, the NK
Industrial Research Institute recom-
mended Fuji Air Tools’ product line as
one of the largest in the world and se-
lected it as one of 112 excellent firms in
Japan’s metal-processing industry.  The
firm exports products to 60 countries,
which made up 40% of total sales in
October 1998.

Fuji Air Tools accomplished work-
ing-hours reduction by introducing
two additional days of annual vaca-
tion and holidays from 1988 to
1996.

Fuji Air Tools accomplished working-
hours reduction by introducing two addi-
tional days of annual vacation and holi-
days from 1988 to 1996. During 2 five-
year plans for its 50th anniversary me-
morial (one was 1988- 92,and the other s
1993-96), they added 9 days to the pre-
vious quota of annual holidays and as-
signed new employees 10 days of vaca-
tion, up from 6 days. As a result, Fuji Air
Tools reduced actual working hours from
2,316 hours to 1,924 hours, or 392 hours
of reduction per year.  Its average labour
productivity also rose from 340 Japanese
Yen to 894 Yen per employee, or a 2.6
times growth gain in total.

Compensation Strategies for
Working Hours

The present study follows Fujiwara
and Hayashi (1993) to classify the orga-
nization change strategies of working-
hours reduction into three types:  work-
ing-hours arrangement, work process
improvement, and work ethics change,
which echo the three levels of analysis
(organization, group, and individual).
Each type of strategy can therefore be
conjoined into one firm.  The following
sections illustrate the definition, content,
and potential variation implemented in real
Japanese firms.

A discretionary working-hours sys-
tem is a shift work system specific
for white-collar workers.

Working-Hours Arrangement Strat-
egies: We present here the changes in
organizational work-hours allocation such
as the five-day-week system, the shift
work system, flexible working hour sys-
tems (in Japan’s case, the two monthly-
and yearly-based formula systems, and the
weekly-based non-formula system), the
flexi-time system, and the discretionary
working system. Workers in a discretion-
ary working-hours system are supposed
to be intelligent ones whose supervisors
have difficulty in making detailed orders/
advice to help their work, and thus they
possess sufficient knowledge and skill to
decide their own work style and sched-
ule.  A discretionary working-hours sys-
tem is a shift work system specific for
white-collar workers. Workers in this sys-
tem are delegated with full responsibility
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to decide where, how, and what to work.
The only limitation applied on them is their
workload.  Professional workers, such as
system engineers and designers and busi-
ness planners, and those who plan, draft,
research and analyze the business, are
typical applicants, despite the fact that
some Japanese firms apply the system on
almost every white-collar worker.  The
adoption of this system on business plan-
ners requires the approval from trade
unions.

A real case might help to understand
this strategy.  The legislative working-
hours reduction, which occurred on the
30 th anniversary of Akashi Plastic
Industry’s foundation, pushed the firm to
reflect on the possibility of such a reduc-
tion. To memorialize the 30th anniversary,
the firm launched a ’30 (pronounced as
san-maru, three-zero) movement’ and set
forth some business improvement goals,
such as to improve productivity, sales
revenue, or employment reduction by
30%. It completed an investigation on
monthly stocks, material usage, working
hours per production, and the ratio of
fixed expenses to variable expenses in a
whole year. The result confirmed the fact
that there still existed much room for its
30th anniversary improvement.

Akashi Plastic Industry spent four
years, from 1989 to 1993, introducing the
five-day-week step by step.  A ‘produc-
tivity index’ originally created by Akashi
Plastic Industry was the core mechanism
to control the total working hours in the
five-day-week system.  The productiv-
ity index is defined as the quotient of
additional value (subtracting the costs of

material, personnel, and outsourcing pro-
cessing fees from sales revenue) to total
working hours.  Under the direction of
the productivity index, managers of
Akashi Plastic Industry gained a constant
growing productivity, regardless of the
declining macro-economic situation.

In order to penetrate the concept of
the productivity index, managers at the
firm re-educated their employees, who
lacked economics and management skills,
in an on-the-job-training program and
expected them to constantly improve the
work process.  A monthly production
meeting became the place for re-educa-
tion and communication to foremen.  At
the meeting, managers revealed all mana-
gerial information and those original docu-
ments to representatives of the employ-
ees, usually the foremen.  The concepts
of general management and productivity
index were later transmitted to other
employees. The meeting also included
feedback on the improvement proposals.
According to the chairman of the board,
productivity growth was satisfactory,
while at the same time, there were un-
predictable cost savings effects from the
consumption of electricity, water, factory
guards, and all others that occurred
ferom machine operations.

The introduction of a working-
hours arrangement strategy with
employees’ cooperation is posi-
tively associated with an improve-
ment in productivity.

Proposition 1: The introduction of a
working-hours arrangement strategy with
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employees’ cooperation is positively associ-
ated with an improvement in productivity.

Work Process Improvement
Strategies

In terms of work process improve-
ment strategies, the present study shows
the changes in the ways people conducted
their job within the context of a working
group.  Nakamura (1991) indicated that
working hours could be defined as an in-
dex of how effective a firm does per-
form rather than an index of the labour
condition to decide an employee’s pay-
ment.  Firms can improve their labour
productivity through job-redesign, which
requires employers to review the whole
production process and cut off every re-
dundancy that appears during consistent
organization growth (Nakamura 1991).

In the case of big Japanese firms, a
totally completed work process improve-
ment was done to reduce their working
hours and labour productivity.  Company
A’s working-hours reduction is based
upon the introduction of highly automated
machines in the production lines and in-
formation technology (personal computer
and intranet environment) for everyone
in the management and technology de-
partment.  Company A did not meet too
much trouble in reducing the working
hours of blue-collar workers, because of
the increased investments on rationaliza-
tion and unmanned machines in the fac-
tories. As long as the machine stopped,
the blue-collar workers stopped as well.
Therefore, Company A put most of its
efforts on improving the productivity of
white-collar workers.

Company A started a large-scale
movement on improving the work time
efficiency in 1993.  Six project teams
across the whole company were
launched:  (1) A team of internal proce-
dures and documents, where staffs em-
phasized on reviewing the procedures and
documents concerning business strategy
planning, discussion, and voting. (2) A
team of shared indirect business, where
staffs utilized job analysis, management
by objectives, and quality circles to im-
prove business activities (3) A team of
business sales, where staffs were devoted
to clearing any obstacle derived from di-
vision of labour and eliminate redundant
work in sales department. (4) A team of
design and development, where the
prevalence of organizational common
rules is promoted. (5) A team of produc-
tion-related businesses, where the sys-
tematic improvement of material engi-
neering from production planning to the
management of outsourcing accessories
and computer supporting was made. (6)
A team of supportive system, where in-
formation and telecommunication tech-
nology was introduced to facilitate the
rationalization of job execution and dis-
cussion time.  The organizational im-
provement movement lasted one year and
then was broken down into workplace
activities.  Team leaders were assigned
to the directors of each related depart-
ment. Each team convened several sub-
teams to investigate concrete
implemental policies.  Organizations and
activities suggested by the teams were
then replicated in every branch.

Here was an activity example pro-
moted by the team of the supportive sys-
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tem.  After considerable amount of sur-
veys, the committee found that more than
20% of working hours were spent on for-
mal/informal meetings, and the percent-
age grew to 40% after including frequent
telephone and chatting time in the pas-
sageway.  Consequently, a manual was
distributed to every department concern-
ing effective skills for meetings which
formulated detailed meeting procedures.
The effects resulting from the working-
hours reduction strategies on white-col-
lar workers were recognized to be much
better than those automation policies they
applied on blue-collar workers.

The introduction of a work process
improvement strategy with em-
ployees’ cooperation is positively
associated with an improvement in
productivity.

Proposition 2: The introduction of
a work process improvement strategy
with employees’ cooperation is positively
associated with an improvement in pro-
ductivity.

Change in Work Ethics Strategies

In terms of changing work ethics
strategies, the present study presents the
changes that enhanced employees’ psy-
chological attitudes towards allocating
their work time more effectively.  The well
observed phenomenon in Western culture,
named ‘face time’, and the perception of
‘virtue of long-time-working’ and ‘work
under supervision’ (Fuji Institute Corpo-
ration Keijyouhou Department ed. 1989,
Takizawa 1989) are found to be major psy-

chological obstacles for employees to
work efficiently.  The performance ap-
praisal and work time flexibility strategies
for workers (the flexi-time and discretion-
ary working system mentioned above) are
suggested as being helpful to remove em-
ployees’ psychological obstacles (Sato
1997).  Mitta (1995) and White et al.
(2003) showed that the ‘virtue of long-
time-working’ developed under the con-
dition of employers adapting the number
of employees’ working hours rather than
their performance for appraisal.  As a re-
sult of working-hours appraisal, some
employees might possibly be motivated to
work ineffectively, or in other words, to
produce working hours without the work
efforts required for work complementa-
tion.  The flexi-time and the discretionary
working systems also raise labour produc-
tivity and decrease redundant working
hours if supervisors have empowered
them with clear goals, reasonable dead-
line setting, and rich knowledge gathered
from everyday work (Sato 1997, White et
al. 2003).

Fuji Air Tools introduced combined
strategies to enhance changes in work
ethics.  The major driver for working-
hours reduction was the organizational
culture that seeks for endless changes.
The President of Fuji Air Tools described
his firm’s culture as: “You must look
ahead.  If you keep on doing the same
work, you will fail.  I name it degenera-
tion.  Thus, you must not do the same
work.  You must find out different, new
work.  That is what I mean by change.
So how can we introduce change into this
company?  I usually change our organi-
zational system.  Well, my staff may work
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hard for changes, but they have taken it
for granted.  Change is our nature”.

Here are three examples of frequent
organizational change.  In 1976, Fuji Air
Tools started the first work process im-
provement.  It formed a committee includ-
ing several tenured workers and collected
every little piece of memos, messages, and
information to completely analyze the flow
of jobs.  A large-scaled automation was
applied also, as 216 personal computers
were given to 143 formal workers in 1976,
when the concept of computer assistance
first emerged.  The president of Fuji Air
Tools, Mr. Inoue, highly evaluated the ac-
curacy and efficiency of communication
mediated by personal computers.

During 1992 to 1996, Fuji Air Tools in-
tegrated the departments of sales, system,
general affairs, and purchasing into a man-
agement department.  Under the vision
statement of ‘developing experts for the
air tools field’, a promotion of multi-skilled
workers was also executed.  The second
work process improvement was to prepare
for the first ISO 9001 certification in the
air tools industry launched in 1994.  Fuji
Air Tools chose to carry out this work in-
dependently, while the customary practice
was to take counsel from outsiders.  It took
the firm a whole year to prepare the nec-
essary protocols.  Specific protocols for
each department were organized and sub-
mitted by the specific department staffs.
Top managers looked after the integration
of the protocols to meet the whole
company’s benefits.  Finally, Fuji Air Tools
succeeded in ISO 9001 certification in Feb-
ruary 1996.  By late July 2000, a job rota-
tion among 10 workers was held, which

was a great movement for a company
whose regular employees totalled only 143.

Fuji Air Tools developed a culture of
changing by means of performance ap-
praisal based on work process improve-
ment and management by objectives
(MBO).  The firm spent one year con-
ducting a detailed job analysis for ISO
9001, insisting on no intervention by any
consultant experts.  Such work process
improvements not only helped the employ-
ees to understand their work content more
clearly, but also, most importantly, required
employees to participate in the details of
Fuji Air Tools’s business administration and
showed them how seriously the culture of
change can be.  Understanding the causal
loop in work routines stimulated employ-
ees’ acceptance and the infiltration of
work ethics empathized self-management
and effective work.

Personal computers, which meant a
huge investment for a medium-sized enter-
prise at that time, were introduced to estab-
lish a new work system. The computeriza-
tion improved both the speed and the accu-
racy of communication, hence contributing
immensely to working-hours reduction.

The introduction of change in work
ethics strategy with employees’
cooperation is positively associ-
ated with an improvement in pro-
ductivity.

Proposition 3: The introduction of
change in work ethics strategy with em-
ployees’ cooperation is positively associ-
ated with an improvement in productivity.
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Status Quo Wage Policy to Maintain
Work Morale

Bosch and Lehndorff (2001) inferred
three conditions for successful working-
hours reduction (positive labour produc-
tivity and employment effect) from the
experience of Western Europe over the
past twenty years:  (1) Negotiate the wage
compensation with trade unions for work-
ing-hours reduction and increase the
hourly rate as part of an overall package.
(2) Reorganize the organizational paradigm
on working time. (3) Increase employees’
discretion for their working time.  These
conditions function only if the supply of
unemployed skilled workers is adequate.
Government financial support will make
the policy work smoothly.

The status quo wage policy is another
important issue that should not be over-
looked during the working-hours reduc-
tion and work organization change (White
et al. 2003).  In the context of trade-
union-led reduction and government-led
reduction, a relatively modest wage in-
crease (or perhaps a wage cut, though
rarely) is sometimes provided as a trade-
off condition for employers (Bosch &
Lehnorff 2001).  This is the so-called
wage-time dilemma, where employees
are asked to make one decision between
a wage increase and working-hours re-
duction, regardless of the possibility of
being able to keep both of them and then
neutralizing the cost increase by a gain
in productivity (Bosch & Lehnorff 2001,
Osuga & Shimoyama 1998).

The introduction of the status quo
wage policy plays an important role in

changing a work organization.  Research-
ers have indicated that the content of
employees’ psychological contract is sig-
nificant to justify organizational changes.
Unlike the written formal contract, a psy-
chological contract refers to an
employee’s invisible expectations
(Morrison 1994).  In terms of a psycho-
logical contract, the working hours and
wages, as indicators of input items in the
labour exchange process, are essential
to determine employees’ output level or
their resistance towards changes
(Connell & Waring 2002, Pate et al. 2000,
Robinson et al. 1994).  If employees feel
their psychological contracts have been
violated, then their trust toward organi-
zational change strategies will decrease
and major resistance will occur (Cassar
2001, Meuse et al. 2001, Pate et al. 2000,
Schalk et al. 1998).

If employees feel their psychologi-
cal contracts have been violated,
then their trust toward organiza-
tional change strategies will de-
crease and major resistance will
occur

As regards the employees’ old psy-
chological contracts, maintaining the
wage level at the status quo might be a
significant policy to successful change.
Keeping such a wage is a compensation
for employees’ enhanced labour strain
while improving productivity.   The wage
here refers to a concept of total income
which includes payment for regular
working hours and overtime hours.  Af-
ter considering employees’ financial
needs, Nakamura suggested that employ-
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ers increase employees’ formal wages to
the extent of a long-term scheduled over-
time payment, as a kind of ‘bonus for
cooperation in the production system
change’ (Nakamura 1991).

The case of Akashi Plastic Industry
reflects well the logic of a psychological
contract.  The managers declared sev-
eral admissions for working-hours reduc-
tion:  (1) A 20% productivity growth is
necessary to shift from a 48-hour sys-
tem to a 40-hour system. (2) To work
more effectively, the old work process
and old workplace customs need to be
re-planned. (3) In order to prevent any
strengthening of labour strains, the im-
provement proposals issued from em-
ployees are necessary for equipment
extensions. (4) Finally, a status quo wage
policy is adopted for regular employees

(14 workers) from the daily basis to the
monthly basis, where the regular over-
time payment has been included into the
new fixed monthly wage (Fig. 1 for the
time sequence of strategies).  It was a
30% increase, or an implementation of
14.5 hours per week.  The chairman of
board, Mr. Kamiya, expressed his philoso-
phy as: “Yes, the total amounts you paid
for workers are the same.  Well, you can
raise the productivity on the basis of the
same money.   You got to recognize that
if you got good products, you can sell
them more easily.  Also, from the point
of my workers, they got the merit of earn-
ing their wages and need not account for
the days they worked”.

By having a policy of maintaining
wages, two benefits were recognized by
the managers of Akashi Plastic Industry:

 

1959                 1987            1989                1993                   2000 (time) 
 

Performance 
 

Wage 
Security 
Strategy 

 
 
 

Productivity 
Strategy 

8-hour- system, 
rarely shift-
working 
 

8-hour, 6-day- system. 
14.5 overtime hours  
Absence rate: 10% 

8-hour-, 5-day- system. 
4.29 overtime hours. 
Absence rate: 1% 

5-day work system (until 1993) 

Introduction of 20% productivity 
improvement index 

QC circle to stimulate workers’ incentive 
toward productivity improvement  

Shift hourly wage workers to 
salary workers, a real incremental 
of 14.5 hours of wages.  

Fig. 1  Historical Evolution of Working-Hours Reduction in Akashi Plastic

Note: Sample of dialogue box refers to different levels of strategy. Neat rectangle: organization;
fillet rectangle: group; cloud: individual.
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(1) to motivate employees’ job involve-
ment for working-hours reduction, (2) to
remove resistance and make business
planning much easier.

Company A also set up a kind of dis-
cretionary planning allowance during
1994 to 1998 for white-collar workers
whose tenure lasted for 7 years or more.
This allowance, equal to 20 hours of over-
time payment regardless of the actual
hours of overtime they actually con-
ducted, was proposed by the company’s
trade union.  If employees worked over-
time hours more than 20 hours, then they

earned the exceeding parts of overtime
payment as well.  The allowance policy
was aimed at simulating autonomous and
efficient work conduct from applicants
under the environment of a team work-
ing.  Under this allowance, these man-
agers actually increased their communi-
cation and feedback frequency concern-
ing their subordinates’ performances (Fig,
2 for the time sequence of strategies).

Unlike other firms introducing some
kinds of wage policy to facilitate work-
ing-hours reduction, Fuji Air Tools adopted
a regular stock sharing plan to attract high

1920                 1989                1993          1994                           1997  (time)   

Performance 
 

Wage 
Security 
Strategy 

 
 
 

Productivity 
Strategy 

8-hour, 5-day 
system. 
 

Per worker: 2,169 hours, 
12 .  98 days of annual vacation, 
productivity of 21,396 Yen.  

Per worker: 1,932 hours, 
17.4 days of annual vacation, 
productivity of 30,691 Yen. 

Discretionary planning allowance 
of 20 hours of overtime for white-
collar workers (1994-1998) 

7-hour-45mins, 44-
hour system. 
Encouraging annual 
vacation usage 

Automation (blue-
collar) and PC with 
intranet (white-
collar) 

Six project teams to analyze 
the working process and 
working-time usage 

Improving sense of 
working-time usage 
within/after projects 

Fig. 2.  Historical Evolution of Working-Hours Reduction in Company A

Note: Sample of dialogue box refers to different levels of strategy. Neat rectangle: organization;
fillet rectangle: group; cloud: individual.
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performance workers.  The first stock at-
tribution in Fuji Air Tools was in 1955 and
has lasted to the present time.  In 2000,
one third of its stock was shared with
workers and the ratio of dividends on eq-
uity (DOE) went to a high of 17%.  The
stock sharing plan is the major strategy
facilitated by Fuji Air Tools to sustain
workers’ morale and motivation and to
devote strong work efforts, while abolish-
ing the life-time employment and improve-
ment system.  Random monetary rewards
have also been given out - for example, a
special bonus was issued to every worker
when the ISO 9001 protocol preparation
and certification was passed (Fig. 3 for
the time sequence of strategies).

Three cases of the surveyed firms
reveal the fact that managers are quite
aware of the importance of sustaining

employees’ morale and the sense of jus-
tice for it to not be abused.  Monetary
compensation is essential, because the
working hours are also an indicator of
wages.  Moreover, the directional effect
of monetary compensation is worth not-
ing.  So far, we have indicated that the
status quo wage policy is useful to sus-
tain work morale during working-hours
reduction, but how does an increase in
real wages impact on work morale?  In
the context of government-led working-
hours reduction, an increase in the real
wage might not be positively recognized
as a gift from employers due to the ini-
tiative of working-hours reduction being
attributed to the lobby activities from
government or the trade unions.  As a
result, an increase in the real wage will
be attributed to winning a collective bar-
gaining.  The loser in the collective bar-

Fig. 3.  Historical Evolution of Working-Hours Reduction in Fuji Air

Note: Sample of dialogue box refers to different levels of strategy. Neat rectangle: organization; fillet
rectangle: group; cloud: individual.

 

1945  1971       1976                      1988                                1992                                        1994  (time)   

Performance 
 

Wage 
Security 
Strategy 

 
 
 

Productivity 
Strategy 

8-hour, 5-day 
system. 
 

Per worker: 2,316 hours, 
6 days of annual vacation, 
productivity of 340 Yen.  

Per worker: 1,924 hours, 
9 days of annual vacation, 
productivity of 894 Yen. 

PC with intranet 
for every worker 

Encouraging 
annual vacation 
usage 

Continuous change in 
organizational design 
and job rotation for 
every worker  

Workers’ continuous 
adoption to new work 
organization  

Management 
by Objectives 

Stock option for high performing 
workers; until 2000, 1/3 of stocks 
were shared and DOE increased from 
10% to 17% (up to 2000).  
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gaining rarely deserves additional efforts
from the winner, the employees.

Proposition 4:  The strategy of
maintaining the status quo wage moder-
ates the effect of a change in work or-
ganization strategies;  specifically, the
increase in wage might not result in an
improving in work morale and productiv-
ity, however, a decrease in wage dimin-
ishes the effect of the strategies of work
organization change.  A status quo wage
policy is enough to sustain the effect of
improvement in work organization
change.

Conclusions & Limitations

The present study proposes a
compensative strategy package, com-
posed of work organization change strat-
egies (working-hours arrangement, work
process improvement, and work ethics
change) and a status quo wage policy, to
help employers overcome the impact on
labour cost and productivity.  Three case
studies in Japan not only enrich our
framework with their experiences, but
also provide profound evidence for
compensative strategies for government-
led working-hours reduction that was
actually observed in the real business
world.

These empirical case studies in Ja-
pan are well known due to their unique
national culture.  Hence, the problem of
generalizing our conclusion, which was
formulated under Japan’s specific culture
context, should not be ignored.  For in-
stance, Glisby and Holden argued that
the famous ‘knowledge spider theory’

expounded by Nonaka and Takeuchi
(2003) should not be simply replicated to
a single firm within different culture en-
vironments, unless all firms undergo the
same culture change.  However, our
framework still echoes Bosch and
Lehnorff’s (2001) finding in European
countries, demonstrating that working-
hours reduction should combine a work
organization and wage negotiation, imply-
ing a potential possibility of theory gen-
eralization to our framework.  Further
empirical studies applied to other cultures
are needed to solve this debate. The three
cases illustrated in the present study are
made up of large, medium, and small
firms. Thus, despite the small number of
surveyed firms, our framework is proven
valid over a firm scale, at least to the
extent of our knowledge based on the
empirical research and literature review.
However, we look forward to expecting
a large-sample questionnaire survey to
examine whether our compensative
strategies framework works for every
firm scale.
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This paper revisits the effective-
ness of the conciliation mecha-
nism used to resolve industrial
disputes in India. The conciliation
mechanism in its current form is
replete with delays and is gener-
ally ineffective in resolving dis-
putes. This often results in the
reference of the disputes to adju-
dication, which is, even more time
consuming. The aggregate delay
in justice is akin to the same be-
ing denied. This raises questions
on the effectiveness of concilia-
tion mechanism and its relevance
at the broader policy level. This
paper considered a combination
of the conciliation and adjudica-
tion and proposed a model using
game theoretic approach for the
more efficient disposal of indus-
trial disputes.

Introduction

The second half of the twentieth cen-
tury in general and its last two decades
in particular witnessed a concerted ef-
fort by firms to achieve operational ef-
fectiveness (Porter 1996). This effort,
mostly as a response to Japanese com-
petition, had resulted in the trading off of
one factor of production (Labour) for
another (Capital). That had resulted in
the subservience of the human compo-
nent in the production process. As firms
continued to progress along the produc-
tivity frontier through progressive capi-
tal investment, an equivalent amount of
jobs were rationalized. A direct conse-
quence of this was an increase in labour
unrest (mainly in the organised sector)
leading to strikes and lockouts, and an
apparent waning of faith (Philips 1956)
in the Conciliation Mechanism, set up to
deal with such crises. Conciliation
Mechanism is a legacy of the British ad-
ministrative and judicial procedure and
hence prevalent predominantly in the
former colonies of the British Empire. It
has its foundations in the principle of
Safety Valve  where the build-up of in-
dustrial tension is vented, in a civilized
manner, before the conciliation officer.



Shubhabrata Basu

424 The Indian Journal of Industrial Relations, Vol. 47, No. 3, January 2012

The said officer endeavours, through pro-
longed and protracted negotiations, to
induce1  the disputing parties to come to
an amicable settlement. It may be noted
that conciliation is an art of consistent
persuasion and has little to do with pass-
ing judgements to expedite the process.
In fact by the provisions of the Industrial
Disputes Act, 1947 (IDA), a conciliation
officer ideally cannot act as an arbitra-
tor. However, if she fails to induce the
parties to a mutually amicable situation
through mutual adjustments, she may
make a reference (under section 12.4 of
the IDA) to the appropriate government
for adjudication by the Labour Courts/
Industrial Tribunals/High Court. This de-
laying strategy, through protracted and
consistent persuasion, though initially suc-
cessful, had become increasingly incon-
sistent post economic liberalization in
1991. Its effectiveness had been increas-
ingly questioned by both the owners of
capital and labour. In fact in Canada, it
is been considered as a delaying impedi-
ment with no worthwhile positive contri-
bution towards settlement of dispute
(Philips 1956).

Conciliation is an art of consistent
persuasion and has little to do with
passing judgements to expedite
the process.

Relevance of Conciliation

Consequent to the aforementioned
developments, there had been an increas-

ing tendency amongst disputants to raise
a token mandatory industrial dispute be-
fore the conciliation officer with the pur-
pose of obtaining a reference for a sum-
mary judgement. The implications of
these actions are summarized below.

The reciprocal tendency of the con-
ciliators to pass on a dispute application
to the judiciary has resulted in the steady
build-up of undisposed cases before the
adjudicators. In the beginning of the year
2010, the Central Administrative Tribunal
had around 12,4642  cases. Subsequently
it received around 392 cases up to Au-
gust 2010. In the same year, the total num-
ber of disputes raised before the concilia-
tion mechanism was 425 (provisional fig-
ures). This implies that the difference i.e.
only 33 cases were resolved before the
conciliation mechanism yielding a gross
disposal rate of 7.76%. It may be noted
that disposal does not necessarily mean
amicable settlement of disputes. A con-
ciliation officer, on due hearing, may con-
sider a dispute application as frivolous and
may dispose it without invoking the con-
ciliation process. Considering such cases,
the actual success rate would fall even
below the above percentage.

Disposal does not necessarily
mean amicable settlement of dis-
putes.

In terms of financial losses, in 2008,
out of the 421 disputes involving 1,579,000

2. India Stat.com data – Position of Institutions,
Disposal and Pendency of Cases in Central
Administrative Tribunal in India.

1. Section 12 of the Industrial Disputes Act, 1947
of the Republic of India
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workers, a total of 17,432,000 man-days
were lost. In terms of lost wages, the
above figure translates into Rs.97.16
crores while in terms of loss of produc-
tion the same is around Rs.302.8 crores.
Successful conciliations could minimize
these losses by a big margin. It may how-
ever be noted that there is a general de-
crease in the number of disputes raised
before the conciliation mechanism and a
corresponding decrease in production
loss. To contrast, in 1998, there were
1,097 disputes involving a wage loss of
Rs.103.06 crores and a production loss
of Rs.694.32 crores. The above figures
reveal two important facets. First, fail-
ure of successful conciliation can be ex-
tremely heavy on the economy in terms
of production and wage losses. Second,
disputants seeking relief through concili-
ation is decreasing leading to building up
of industrial tension which may prove
harmful for the economy as a whole.

In contrast, to the Indian scenario,
the American system accommodates for
bargaining post arbitration. For instance,
in the U.S. Major League Baseball, about
80% of the salary negotiations that would
go for arbitration would instead end in a
bargained agreement (Gerchak et al
2006). Thus, the very prospect of bar-
gained agreement, post arbitration, emi-
nently points towards the flexibility on the
part of the disputants.  Therefore the onus
lies with the mediator to induce the par-
ties to the point of agreement.

Given the facts above, let us assume
that the fast changing competitive sce-
nario, post globalization, has shifted the
focus towards operational effectiveness

and has resulted in easy transmission of
factors of production. This in turn has
facilitated the transfer of the factors of
production so that through outsourcing
and contracting outs, the bargaining
power of the workers has decreased.
Consequently, the conciliator’s protracted
strategies have also lost much of rel-
evance. The employers would simply
seek a reference for the court to adjudi-
cate, with status quo being default im-
posed on sub-judice matters. The worker
being the weaker party suffers or quits.

Despite the actions of conciliator,
conciliation process has not lost
relevance in the knowledge era.

But at the same time, globalization
has leapfrogged the emerging economies
like India into the tertiary or services sec-
tor. In the tertiary sector, man has once
again become the central figure as the
knowledge worker . The apparent quar-
rels between Lakshmi (financial capital)
and Saraswati (human knowledge capi-
tal) have been reconciled with the firm,
devising ways and means, to cut back the
employee attrition rate. Then, given the
reverse swing of the pendulum, concilia-
tion should also regain its lost relevance.
The modus operandi, albeit, may (or may
not) undergo a change under the new
circumstances. The instances of post
arbitral bargaining in the Major League
Baseball in the United States may be ar-
gued out in this line.  Therefore despite
the actions of conciliator, conciliation pro-
cess has not lost relevance in the knowl-
edge era. I intend to prove the same us-
ing a Game Theoretic approach.
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Role of the Conciliation Officer

In India, industrial disputes are not
settled through arbitration but are routed
through the conciliation machineries of
the Central and/or the state governments.
The modus operandi of dispute resolu-
tion is to raise a dispute before the con-
ciliation officer who must endeavour to
resolve the dispute thus raised within 14
days from the date of raising the dispute
(for industries falling under the definition
of Public Utility Services as per the In-
dustrial Disputes Act, 1947) or till such
time as a report under section (u/s) 12.3
or 12.4 of the aforesaid act is sent to the
appropriate government. Thus on receipt
of a dispute, the conciliation officer, who
is typically also an official of the Labour
Ministry/Directorate entrusted with the
duty of maintaining industrial peace and
harmony under her jurisdiction, can
adopt, inter alia, the following set of ac-
tions:

1. Investigate the cause of dispute
through her existing machinery.

2. Convene separate conferences with
the disputants to ascertain the causes
of the dispute and search for possible
leads of an amicable solution.

3. Convene a joint conference  to ascer-
tain the causes of dispute but in do-
ing so runs the risk of commencing
the conciliation proceedings.

4. Having initiated the conciliation pro-
ceedings attempt to bring the dispu-
tants to a common platform where
they can negotiate to a bipartite
agreement.

5. Through adoption of various persua-
sive techniques, coax both parties to
soften their stands and come to an
amicable settlement through a bind-
ing tripartite memorandum of settle-
ment u/s 12.3.

6. Where she senses that the dispute is
a result of ego conflict of some heavy
weight public figure and can only be
resolved through ego-satisfaction at a
higher level, she can refer/pass on the
case for settlement to her superiors.

7. Where she is convinced that the dis-
pute merits an infinite extension de-
pending upon the socio-political com-
pulsions so that it stands a fair chance
of self-resolution with intermittent in-
terference from her side, she would
convene meetings at very large in-
tervals so that the disputants lose the
urge to follow up.

8. Where in spite of her sincere efforts,
an amicable solution is not reached,
for whatever reasons; she may re-
fer the case for adjudication to the
appropriate government u/s 12.4 of
the IDA. If the appropriate govern-
ment feels that the case merits ref-
erence, it may forward the same to
industrial tribunal or labour courts
(depending upon the nature of dis-
pute) for adjudication. A salient fea-
ture of adjudication through refer-
ence is that, the court or the adjudi-
cator deliberates only on the issues
framed by the conciliation officer and
would not open the case afresh or
go into the merit of the case. That
right is solely reserved by the High
Court & above.
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9. She may sit on the dispute and let it
snowball till the internal dynamics of
the dispute becomes such that the dis-
putants willingly come to her for a
settlement and a possible way out.

10. Last but not the least; she may sim-
ply reject the application for the dis-
pute if she feels it to be a frivolous
dispute lacking merit for consider-
ations.

Intent of the Disputants

Given that the disputant knows, from
prior experience, the possible set of op-
tions (therefore the game) available to
the conciliation officer they may raise the
dispute within the following set of options:

1. Raise a dispute if the unions fail to
reach a working understanding with
the employer for whatever reason.

2. If there exists a genuine mismatch
between the receiving expectations
of the workers & unions and the giv-
ing capacity of the employer.

3. The employer or the employee union
intends to utilise the office of the
conciliation officer for a protracted
legal battle with the other side.

4. A newly formed, unrecognised trade
union is attempting to establish itself
by championing any & every
worker’s grievances before the con-
ciliation officer.

5. Unions wanting to demonstrate an
inter-union trial of strength.

6. If the employer/union intend to pre-
empt industrial tensions building up

in their organisation through the leg-
islative means.

7. There is a felt need on the part of
the dominant union (may be out of
political compulsions) to use the con-
ciliation officer to legitimise an un-
derstanding between the employer
and the employee union.

8. One of the disputants is simply buy-
ing time by going through the legisla-
tive route with its inherent bureau-
cratic delays.

9. Socio-political compulsions leave no
choice for mutual bargaining and a
binary solution through adjudication
is sought by formally raising the dis-
pute before the conciliation officer.

10. Anyone, mistakenly or otherwise, has
raised a dispute, not necessarily an
industrial one, thinking that office to
be the panacea for all dispute reso-
lutions.

Therefore, we look at a game form
where the disputants having failed to re-
solve their disputes are trying their best
to gain mileage over the other by lever-
aging the constitutional office of the con-
ciliation officer, who, being charged with
the ultimate responsibility of maintaining
industrial peace and harmony under her
jurisdiction, is trying her best to resolve
the dispute and maintaining the aforesaid.

Literature Review

The present literature in Game
Theory on Third Party Dispute Resolu-
tion is replete with Final Offer Arbitra-
tions (FOA) as well as Tri-period and
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other forms of arbitration. FOA was
formalised by the path breaking works
of Farber (1980). However, he did not
show that the disputants’ strategies led
to an equilibrium outcome. Also his dis-
cussion, on the effect of increased risk
aversion by one of the parties to the dis-
pute, was proved mathematically incon-
sistent by Crawford (1982). Chatterjee
(1981) independently developed similar
models that posit a two person game of
incomplete information. The parties were
assumed to know the probability distri-
bution of the arbitrator’s fair settlements
and make bids in an infinite strategy
space, maximizing the expected payoffs.
Chatterjee (1981) also permitted differ-
ential information for the parties and ob-
tained equilibrium strategies for special
cases. He noted the tendency under FOA
towards divergence in contrast to con-
ventional arbitration. Brams & Merrill
(1983), unlike their predecessors, as-
sumed a zero-sum game throughout and
focused on the degree of convergence
or lack of it in terms of the different as-
sumptions about the arbitrator’s prefer-
ences (i.e. the probability distribution),
and their effects on the existence and
nature of equilibrium of the two parties.
They provided necessary and sufficient
conditions for both local and global pure
strategy Nash Equilibria and also neces-
sary conditions for two-point mixed strat-
egies, given a symmetric condition.
Donald Wittman (1986) provided condi-
tions for equilibrium to exist in a FOA
game when there are “k” issues, the prob-
ability function is not specified, and the
disputants are either risk averse or risk
neutral. Also the players may have dif-
fering beliefs about the arbitrator’s prob-

ability functions. He demonstrated that
increased risk aversion by one of the
parties would result in both the parties
choosing positions further away from the
more risk-averse party. He also found the
effect of bias (as well as effect of in-
creased sensitivity) by the arbitrator on
the positions taken by the players.

The next important point of depar-
ture was proposed again by Brams &
Merrill (1986) when they brought in a
combination of Binding Arbitration (BA)
& FOA for settling dispute. Unlike ei-
ther of the two procedures, this combined
arbitration (CA) induces the two parties
to converge in making their final offers.
To elaborate, under BA, the arbitrator’s
settlement is binding on both the parties
while under FOA the arbitrator chooses
the final offer of the parties closer to
what she considers a fair settlement.
Under CA, FOA is used if the arbitrator’s
notion of a fair settlement falls between
the final offers or if the final offers con-
verge or cross hair; otherwise, BA is
used. When this was modelled as a two
person, zero-sum game of imperfect in-
formation, in which the two parties make
final offers to maximise their expected
payoffs, based on their perception of the
arbitrator’s probability distribution of fair
settlements – a median convergence with
a global equilibrium resulted if the prob-
ability distribution is continuous, uni-
modal and symmetric about the median.
When the distribution is not symmetric
and the two parties have different distri-
butions, alternative solutions were de-
rived. One of them was based on the
parties being within a “critical distance”
from each other.
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The next departure was proposed by
Ashenfelter et al (1992) where the au-
thors considered the amount of objectiv-
ity uncertainty faced by the bargainers
as fixed, and with the same assumption
of the arbitrator’s underlying distribution,
for a fair award. They did an empirical
study on a control group using different
arbitration system namely conventional
arbitration, FOA and Tri-offer arbitration.
The three important findings from their
work suggested that:

(i) Dispute rates were inversely related
to the monetary cost of dispute

(ii) Dispute rates were significantly
higher in FOA compared to conven-
tional arbitration and dispute rates
were inversely related to the uncer-
tainty cost of the dispute.

(iii) Dispute rates were lower in conven-
tional arbitration where variance of
arbitration awards are higher and im-
posed greater cost to risk averse ne-
gotiators.

More recent studies on FOA have
tried to look into incentive effects of FOA
(Dickinson 2006). Several studies have
been made on the police unions pay rises
and job performance after an unfavourable
award under FOA (Alexandre 2006), and
the studies on Major League Baseball
(Farmer et. al 2004). It is all too apparent
that the literature has not adequately ad-
dressed alternative dispute resolution
through mediation or conciliation which is
essentially a win-win situation for both the
disputants unlike arbitration. The usage of
proper conciliation machinery in resolu-
tion of industrial disputes and hence its

appropriate reference in literature is vir-
tually absent.

Arbitration and conciliation are both
forms of Alternative Dispute Resolutions
through neutral and independent third
party mediation. Arbitration is a more
authoritarian approach of enforcement of
the will of the adjudicator/arbitrator. On
the other hand conciliation is more subtle
where the conciliator through infinite
patience and tact, persuades the dispu-
tants to reach an amicable solution/settle-
ment to a dispute. She employs the prin-
ciples of give some, get some to ensure
a win-win situation for both the parties.
An arbitrator generally decides after a
contest between the parties while in the
case of conciliation, the final result de-
pends on the will of the parties. There-
fore, at the end of the proceedings, emo-
tional harmony between the parties may
not suffer much, in the case of concilia-
tion (Rao 2001). Failure at the level of
the conciliator ensures adjudication
through Labour Courts/Industrial Tribu-
nal or High Courts.

Arbitration and conciliation are
both forms of Alternative Dispute
Resolutions through neutral and
independent third party mediation.

Research Question

Given the conciliation – adjudication
setup, how effective will conciliation be
in resolving industrial disputes?  It is as-
sumed that conciliation at the margin in-
volves minimal or no cost while adjudi-
cation involves a very large marginal
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cost. It is further assumed that all the
actors (the two disputants & the concili-
ator) are playing their equilibrium strate-
gies.

Model

We consider, for the sake of simplic-
ity and without any major loss of gener-
ality, a real life scenario of a true dispute
over festival Bonus (under Payment of
Bonus Act, 1965) raised by the sole bar-
gaining Union (U) against a reasonably
profit making PSU firm (F).  It is a two
stage game in which the dispute is first
handled by the conciliator. The two par-
ties have their declared wage offers as
Wu (Union) & Wf (Firm) while they have
confided to the conciliator their lower and
higher limits respectively as Wu* & Wf*.

This information is only known to the
conciliator and not to either of the par-
ties. The conciliator like FOA game has
an ideal settlement wage (W)  which the
parties interpolate as a normal distribu-
tion with F(.) as the standard normal cu-
mulative distribution function. The con-
ciliator tries to induce the parties to ac-
cept the offer which if the parties ac-
cept would end the game.

However, if the parties do not accept,
then the conciliator would refer the case
for adjudication and the adjudicating au-
thority, like an arbitrator, can select the
offer of the firm or the union or in accor-
dance with the conciliator’s reference,
deliver an award that is bracketed by Wu
& Wu or add cost to Wu thus the award
is much more than either of the offers or
can reject all the offers such that it is

Fig.1 Game Form

U nion’s
E xpectation = U
(U > F)

Firm ’s
O ffer = F

C o nciliator

Conciliator attempts to induce

U > C o ffer> F

D ispute R esolved

G am e E nds

Yes N o

Dispute
R eferred to
A djud icato r

S um m ary Judgm ent

S tag e - 1

Stage - 2

Tim e & O th er C osts

U *
(U *> > U )

C o ffer F*
(F*< < F)

B inding, G am e
O ver
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less than all the offer. And the
adjudicator’s award is binding on all the
parties. The model is thus akin to tri-of-
fer arbitration.

Assumptions

1. Bonus dispute is a recurring yearly
phenomenon and both the Firm and
Union have an incentive to resolve
the dispute early as there is carryover
cost in terms of employee dissatis-
faction.

2. Both the Firm & the Union are risk
neutral as the representatives of both
the parties are negotiating for others’
causes.

3. As per the Payment of Bonus Act
1965, there is a lower ceiling of
8.33% of annual wage & upper ceil-
ing of 20% beyond which, excepting
High Court exercising penal provi-
sions, none of the parties including
the conciliator can negotiate.

4. Giving bonus is considered manda-
tory given that the firm has made net
profits.

5. The time and cost of a court battle
can be exorbitantly high compared to
conciliation which comes as a ser-
vice to the citizens.

6. The conciliator tries to induce both
the parties to soften their stands and
unlike the arbitrator does not choose
from two final offers.

7. Within the constitutional limits, the
conciliator’s choice follows a normal
distribution and can actually coincide
with the offers of either party. His

recommendation also follows the
same distribution. However the ad-
judicator can modify it bringing in the
time factored costs.

8. The parties cannot change their of-
fers before the court – i.e. after the
conciliator has made the reference
for adjudication.

9. The conciliator has all the necessary
information required for conducting
conciliation while the parties do not
have all the necessary information.
Also the parties have faith in the neu-
trality of the conciliator.

Testing of the Model

Stage – 1 (When the conciliator can
settle on either of the offers or her own):
Since the ideal settlement wage (W) has
a normal distribution, for the Firm, W
should ideally be a decreasing function,
while for the Union it is an increasing
function & the probability that the con-
ciliator chooses the Firm’s offer is

P(Wf) = F([W
av

-m]/s) = 1-P(Wu) —(1)

Where F(.) is the standard normal
cumulative distribution function and W

av

is the average of the offers Wu & Wf.
Given risk neutrality of the parties, the
Union wants to maximise and Firm wants
to minimise.

E(W)=P(Wf).Wf + P(Wu).Wu = F([W
av

-
m]/s).Wf + [1- F([W

av
-m]/s)].Wu—(2)

The Nash Equilibrium pair of final
offers are derived by finding the Wu that
maximises E(W) and the Wf that
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minimises E(W). The first order condi-
tions are solved simultaneously for Wf
& Wu yielding

[1- F([W
av

-m]/s)] – (1/2 s).F([W
av

-m]/
s).(Wu-Wf) = 0     —(3)

F([W
av

-m]/s) - (1/2 s).F([W
av

-m]/
s).(Wu-Wf) = 0                —(4)

Where F(.) is the standard normal
distribution function.

Now it is easy to show that the equi-
librium probability that either party’s of-
fer is selected is ‰ so that W

av 
= m. Sub-

stituting into either of the equations yields
the equilibrium difference between the
offers as:

(Wu – Wf) = s/F(0).     —(5)

Given that the average offer must be
equal to m, the Nash Equilibrium offers
are:

Wf = m - 0.5s/F(0)  (for Firm)     —(6)

Wu = m + 0.5s/F(0)  (for Union)  —(7)

The conciliator hence can settle for
Wav or any of the two offers with the
dispersion limited between 8.33% and
20% of the wages (as per statute).

At this point, the conciliator has got
not much leeway and any of the parties
not satisfied with the induced offers can
spoil the conciliation proceedings. Hence
she can now exercise two options
namely, to conclude the conciliation pro-
ceedings and sent a report for reference

under section 12.4 of the I.D. Act (1947)
or issue a credible threat to both the par-
ties citing the consequences of a refer-
ence. Either way, the consequences
would be similar as shown in Stage -2.

Stage – 2 (When a reference is
made and the adjudicator can consider a
Tri-Offer Arbitration): The adjudicator
has to choose amongst three alternatives
namely the final offers of the two par-
ties as per the report of the conciliator
and her recommendations as a fact finder.
Hence the Nash Equilibrium also depends
on the recommendations of the concilia-
tor as a fact finder. Hence,

E(W)= P(Wf).Wf + P(Wu).Wu +
P(Wc).Wc                                —(8)

where Wc is the recommendation of
the conciliator. The three possible con-
figurations of the fact finder and offers
are:

a) Wf < Wc < Wu – i.e. the conciliator’s
offer is bracketed by the final offers.

b) Wc >> Wu (assuming Wu>Wf) – i.e.
indicating a penal provision exercised
by the adjudicator in favour of the
unions taking into consideration the
recommendations of the conciliator.

c) Wc << Wf (assuming Wu >Wf) – i.e.
indicating that the adjudicator, like
the conciliator, has not found merit
in the case and had either disposed it
or at a cost to the Union.

Let Pu, Pf & Pc be the probabilities
that the adjudicator selects Union’s,
Firm’s or the conciliator’s offers. Hence
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choice probabilities for each of the three
configurations are:

When Wf < Wc < Wu,

Pu = 1 – G[(Wc+Wu)/2]  —(9)

Pf = G[(Wc+Wf)/2] —(10)

Pc = G[(Wc+Wu)/2] - G[(Wc+Wf)/2]
—(11)

When Wc < Wf < Wu

Pu = 1 – G[(Wf+Wu)/2]    —(12)

Pf = G[(Wu+Wf)/2] – G[(Wc+Wf)/2]
—(13)

Pc = G[(Wc+Wf)/2] —(14)

When Wf < Wu < Wc

Pu = G[(Wc+Wu)/2] – G[(Wu+Wf)/2]
—(15)

Pf = G[(Wu+Wf)/2] —(16)

Pc = 1 – G[(Wc+Wu)/2] —(17)

A pair of Nash Equilibrium offers can
be derived from each of the three con-
figurations conditional on the conciliator’s
recommendations. These offers define
expected utilities for each party in each
configuration.

As per the experimental results
derived by Ashenfelter et al (1992),
the optimal offer would be of configu-
ration:

Wf < Wc < Wu if ì  – 1.32 ó

 

 < W < ì+
1.32 ó    —(18)

Wc < Wf < Wu if W < ì  – 1.32 ó

 

—(19)

Wf < Wu < Wc if W > ì + 1.32 s  —(20)

Assuming that Wc is drawn from the
same normal distribution as W, then the
offers would bracket the conciliator’s
recommendations in 80% of the cases
while the other two extreme cases would
occur in 10% of the instances.

Now with this information available,
the conciliator can impose a credible
threat to the disputing parties on the
ground that if they take her intermediate
(bracketed) offer, then:

(i) They would not have to incur costs
of further litigation especially consid-
ering the fact that the average time
of disposal of cases in India is more
than 10 years (Rao 2001).

(ii) Even after litigation/adjudication, the
results in 80% of the cases would be
same as her offer.

(iii) There is a 10% chance that either of
the parties may loss out to an unac-
ceptable extent.

Hence rational players would like to
minimize losses and should converge on
the conciliator induced settlements.

Conclusion & Policy Implications

The conciliator with prior knowledge
of outcomes of similar disputes can in-
duce the parties to dispute to converge
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at her desired offer. Since, the outcomes
are based on give some and get some
principles and minimizing further losses,
both parties to the dispute are in a win –
win situation.

Since, the outcomes are based on
give some and get some  principles
and minimizing further losses, both
parties to the dispute are in a win
–win situation.

It is advisable on the part of the con-
ciliator to maintain and update herself on
adjudication outcomes so that the pas-
sive transmission of such outcomes to the
disputing parties can positively influence
the outcomes of new disputes and may
lead to amicable settlements.

Consequently, the government should
also ensure that sufficient resources and
relevant information are made available
to the conciliation officer so that she may
pass on the same to the disputants. As
such during the course of conciliation
proceedings it should be made manda-
tory to record the information transmit-
tals to the parties in writing. Such proce-
dures may lessen the shirking efforts of
some conciliators to pass the bucks to
the adjudicators and increase the hurdles
for all the parties concerned

Limitations

The choice of the bonus dispute re-
stricts the flexibility of the disputants to
certain extent as it is a yearly recurring
phenomenon and either of the parties
cannot afford to pile up cases before the

court. Also bonus disputes are more or
less reconcilable given that the minimum
bonus rate is fixed by statute and is bound
by a range. The model also excludes the
ego satisfactionists who would break but
not bend before the demands of the Union
and vice versa. They would prefer to fight
a never ending court battle and incur
higher legal and transaction cost than to
settle for a lesser remuneration. The
model assumed that the trade unions and
or the workers can fight the battle in court
and has the financial wherewithal to do
so and that the firm cannot exhaust it out.
This however is not always the case with
individual disputes where the applicant
often gives up the protracted court
battles.
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Recruitment and selection is one
the most important functions of
human resource management
(HRM). The present study aims at
exploring differences and simi-
larities between the public and
private sector manufacturing
firms of Bangladesh with respect
to recruitment and selection prac-
tices, sources of recruitment, and
selection devices. Data collected
from twenty six public and thirty
four private sector manufactur-
ing firms show that the overall
status of recruitment and selec-
tion practices of the private sec-
tor firms is significantly better
than that of the public sector
firms in Bangladesh. Some impli-
cations are also offered for the
enhancement of the recruitment
and selection practices of the
public and private sector manu-
facturing firms of Bangladesh.

Introduction

Recruitment and selection are con-
ducted to get the right persons for the
right jobs of an organization. After the
completion of recruitment, selection pro-
cess starts. Recruitment can be defined
as the set of activities an organization to
attract job candidates who have the ca-
pabilities and attitudes needed to assist
the organization accomplish its goals
(Glueck 1978). It is the process of en-
couraging people to apply for actual
or anticipated vacancies of the organi-
zation. The ultimate goals of recruitment
are to attract and retain the interest of
right candidates, and the projection of a
positive image of the organization to those
who come in contact with it (Weeratunga
2003 block 6:6). The success of recruit-
ment depends upon its ability to create a
large pool of competent applicants. There
are numerous sources of recruitment
which may be categorized into two - in-
ternal and external (Aswathappa
2008:150). The internal sources of re-
cruitment are present employees, em-
ployee referrals. External sources of re-
cruitment are the professional associa-
tions, newspaper advertisements, campus
recruiting, unsolicited applicants, manage-
ment consulting firms, and internet.
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The success of recruitment de-
pends upon its ability to create a
large pool of competent applicants.

Byars and Rue (1997:172) defined
selection as “the process of choosing
from among available applicants, the in-
dividuals who are most likely to success-
fully perform a job”. It is the process of
gathering all necessary information about
applicants and using that information to
decide which applicants to employ. Once
an adequate number of qualified appli-
cants are identified through proper re-
cruitment, the selection process begins.
Selection is one of the most important
functions of HRM because wrong selec-
tion of employees hampers organizational
performance enormously (Dessler
2007:194). Employee selection in a coun-
try is influenced by the perception, fair-
ness, favouritism, and internal and exter-
nal pressures (Aswathappa 2008: 186,
Khan & Taher 2008: 110). Selection pro-
cess differs from organizations to orga-
nizations. An ideal selection process com-
prises some steps such as (Decenzo &
Robbins 1999: 169) filling up application
forms, initial screening, preliminary inter-
view, employment tests, written exami-
nation, comprehensive interview, back-
ground examination/ reference check,
medical examinations, and job offer.

Research on Recruitment &
Selection Practices

The recruitment and selection pro-
cess determines the decisions as to which
candidates will get employment offers.

The aim of this practice is to improve the
fit between employees, the organization,
teams, and work requirements, and thus,
to create a better work environment
(Tzafrir 2006). Sophisticated recruitment
and selection system can ensure a better
fit between the individual’s abilities and
the organization’s requirement
(Fernandez 1992). Hunter and Schmidt
(1982) concluded that employment sta-
bility can be achieved through a selec-
tion procedure based on ability. Katou and
Budhwar (2007) also found that recruit-
ment and selection was positively related
to all organizational performance vari-
ables such as effectiveness, efficiency,
innovation, and quality. Quang and
Thavisay (1999) in a study on the public
sector firms of Lao found that recruit-
ment and selection practices of the sur-
veyed firms were interfered by the re-
spective ministries. They opined that
management succession planning should
be impartial and transparent. Another
study (Huang 2001) on HR practices of
Taiwan unearthed that recruitment and
selection took the highest percentage of
time (14.6%) spent by HR departments
in Taiwan. Huang (2001) also identified
recruitment and selection as the 4th most
important function of HRM in achieving
organizational objectives whereas train-
ing and development, compensation and
benefits, and HR planning were identi-
fied as the 1st, 2nd, and 3rd most important
functions of HRM respectively.
Ariyabuddhiphongs (2003) studied re-
cruitment and selection practices of 205
manufacturing companies of Thailand.
The study showed that walk-in applicants
(or via web-site) and newspaper adver-
tisements were the two most effective
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and frequently used methods of recruit-
ment in Thai manufacturing companies.
Although job samples were considered
as the most effective method of testing,
written examination was the most fre-
quently used method in Thailand. More-
over, structured panel interview was the
most preferred and effective method of
interview in Thai manufacturing compa-
nies. Tanova and Nadiri (2005) analyzed
the recruitment policies and practices of
Turkey. They observed that contrary to
the existing literature and theoretical sug-
gestions, small businesses in Turkey were
more likely to rely on employment agen-
cies as formal recruitment sources to fill
managerial positions. Chatterjee (2007)
uncovered that public sector employees
of India had more formal job descriptions
than that of private sector. He added that
organizations of India strongly depended
on formal labour market in the case of
recruitment whereas recruitment from
higher learning institutions was a very
common phenomenon in the case of pro-
fessional cadres. Placement agencies,
internet, and newspapers were found to
be the most popular sources of recruit-
ment in the Indian context.

Structured panel interview was the
most preferred and effective
method of interview in Thai manu-
facturing companies.

Taher and Arefin (2000) examined
the recruitment and selection (R and
S) process of Bangladesh Open Uni-
versity (BOU). They emphasized on
proper R and S because it constitutes
the most important features of HRM

and the cost of improper R and S is also
very high. Finally, they recommended
that BOU should set a full-fledged HR
department with experienced and com-
petent people, formulate HR plans, and
introduce computerized HR system to
improve the R and S process of BOU.
A similar study (Ahmed, Khan & Uddin
2004) assessed the recruitment and se-
lection practices of Square Pharma-
ceuticals Ltd (SPL). SPL practiced
both internal and external sources of
recruitment. About 60% positions of
SPL (which were mainly field level po-
sitions) were filled externally through
newspaper advertisements. The rest of
the positions were filled internally by
employee referrals, and references of
reputed personnel and senior manage-
ment. It did not use internet for this pur-
pose. SPL used different tests such as
written test, communication skill test,
interview, alcohol/drug test, medical
check up, reference check, and skill
test in selecting right people for the
right posts. Ernst and Young, and Met-
ropolitan Chamber of Commerce and
Industry (2007) conducted a survey on
HR practices of more than 50 organi-
zations selected from industries (mainly
f rom the pr ivate sector)  such as
Pharma and Healthcare, FMCG, IT,
Telecom, Manufacturing, Finance,
NGO, Textile/Garments, and Conglom-
erates. The survey revealed that an
‘Extended fami ly ’  cu l ture in
Bangladesh influenced recruitment and
employers preferred hiring through
known contacts. The survey also un-
folded that newspapers continued to be
the most commonly used source of re-
cruitment. Uddin, Habib and Hassan
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(2007) depicted a comparative scenario
of recruitment and selection practices
of two public and the private sector
companies of Bangladesh such as
Bangladesh Power Development Board
(BPDB) and Wartsila respectively.
They found that the sources of recruit-
ment used by Wartsila were circulation
of internal memo (existing employees /
internal recruitment), previously re-
ceived applications (unsolicited appli-
cants/walks-in), and newspaper adver-
t isements. On the other hand, the
sources of recruitment used by BPDB
were direct recruitment, promotion, and
apprentices. In the case of selection,
Wartsila, at first, used to prepare a
short list then they formed an interview
board. Applicants had to fill up employ-
ment application forms before inter-
view. The selection process of Wartsila
comprised panel interview, physical ex-
amination, reference and character in-
vestigation, joining and placement. On
the other hand, the selection process
of BPDB comprised written examina-
tion, interview, practical examinations
and tests, and physical examination.
Khan (2007) categorically mentioned
that the public and the private sector
institutions of Bangladesh failed to dis-
charge their duties properly due to
defective recruitment and selection of
employees, politicization of promotion
and posting, low compensation, and in-
effective training.

Objectives of the Study

a) To explore the differences and simi-
larities between public and private
sector manufacturing f irms of

Bangladesh with respect to recruit-
ment and selection practices.

b) To put forward policy implications for
improvement of the recruitment and
selection practices of the surveyed
firms.

Hypothesis of the Study

Hypothesis 1: H
0 
= There is no differ-

ence between the public and the pri-
vate sector manufacturing firms of
Bangladesh with respect to recruit-
ment and selection practices.

Sample

A sampling frame of 155 public and
private sector manufacturing firms was
prepared comprising 64 public sector
manufacturing firms (running) under all
the six state-owned manufacturing cor-
porations (GOB, Ministry of Finance
2007) such as BCIC, BSEC, BSFIDC,
BFIDC, BJMC, and BTMC, and 91 pri-
vate sector manufacturing firms (CSE
Annual Report 2007) l isted under
Chittagong Stock Exchange (CSE).
Various established approaches are
used in determining the sample size
such as using a census in the case of a
small population, imitating a sample
size of analogous studies, using pub-
lished tables, and using formulas to
calculate a sample size (Israel 2003).
For the present study, the published
table method was used in the determi-
nation of the sample size. Israel (2003)
developed the table by using the for-
mula of Yamane (1967), which is pre-
sented in Table  1.



Mir Mohammed Nurul Absar

440 The Indian Journal of Industrial Relations, Vol. 47, No. 3, January 2012

Table 1.  Sample size for ± 5%, ± 7%, ± 10% Precision Levels Where Confidence Level is 95%
and p = 0.5

Size of Population Sample Size(n) for Precision(e) of
                                    

±5% ±7% ±10%
100 81 67 51
125 96 78 56
150 110 86 61
175 122 94 64
200 134 101 67

Source: Adapted from Israel 2003: 3

Table 1 shows that a sample size is
feasible and valid at different precision
levels. From the field survey it was found
that the total population for the present
study was 155 that fall within the popu-
lation range of 175 in the table. Consid-
ering the sample size to be determined
at 10% precision level, it can be seen that
the sample size for the present study
came to 64 within the predetermined
population range of 175. Since the study
was directed to assess the comparative
status of recruitment and selection prac-
tices of the public and private sector
manufacturing firms of Bangladesh, the
stratified random sampling technique was
applied here to get a representative
sample size. In selecting samples from
both the sectors (stratums) the present
study also used ‘proportionate allocation
method’ (Kothari 1990: 63). Therefore,
the following overall sample size was
obtained for the present study.

Table 2. The Overall Sample Size of the Study

Sector No. of Units

Public 26
Private 38

Total Sample Size 64

Data Collection, Analyses &
Measurement

Questionnaire survey method was
used to gather data in the present study.
The questionnaire had three sections.
First section was composed of an eight-
item questionnaire on a 5–point Likert
type scale (Cronbach’s á = .76) framed
to assess the status of recruitment and
selection practices of the firms. Second
and third sections included ‘yes/no’ type
questions related to the sources of re-
cruitment and the selection devices re-
spectively. To assess the validity of the
scale of the present study, content valid-
ity was used. It is a “subjective but sys-
tematic evaluation of how well the con-
tent of a scale represents the measure-
ment task at hand” (Malhotra 2007: 286).
For this purpose, the contents of the ques-
tionnaire were prepared with the help of
leading literature, models, theories, and
texts pertaining to the subject and ques-
tions of research. After necessary modi-
fications, the content validity of the scale
was approved by a panel of experts. As
HR managers are the most competent
persons to provide data related to any
HRM practice such as recruitment and
selection (Huselid & Becker 1996,
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Tzafrir 2006), the structured question-
naire was sent to the HR managers of
the surveyed manufacturing firms. Finally,
60 useable questionnaires were obtained
for the study (26 from public sector and
34 from private sector). To analyze the
data, this study used descriptive (mean,
standard deviation) and difference infer-
ential statistics (Leech, Barrett & Mor-
gan 2005: 4) such as t-test, F- test. All
statistical calculations were carried out
by SPSS.

The most common approach used in
measuring HRM practices (such as re-
cruitment and selection) is additive ap-
proach (Edgar & Geare 2005). The
present study used this approach in mea-
suring the status of recruitment and se-

lection of public and private sector manu-
facturing firms of Bangladesh. The HR
managers of the surveyed firms were
asked to indicate, using an 8-item scale,
the extent each practice takes place in
their firms. The responses are then added
together and the expectation is that a
higher figure indicates better status of
recruitment and selection practices.

Results

Status of recruitment and selection
practices of the public and the private
sector manufacturing firms was assessed
by 8 items (á = 0.76). Table 3 shows the
sample size (N), mean (M), standard de-
viation (SD), and standard error of the
mean of the items.

Table 3 Descriptive Statistics of the Items Assessing the Status of Recruitment & Selection
Practices

Item Type of the N Mean Std. Std. Error
Organization Deviation  Mean

1 Recruitment policy Public 26 5.00 .000 .000
Private 34 4.68 .878 .151

2 Large no. of applicants Public 26 4.35 1.018 .200
are encouraged for Private 34 3.74 .864 .148
any vacancy

3 Job analysis guides Public 26 2.31 1.320 .259
recruitment Private 34 4.74 .666 .114

4 Rigorous selection process Public 26 4.62 .571 .112
Private 34 4.74 .666 .114

5 Selection is fair Public 26 3.88 .952 .187
Private 34 4.38 .604 .104

6 Line & HR manager Public 26 4.58 .578 .113
participate in selection Private 34 4.79 .770 .132

7 Spending  considerable Public 26 4.42 .578 .113
time in selection process Private 34 4.68 .684 .117

8 Focusing on applicants’ Public 26 3.46 .859 .169
psychological attributes Private 34 4.44 .613 .105
in selection
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With respect to the means of the
items, differences between the public and
the private sector manufacturing firms of
Bangladesh were observed. To determine

whether these differences were statisti-
cally significant, independent-samples t-
test was carried out for every item. The
result is presented in Table 4.

Table 4 Independent-Samples t-test for Items Assessing the Status of Recruitment and Selec-
tion Practices

Levene’s Test for
Equality of Variances t-test for Equality of Means

         
Item F Sig. t df Sig.

2-tailed)

1 Recruitment policy Equal
variances 15.370*** .000 1.875 58 .066
assumed

Equal
variances
not assumed 2.149** 33.000 .039

2 Large no. of applicantsEqual
are encouraged for any variances 1.173 .283 2.513** 58 .015
vacancy assumed

Equal
variances not
assumed 2.458 48.893 .018

3 Job analysis guides Equal
recruitment variances

assumed 30.037*** .000 -9.306 58 .000
Equal
variances not
assumed -8.582*** 34.677 .000

4 Rigorous selection Equal
process variances

assumed .394 .533 -.735 58 .466
Equal
variances not
assumed -.750 57.174 .456

5 Selection is fair Equal
variances
assumed 23.254*** .000 -2.471 58 .016
Equal
variances
not assumed -2.332** 39.888 .025

6 Line & HR managers Equal
participate in selection variances

assumed 1.123 .294 -1.202 58 .234
Equal

(Table contd..)
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variances not
assumed -1.248 57.989 .217

7 Spending  considerableEqual
time in selection variances
process assumed .150 .700 -1.519 58 .134

Equal
variances
not assumed -1.554 57.376 .126

8 Focusing on Equal
applicants’ variances
psychological assumed
attributes in selection 3.403* .070 -5.156 58 .000

Equal
variances
not assumed -4.933*** 43.255 .000

Note. *p < .10.  **p < .05. ***p < .01.

private sector manufacturing
firms of Bangladesh with respect
to attracting large number of ap-
plicants for vacant positions (t =
2.513, p < .05). Public sector
firms (M = 4.35) are in a signifi-
cantly better position than the pri-
vate sector firms (M = 3.74) with
respect to attracting applicants
for any vacancy.

Item 3 Job Analysis:Equal variances
were not assumed as F = 30.037,
p < .01. Consequently, from the
t- test,  significant  difference
was found between the public
and the private sector manufac-
turing firms of Bangladesh with
respect to recruitment based on
job analysis (t = -8.582, p < .01).
It can be inferred that the pri-
vate sector firms (M = 4.74) are
in a significantly better position
than the public sector firms (M
= 2.31) with respect to conduct-
ing recruitment based on job
analysis.

Item 1 Recruitment Policy: In the case
of recruitment policy, equal vari-
ances were not assumed since F
= 15.370, p < .01. Accordingly,
t-test was run. It was found that
in respect of maintaining formal
recruitment policy, the difference
between the public and the pri-
vate sector was statistically sig-
nificant (t = 2.149, p < .05). Thus,
it can be inferred that in a main-
taining formal recruitment policy,
public sector firms (M = 5.00) are
in a significantly better position
than the private sector firms (M
= 4.68).

In maintaining formal recruitment
policy, public sector firms are in a
significantly better position than
the private sector firms

Item 2 No. of Applicants: Equal vari-
ances were considered. Accord-
ingly, from the  t-test, it was
found that  there was significant
difference between public and

(Contd from pre-page)
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Item 4 Rigorous Selection Process:
Equal variances were assumed.
Accordingly, from the t- test, it
can be concluded that there is no
difference between the public
and the private sector manufac-
turing firms of Bangladesh with
respect to adopting rigorous se-
lection process.

Item 5 Fairness in Selection: Equal
variances were not assumed as
F = 23.254, p < .01. As a result,
from the  t-test, it was found that
there was significant  difference
between public and private sec-
tor manufacturing f irms of
Bangladesh with respect to fair-
ness in selection (t = -2.332,   p
< .05). It can be inferred that the
private sector firms (M = 4.38)
are in significantly better position
than the public sector firms (M =
3.88) with respect to maintaining
fair selection process.

The private sector firms are in a
significantly better position than the
public sector firms with respect to
maintaining fair selection process.

Item 6 Participation by Line & HR
Managers: Equal variances
were assumed. Therefore, from
the t-test, it was evident that there
is no difference between the pub-
lic and the private sector manu-
facturing firms of Bangladesh
with respect to the participation
of line and HR managers in em-
ployee selection process.

Item 7 Time Spent in Selection Process:
Equal variances were assumed.
Accordingly, from the t- test, it
was inferred that there is no dif-
ference between the public and
the private sector manufacturing
firms of Bangladesh with respect
to spending considerable time in
the selection process to find the
right person.

Item 8 Focus on Applicants’ Psychologi-
cal Attributes: Equal variances
were not assumed since F = 3.403,
p < .10. So  from the  t-test, a sig-
nificant difference was observed
between the public and the private
sector manufacturing firms of
Bangladesh with respect to focus-
ing on applicants’ psychological at-
tributes in selection process (t = -
4.933,  p < .01). It can be concluded
that the private sector firms (M =
4.44) are in a significantly better po-
sition than the public sector firms
(M = 3.46) with respect to focus-
ing on applicants’ psychological at-
tributes in selection process.

 Sources of Recruitment

Table 5: Sources of Recruitment Used by the
Public & the Private Sector

Sources % of Firms % of Firms
of Recruitment in the public in the private

sector  sector

Present employees 65 88
Newspapers 100 88
Employee referrals 08 65
Campus recruiting 00 71
Mgt. consulting firm 00 71
Professional associations 00 53
Unsolicited applicants 46 100
Internet 08 79
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From Table 5, it is seen that all the
surveyed public sector firms used news-
papers as a source of recruitment.
Present employees and unsolicited appli-
cants were also used by 65% and 46%
of the public sector firms respectively.
In the same sector, only 8% used em-
ployee referrals and internet as sources
of recruitment. No public sector firms
used campus recruiting, management
consulting firms and professional asso-
ciations as the sources of recruitment.
On the other hand, all the surveyed pri-
vate sector firms used unsolicited appli-
cants as sources of recruitment. Other
sources of recruitment were also used
by most of the private sector firms.

No public sector firms used cam-
pus recruiting, management con-
sulting firms and professional as-
sociations as the sources of re-
cruitment.

Selection Devices

Table 6: Selection Devices Used by the Public
& the Private Sector

Selection devices % of Firms % of Firms
in public in private

sector  sector

Initial Screening 85 94
Preliminary Interview 08 97
Employment Test 73 94
Written Examination 100 94
Comprehensive Interview 100 94
Reference Check 85 79
Medical Examination 100 91

From Table 6, it is observed that writ-
ten examination, comprehensive inter-
view, and medical examination were used
by all the surveyed public sector manu-
facturing firms. The next preferred se-
lection devices were initial screening,
reference check, and employment test
respectively in the public sector firms.  A
small percentage of the public sector
firms used preliminary interview. On the
other hand, in the private sector manu-

Table 7. Descriptive Statistics of the Status of Recruitment & Selection Practices

Type of the  Organization N Mean Std. Std.
 Deviation Error

Mean

Recruitment and public 26 4.3846 .49614 .09730
Selection Practice private 34 4.8824 .47767 .08192

facturing firms, the most preferred se-
lection device was preliminary interview.
Reference check was the least preferred
device. All other selection devices were
used almost equally by most of the pri-
vate sector firms.

To test the hypothesis stated earlier,
independent-samples t-test was run with

SPSS. To be certain about the homoge-
neity of variances of the comparing
groups, Levene’s test for equality of
variances was carried out before t-test
from which it was found that variances
were not equal, F = 8.762, p < .01. Ac-
cordingly, independent-samples t-test was
performed. It was observed that there
was statistically significant difference (t
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= -3.913, p < .01) between the overall
status of recruitment and selection prac-
tices of the public and that of the private
sector manufacturing firms. Hence, the
null hypothesis was rejected and it can
be concluded that the overall status of
recruitment and selection practices of the
private sector manufacturing firms of
Bangladesh (M = 4.8824) is significantly
better than that of the public sector manu-
facturing firms (M = 4.3846).

Discussion

It is revealed that the public sector
firms are in a better position than the pri-
vate sector firms in applying formal re-
cruitment policies and in encouraging
large number of applicants for any va-
cant position. This is due to the fact that
the public sector firms follow government
recruitment policies and it is also man-
datory for the public sector firms to ad-
vertise in newspapers for filling almost
every vacant position. No difference is
found between the public and the private
sector with respect to rigorous selection
process, participation of line and HR
managers in employee selection, and

Table 8. Independent-Samples t-test for the Status of Recruitment & Selection Practices

Levene’s Test for
Equality of Variances t-test for Equality of Means

                               
F Sig. t df Sig.

2-tailed)

Recruitment and Equal
Selection Practices variances

assumed 8.762 .004*** -3.933 58 .000
Equal
variances not -3.913*** 52.876 .000
assumed

Note. *** p < .01.

spending considerable time in selection
process to get the right people. However,
the private sector firms are in significantly
a better position than the public sector
firms with respect to conducting recruit-
ment based on job analysis and fairness
in selection, and focusing on psychologi-
cal attributes of employees such as per-
sonality, attitude, values, and integrity in
selection. In the case of sources of re-
cruitment, the public sector firms mainly
use newspapers, and present employees.
Besides newspapers, and present em-
ployees, the private sector firms fre-
quently use unsolicited applicants,
internet, and management consulting
firms, employee referrals, campus re-
cruiting, and professional associations as
the sources of recruitment. It is reported
that public sector firms use employee
referrals and unsolicited applicants only
in the case of recruitment of temporary,
casual, and ‘badli’ workers. Though
internet has been getting tremendous
popularity as a convenient source of re-
cruitment among contemporary job seek-
ers and employers, only 8% public sec-
tor firms use internet. It is observed that
most of the public sector firms do not
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have adequate information technology
(IT) facilities; their employees are not
familiar with IT literacy either. No pub-
lic sector enterprise uses campus recruit-
ing, management consulting firms and
professional associations as sources of
recruitment. The public and the private
sector firms use almost every selection
devices except preliminary interview
which is used by only 8% public sector
firms. The overall status of recruitment
and selection practices of the private
sector firms is found significantly better
than that of the public sector firms.

The private sector firms are in a
significantly a better position than
the public sector firms with respect
to conducting recruitment based
on job analysis and fairness in se-
lection.

Implications for the Public Sector

i. Job analysis should be conducted.

The public sector firms should con-
duct job analysis to determine job de-
scription, job specification, and job
evaluation. Through proper job analy-
sis, firms will be able to fix up the
specific duties and responsibilities of
every employee. Job analysis will help
in determining skills and knowledge
to be possessed by the employees to
hold various positions. It will also fa-
cilitate in providing effective compen-
sation packages to the employees.

ii. Fairness in selection process should
be upheld.

The public sector firms should main-
tain fairness in the employee selec-
tion through ignoring internal and ex-
ternal pressures. If nepotism and fa-
voritism are patronized in selection
then it would be hardly possible for
the firms to get and keep right per-
sonnel. It should also be remembered
that if selection is wrong then all the
ventures of HRM shall be foiled.

iii. Psychological attributes should be
focused in selection.

It goes without saying that people
are generally hired by the firms on
the basis of their competencies and
they are fired from the firms for psy-
chological attributes such as person-
ality, attitudes, values and the like. So
psychological characteristics of the
applicants must be assessed in the
section process because it is easy to
give a job but it is so difficult to ter-
minate.

iv. Different   sources of recruitment
should be utilized.

The public sector firms should use di-
versified sources of recruitment in
attracting applicants. Beyond news-
papers and present employees, they
should use internet, management con-
sulting firms, professional associa-
tions, campus recruiting, and em-
ployee referrals in expanding the pool
of available talents.

Implications for the Private Sector

i. Formal recruitment policies should be
adopted.
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The private sector firms should adopt
formal recruitment policies in a bet-
ter way. Formal recruitment policies
would help the firms in attracting in-
ternal and external candidates in fill-
ing any vacant position. Existence of
formal policies can also improve the
transparency and accountability in
recruitment and selection. Policies
should also be changed in course of
time.

ii. Large number of applicants should be
attracted for filling vacancies.

The private sector firms should en-
courage large number of competent
applicants for filling their vacant po-
sitions. In case of top and mid level
vacancies though it is not always
expected, in recruiting entry level
positions private sector firms should
try to create a pool of capable people
from whom it would be easier to get
the desired ones.
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Introduction

Industrial development is the key fac-
tor for the rapid economic development
of any country. It is true more in the case
of developing countries, since it would be
helpful to combating many economic ills,
which they have been facing. Economic
reforms introduced in India, particularly
since 1991, are aimed at making the
economy and industry more competitive.
Liberalization and globalization have pro-
vided opportunity for growth and expan-
sion of the industry, and the manufactur-
ing sector in particular  (Krishnamurthy
2007).

The wage- productivity relationship
in Indian industries has been a vexed
and indecisive issue.  It has been agreed
by all that wages should move so as to
bear positive relationship with produc-
tivity.  The Royal Commission of Labour,
the Fair Wages Committee on Sharing
the Gains of Productivity, the study
group on Productivity and Incentives and
the Five-year Plans, have therefore, re-
garded productivity as one criterion in
wage determination.  It is also impor-
tant to remember wages should not go
up to the extent of compelling employer
to replace labour by capital which will

This paper examines wage- pro-
ductivity linkages in rural, urban
and aggregate industries of In-
dia covering the period
from1998-99 to 2007-08. In or-
der to clearly understand the
links between wages and produc-
tivity in selected industries, the
study had used a simple step-wise
regression model. Based on the
results obtained it was suggested
that nation-wide l inkage of
wages with productivity may be
the best option for neutralization
of a rise in the cost of living. The
productivity of capital and total
factor productivity may be taken
into account along with labour
productivity while granting wage
increase so that wage increase is
not of inflationary nature. Effec-
tive utilization of capital should
be the correct criterion for a
country like India where capital
is a scarce factor.
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lead to unemployment problems. The
National Commission on Labour (1969)
observed, “Any sustained improvement
in wages cannot be brought without in-
creasing productivity.  The urgency of
improving productivity level to sustain
increase in real wage cannot be over
emphasised.  It is therefore, desirable
to establish some positive relationship
between productivity and wages in the
interest of both employers and employ-
ees”.

In the manufacturing sector, scope
for internal as well as external
economies is greater than in the
other sectors.

The economic development of a
country depends mainly on industrial de-
velopment. In the manufacturing sector,
scope for internal as well as external
economies is greater than in the other
sectors. It acts as an instrument both for
creating capacity to absorb excess labour
and for diversifying the market required
to boost economic development. The
present study has attempted to analyse
the productivity and wages in the manu-
facturing sector of India, disaggregating
in to rural and urban industries.

Selection of the Variables

Net Value Added (NVA) was taken
as output, since the trends are not af-
fected significantly by the use of net value
added. Also ambiguity in the calculation
of depreciation can be overcome if net
value added is taken as a measure of
output. Labour input consisted of both

workers directly involved in production
and also persons other than workers like
supervisors, technicians, managers,
clerks and similar type of employees.  The
invested capital was taken into account
as capital. Wages included remuneration
paid to workers.

Data

The basic data source of the study
was Annual Survey of Industries (ASI)
published by Central Statist ical
Organisation (CSO), Government of In-
dia covering the period from1998-99 to
2007-08. All the referred variables were
normalised by applying the Gross Domes-
tic Product (GDP) deflator.  The GDP at
current and constant prices were ob-
tained by referring to Economic Survey,
published by Government of India, Min-
istry of Finance and Economic Division
Delhi. The data on Consumer Price In-
dex for Industrial Workers (CPIIW) was
also drawn from the same source to fit
the functional relationship between wage
and productivity, since CPIIW was one
of the factors influencing productivity
changes.

Partial Factor Productivity Indices

Partial factor productivity measures
the ratio of output to one of the inputs
setting aside interdependence of the use
of inputs. Labour productivity (NVA/L)
is measured as a ratio of value added to
total number of persons employed. Capi-
tal Productivity (NVA/K) is measured
as a ratio of value added to gross fixed
capital.
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Total factor productivity (TFPI)

 A broader gauge of productivity, the
total factor productivity, is measured by
combining the effects of all the resources
used in the production of goods and ser-
vices (labour, capital, raw material, energy,
etc.).  Total factor productivity indices were
calculated by applying the direct method-
square root of PFPK multiplied by PFPL,
where PFPL represents partial factor pro-
ductivity of labour and PFPK represents
partial factor productivity of capital.

Step-wise Regression Model

In order to clearly understand the
links between wages and productivity in

selected industries, this study has used a
simple step-wise regression model (used
by Laxmi Narayan 2003). Different mod-
els, depending upon the number of vari-
ables in the exercise, were selected so
as to give us relation between wages and
productivity. As various measures of pro-
ductivity may affect wages differently,
the models were so designed to include
one or more measures of productivity.
The analysis was based on the wage rate
(W) as the dependent variable and labour
productivity (NVA/L), capital intensity
(FC/L), Consumer Price Index for Indus-
trial Workers (CPIIW), Net Value Added
(NVA), Total Factor Productivity Index
(TFPI) and trend variable (T) as explana-
tory variables. The variables included and
the models estimated are :

Wage - Productivity Relationship

To examine the wage–labour produc-
tivity linkages, the following variables
were selected.

Labour Productivity: The movement
in real wages based on the movement in
labour productivity was examined. There-
fore, labour productivity was the first
variable considered. And a positive rela-
tionship between wage rate and labour
productivity was expected.
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Consumer Price Index for Indus-
trial Workers: The second variable was
consumer price index for industrial work-
ers. Since there are certain universally
accepted requirements, which must be
fulfilled for a worker to live in a civilized
community, like food, clothing and bed-
ding and a shelter for self and family,
there must be a standard budget that is
sufficient to meet the above mentioned
minimum needs of workers. However,
when this standard budget in terms of the
need-based minimum wage is determined,
the question of maintaining the same pur-
chasing power arises. The system gen-
erally prevailing in India for the adjust-
ment of wages against fluctuation in the
value of money is that of paying dear-
ness allowance over and above the ba-
sic wage. The cost of living index thus
was taken as a correction for the loss of
purchasing power. The justification is that
the real wages of workers should not be
allowed to be whittled down by the price
increase. The correction method adopted
to neutralize the fall in value of money,
so as to keep the workers real wages con-
stant at a given level is based on con-
sumer price index. Generally, any in-
crease in the price of consumer goods
depresses the real wages. Thus, a nega-
tive relationship between consumer price
index and change in real earnings can be
visualized.

Generally, any increase in the price
of consumer goods depresses the
real wages.

Capital Intensity: The capital inten-
sity is another variable, which is theoreti-

cally and empirically taken to be a factor
determining wages. In the present study,
capital-labour ratio was taken as a mea-
sure of capital intensity. It is argued that
the availability of higher per capita wage
requires more skilled manpower and
therefore, workers are paid, higher
wages. Moreover capital intensity may
also affect wages via the productivity
route, i.e. rising capital intensity which
increases labour productivity leads to
higher wages. And higher wages may
induce a substitution of capital for labour.
Therefore, a positive relationship is ex-
pected between changes in capital inten-
sity and changes in wages.

The capacity of the industry to pay
is one of the essential circum-
stances being taken into consider-
ation except in the cases of bare
subsistence for minimum wages

Net Value Added: The capacity to
pay is yet another variable or a factor
determining wages. It is generally be-
lieved that capacity of the industry to pay
should be taken into account while fixing
the wages, other than minimum wages.
The capacity of the industry to pay is one
of the essential circumstances being
taken into consideration except in the
cases of bare subsistence for minimum
wages which employer is bound to pay
irrespective of the capacity to pay. Ex-
pansion in output (value added) may be
taken as the measure of the industry’s
capacity to pay and a positive relation-
ship between earnings and valued added
is expected.
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Table 1 Wage – Productivity Relationship in Rural Industries

Model Constant LnNVA/L LnNVA LnK/L LnCP II W LnTFPI LnT R2 DW Statistic F-ratio
No

I 85.599* .217
(16.456) (7.730) * - - - - - .882 1.369 59.757

II 88.807 * .132 2.085
(14.622)  (1.500) - - - -  (1.017) .897 1.449 30.525

III 144.830 -.931 *** .441 * * 2.145
(5.874) * (-2.0050) (2.316) - - -  (1.452) .946 2.175 34.820

IV 42.733 -.454 .884 .132 4.467
(1.162) (-1.347)  (3.077)**  (.831) - -  (1.761) .981 1.650 65.348

V 64.947 -.462 *** -.141 .918 *** -.066 5.588
(.312) (-2.000)  (.720)  (2.057) (-.109) -  (.570) .981 1.663 41.941

VI 31.842 1.332  *** .828 .016 -.208 2.787
(.211)  (1.389) -  (1.768)  (.032) (-1.511)  (.404) .977 1.709 53.247

VII 85.296* .222 -.003
(6.110) (.998)     (-.024) - - - - .882 1.371 26.146

VIII -10..567 .108 -.124 1.161 *
 (-.435) (.866) (-1.675)  (4.158) - - - .970 1.783 63.761

IX -100.911 -1.193 * 2.045 * 1.183 *
 (-2.650) (-3.401) - (5.437) - (3.270) - .984 1.805 122.61

Source: Calculations are based on ASI data
Note: * Significant at 1 % level

 ** Significant at 5% level
*** Significant at 10% level

Figures in brackets indicate ’t’ values
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Other variables: The rate of pro-
ductivity advances as measured by total
factor productivity index and trend vari-
able are taken as other explanatory vari-
ables.

Results

Table 1 gives statistics regarding the
coefficients of the step-wise regression
model which explains wage-productivity
relationship in rural industries.

The outcomes of regression analysis
of relationship between wages and pro-
ductivity in rural industries showed a
strong association of wage rate (Lnw)
and labour productivity (LnNVA/L) in 5
out of 9 models in these industries. The
coefficient of labour productivity
(LnNVA/L) was positive and statistically
significant consistently in all the func-
tions. Model I revealed that, when taken
as the sole factor to explain the relation-
ship, the coefficient of labour productiv-
ity (LnNVA/L) was positive and signifi-
cant. Elasticity of real wage rate (Lnw)
with respect to labour productivity
(LnNVA/L) was equal to 0.217, the ex-
plaining power of the relation being as
high as 0.882. Introduction of a trend
variable (LnT) in model II increased the
explaining power of the model and slightly
reduced the co-efficient of labour pro-
ductivity (LnNVA/L). In model III when
net value added (LnNVA) was included,
the coefficient of labour productivity
(LnNVA/L), the explanatory power of
the function had improved. However, the
influence of net value added (LnNVA)
on wage rate (Lnw) was negative and
statistically significant only at 10 percent

level. Introduction of capital intensity
(LnK/L) in model IV had further im-
proved slightly the explanatory power of
the model (R2 = 0.981) as well as labour.
Introduction of consumer price index for
industrial workers (LnCPIIW) in model
V showed that LnCPIIW took negative
sign and was statistically not significant,
indicating increase in consumer price had
reduced the real earnings of the work-
ers. In model VI, introduction of total
factor productivity (LnTFPI) had reduced
the explanatory power of the model to
0.977. However, the coefficients of all
the variables including total factor pro-
ductivity had positive sign. Model VII,
VIII and IX excluding trend variable
(LnT) showed negative coefficient for
labour productivity (LnGVA/L), but the
explaining powers of the model had been
increased.

Table 2 provides details regarding the
wage – productivity relationship existing
in urban industries of India.

The results of regression analysis of
wage – productivity relationship in urban
industries revealed a positive and statis-
tically significant association between
wage rate (LnW) and labour productiv-
ity (LnNVA/L) according to model I, III
and IX.  Introduction of trend variable
(LnT) in model II had increased the R2,
but it has reduced the value and signifi-
cance of labour productivity (LnGVA/L).
Inclusion of net value added (LnNVA)
in model III showed that net value added
(LnNVA)  had taken a positive sign and
the co-efficient of labour productivity
(LnNVA/L) and trend variable (LnT) had
increased their values and their statisti-
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Table  2 Wage-Productivity Relationship in Urban Industries

Model Constant LnNVA/L LnNVA LnK/L LnCP II W LnTFPI LnT R2 DW Statistic F-ratio
No

I 81.665 .279*
(12.212)  (6.068) - - - - - .821 .878 36.817

II 91.767 * .089 2.979
(10.883)  (.746) - - - -  (1.707) .874 1.040 24.271

III 103.698* -.302*** .264 3.645 **
(6.749)  (1.930)  (.933) - - -  (2.385) .890 1.349 16.170

IV 84.662 -.178 .0.51 .814 -.043 5.211
(-.633)  (.436)  (0.157) (-.107) -  (.280) .894 1.246 36.164

V 7.998* -.162 0.58 1.074* .409 4.928***
(.283) (-.631)  (.335)  (3.573)  (.984) - (-1.828) .969 2.722 39.100

VI 92.006* 1.332 -.228 .203 -.1808 -.3115
(9.690)  (1.389) -  (-.384) (.783)  (-1.553)  (-.911) .988 2.287 64.164

VII 82.378* .253 0.21
(6.546)  (.655)  (.069) - - - - .822 .875 16.121

VIII 57.308* -.356 .210 .577*
(5.842) (-1.296)  (1.166)  (3.836) - - - .948 1.845 36.704

IX 210.380* 2.056* -.493 -2.665 *
(5.819)  (4.261) - (-2.013) -  (-4.402) - .985 2.398 131.465

Source: Calculations are based on ASI data
Note: * Significant at 1 % level

** Significant at 5 % level
*** Significant at 10% level

Figures in brackets indicate ’t’ values
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Table 3 Wage - Productivity Relationship in Aggregate Industries

Model Constant LnNVA/L LnNVA LnK/L LnCP II W LnTFPI LnT R2 DW Statistic F-ratio
No

I 83.320* .242*
(17.474)  (8.162) - - - - - .893 1.236 66.617

II 85.685* .146 1.859
(14.552)  (1.649) - - - -  (1.148) .910 1.326 35.294

III 114.032* -.504 .354*** 4.354
(7.531)  (-1.404)  (1.852) - - -  (2.245) .943 2.111 32.846

IV 105.173* -.414 .293 .063 3.875
(4.889)  (-1.020)  (1.303)  (.616) - -  (1.769) .947 2.234 22.180

V -189.001 -.066 -.043 -.055 .783 -9.605
(-.811)  (-.139)  (-.125)  (-.408)  (1.267) - (-.886) .962 1.949 20.211

VI -133.900 .060 -.081 .657** -.144 -7.362
(-1.510) (1.046) -  (-.638)  (2.361)  (-1.008)  (-1.742) .963 1.971 32.235

VII 86.559* .159 .056
(7.726)  (.622)  (.324) -        -      -        - .894 1.238 29.635

VIII 74.766* .193 -.001 .127
(4.965)  (.765) (-.006)  (1.143)          -       -         - .913 1.648 21.054

IX 126.583* .877 -.174 -.896
(3.273)  (1.739) - (-.728)           - (-1.364)           - .934 1.301 28.203

Source: Calculations are based on ASI data
   Note: * Significant at 1 % level

** Significant at 5% level
*** Significant at 10% level

Figures in brackets indicate ’t’ values
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cal significance. Introduction of capital
intensity (LnK/L) in model IV improved
the explanatory power of the model and
the coefficients of all the variables have
slightly reduced though  the signs and
levels of significance continued to be the
same. In model V consumer price index
for industrial workers (LnCPIIW) took
positive sign and was statistically insig-
nificant indicating that increase in con-
sumer price had not reduced real earn-
ings of the workers. In model VI, intro-
duction of total factor productivity index
(LnTFPI) showed that while its co-effi-
cient took a negative sign, the numerical
value improved. Screening of other mod-
els showed that coefficent of labour pro-
ductivity (LnNVA/L) was showing mixed
trends.

Table 3 explains the relationship be-
tween wage rate and productivity of all
forms in the aggregate industries.

The results of different models of
wage–productivity relationship for the ag-
gregate industries revealed a positive and
statistically significant association between
wage rate (LnW) and labour productivity
(LnNVA/L) according to model I. But this
model suffered from comparatively low
explaining power, indicating that there were
factors other than labour productivity
(LnNVA/L) that influenced real wage rate
(Lnw) in the country. Introduction of trend
variable (LnT) in model II had increased
the explanatory power, but it has reduced
the value and significance of labour pro-
ductivity (LnNVA/L). Inclusion of net value
added (LnNVA) in model III showed that
it had taken a positive sign and the co-effi-
cient of labour productivity (LnNVA/L) and

trend variable (LnT) had increased their
numerical value and statistical significance.
Introduction of capital intensity (LnK/L)
(model IV) did not improve the explana-
tory power of the model and the coeffi-
cients of all the variables have slightly re-
duced. In model V consumer price index
for industrial workers (LnCPIIW) took
positive sign and was statistically not sig-
nificant indicating that increase in consumer
price had not reduced real earnings of the
workers. In model VI, introduction of total
factor productivity index (LnTFPI) showed
that while its coefficient took a negative
sign, the numerical value of labour produc-
tivity (LnNVA/L) coefficient has not im-
proved. Screening of other models showed
that coefficent of labour productivity
(LnNVA/L) was positive.

Conclusion

The nation-wide linkage of wages
with productivity may be the best option
for neutralization of a rise in the cost of
living. The productivity of capital and to-
tal factor productivity may be taken into
account along with labour productivity
while granting wage increases so that the
same is not of inflationary nature. Effec-
tive utilization of capital should be the
correct criterion for a country like India
where capital is a scarce factor.
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FDI: The Concept

‘Capital and investments along with
human resources are the essential hub
of development’. This statement has
gained lot of importance in recent times.
FDI has been instrumental in economic
growth of developed countries. Almost
every developed country has had the as-
sistance of foreign finance to supplement
its own meagre savings during the early
stages of its development. This has
prompted India and other developing
countries to reform their economic poli-
cies to attract FDI. India, like many other
countries, attracts foreign direct invest-
ment as an important element in their
strategy because FDI is widely regarded
as an amalgamation of capital, technol-
ogy, marketing and management.

FDI is widely regarded as an amal-
gamation of capital, technology,
marketing and management.

In the liberalization era, India is
known to have attracted a huge quan-
tum of FDI. According to UNCTAD
(2007) India has emerged as the second
most attractive destination for FDI after

This paper provides an extensive
explanation for determinants of
FDI inflows in to as well as out-
flows from India. It analyzes the
dynamics of several FDI determi-
nants in relation to the inflows
and outflows. It reviews the key
results of research regarding the
determinants of FDI. The study
concludes that FDI inflows in to
India is simultaneously deter-
mined by the policy framework,
market size, economic factors as
well as economic stability and
political factors. The study also
infers that there are similarities
and dissimilarities in determining
factors that explain FDI inflows
in to India and other underdevel-
oped countries.
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China and ahead of the US, Russia and
Brazil. India has experienced a marked
rise in FDI flows in the last few years,
FDI inflows in to India has increased
from $ 11.4 billion in 1990-99 to $ 371.82
billion in 2009-10.

FDI is the process whereby resident
of one country (the home country) ac-
quires ownership of assets for the pur-
pose of controlling the production, distri-
bution and other activities of a firm in
another country (the host country). Bal-
ance of Payment Manual of IMF de-
fined the FDI as a category of interna-
tional investment that reflects the objec-
tive of obtaining a ‘lasting interest’ by a
resident entity in one economy in an en-
terprise resident entity in another
economy. The ‘lasting interest’ implies
the existence of a long relationship be-
tween the direct investor and the enter-
prise, and a significant degree of influ-
ence by the investor on the management
of the enterprise. RBI definition of FDI
is more stringent since it excludes rein-
vested earnings, foreign equity listings,
foreign subordinated loans to domestic
subsidiaries, overseas commercial bor-
rowings, financial listing, trade credits,
grants, bonds, ADRs and GDRs whereas
the IMF Guidelines include all these un-
der FDI. Thus there are differences in
computation.

Focus & Framework

The focus of this study is to analyze
the behaviour of some selected micro and
macro pull and push factors of FDI de-
terminants. The objective is to observe
and analyse the dynamics of some se-

lected FDI determinants in relation to the
inflows and outflows as a consequence
of economic reforms in India. Different
frameworks have evolved for analyzing
the determinants of FDI. An exception-
ally flexible and increasingly popular one
is the eclectic theory of John Dunning
according to which the determinants of
FDI could be considered on the basis of
firm specific advantages, internalization
advantages and countries’ specific ad-
vantages. These advantages may be
termed as ‘push factors’ of the host
countries.

Literature Survey

Markusen and Maskus (1999), Love
and Lage-Hidalgo (2000), Lipsey (2000),
and Moosa (2000), highlight how the do-
mestic market size and differences in
factor costs can relate to locational FDI.
From the point of view of foreign inves-
tors this factor is important where the
industries are characterized by relatively
large economies of scale.

Labour cost which is one of the
major components of the cost func-
tion deters FDI.

Labour cost which is one of the ma-
jor components of the cost function de-
ters FDI. It is true for the firms, which
engage in labour intensive production
activities. Studies by Kravis and Lipsey
(1982) Wheeler and Mody (1990) Lucas
(1993) Wang and Swain (1995) and
Barrell and Pain (1996) found no signifi-
cant negative relationship of wage and
FDI. Nonetheless there are other re-
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searchers such as Morre (1993), Love
and Lage Hidalgo (2000) who have found
out that higher wages do not always de-
ter FDI in all industries and have shown
a positive relationship between labour cost
and FDI.

Gostanga (1998) and Asiedu (2002)
focus on policy reforms in developing
countries as determinants of foreign di-
rect investment inflows. They considered
corporate tax and degree of openness to
FDI as determinants. Ethier (1994)
Brainard (1997) Cars, Markusen and
Maskus (2001) highlight the effect of tar-
iffs on FDI in the context of horizontal
and vertical specialization with MNC’s.
Froot and Stein (1991) claimed that a
depreciation of the host currency should
increase FDI in to the host country and
conversely an appreciation of host cur-
rency should decrease FDI. Sayek Selin
(1999) explained the negative relationship
between inflation and FDI. Higher infla-
tion causes low inflow of FDI in host
country. Hymer’s (1960) market imper-
fection hypothesis postulated that FDI
was the direct result of an imperfect glo-
bal market environment. This approach
successfully analyzed the ‘tariff jumping’
FDI which was prevalent in the coun-
tries encouraging import substituting
industrialisation policies in the late sev-
enties. In the eighties there was a need
to explain the rising volumes of FDI de-
spite the world markets becoming inte-
grated.

Rugman (1960) in his “internalization
theory” explained FDI in terms of the
need to internalize transaction costs so
as to improve profitability and explained

the emergence of efficiency seeking FDI.
According to Dunning’s (1993) OLI
theory FDI takes place owing to owner-
ship internalization and locational advan-
tages. Ownership advantages are firm-
specific competitive advantages which an
investing firm possesses over local firm
in serving particular markets. These in-
clude unique assets relating to techno-
logical knowhow, marketing expertise,
and managerial skills. The locational ad-
vantages of the host countries are the
natural resources, cheap inputs, large
markets and so forth. To minimize trans-
action costs and increase profitability,
investing firm must exploit their owner-
ship and locational advantages through
‘internalization’.

Traditional theories have character-
ized exports and FDI as alternative strat-
egies. The growing complexities in the
relationship between trade and FDI in the
globalised era of integrated markets have
led to the emergence of new approaches
to study them. Gosse and Trevino (1996)
in their study indicate that FDI used to
preserve markets that were previously
established by exports. Eaton and Tamura
(1994) suggest that FDI follows exports,
following Mundell (1957) it was long
thought that FDI substituted trade. Fur-
ther there have been some studies that
have explored the relationship between
FDI and trade by taking unified approach.
in which the two flows are determined
simultaneously.

Globerman and Shapiro (1999) found
that the regional trade agreements caused
both inward and outward FDI. Blomstrom
and Kokko (1998) separated the effects
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of regional trade agreements along two
dimensions, the indirect effect on FDI
through trade liberalization and direct
effects from changes in investments
rules connected with the regional trade
agreements. According to them lower-
ing interregional tariffs can lead to ex-
panded markets and increased FDI, but
lowering external tariffs can reduce FDI
to the region if the FDI is tariff-jumping.

There are a number of studies indi-
cating productivity spillover from FDI.
Caves(1996), Globereman (1979),
Blomstorm and Wolf (1994), Daankov
and Hockman (2000) and Banga (2004)
opine that higher the inflow of FDI,
higher will be the capability of the do-
mestic investors to undertake investments
abroad.  Kyrkills and Pantilidies (2003)
noticed that income is the most impor-
tant determinant of FDI inflows for Ger-
many. In addition they also discovered
that exchange rate is an influential fac-
tor in affecting the outward FDI to Bra-
zil and Singapore. Prugel (1981), Lall
(1980), Grubangh (1987) find relative low
interest rate in the home country will lead
to higher tendency of outward FDI. Ex-
change rate also has significant impacts
towards the outward FDI. Hosmane
Manjappa & Niranjan (2010) made an
attempt to assess the determinants of in-
vestment patterns of Indian manufactur-
ing sector over the years, at an aggre-
gate level of major industry groups.

Detrimental Factors of FDI in India

Aykut and Ratha (2003) have
broadly categorized the determinants of
FDI into demand side pull factors and

supply side push factors in the Asian de-
veloping countries. Pull factors are the
micro and macro characteristics of the
host country markets that attract FDI
towards them and push factors are the
micro and macro characteristics of the
home country that push outward FDI into
the destination economies.

Pull factors are locational specific
characteristics of the host country
markets that induce home country
investments.

Pull factors are locational specific
characteristics of the host country mar-
kets that induce home country invest-
ments.

Policy Framework of FDI in India

Government policies are a possible
determinant of FDI since the government
considers FDI flows as means to fight
unemployment and enhance national
growth rate. The significant policies are:
liberalized industrial policy, trade policy,
tax policy, intellectual protection regime,
international trade agreements of a coun-
try etc.

(a)Liberal Industrial Policy: Indus-
trial policy liberalization is one of the most
important determinants of FDI in India.
Several liberal policies have been adopted
since 1991. This policy, while freeing the
Indian economy from official controls, pro-
moted the opportunities for foreign invest-
ment in India and liberalised the economy
towards foreign investment and technol-
ogy. In the pre-liberalisation era, foreign
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equity participation was restricted nor-
mally to 40 percent and technology agree-
ments needed prior approval. As against
this, the new policy has allowed 51 per-
cent foreign equity participation and also
allowed majority foreign equity with au-
tomatic approval in a large number of in-
dustries. In January 2005, for example the
government relaxed restrictions on new
FDI in India by foreign partners of joint
ventures. The previous rules, issued in
press note in 1998, had required a release
by the Indian partner and Government of
India approval for any new investment, a
provision often subject to abuse. The new
rules maintain restrictions on the majority
of the existing joint ventures, but have new
ones to negotiate their own commercial
terms. A local firm’s ability to restrict its

foreign partner’s business strategy has
been reduced, but the way out of a cur-
rent joint venture remains uncertain. FDI
policy liberalization is a very necessary but
not a sufficient determinant of FDI as in
the case of Africa where regulatory frame-
works in most countries are quite open but
FDI inflows remain low. So other deter-
minants have come into play a crucial role
for investment to flow into the country.

FDI policy liberalization is a very
necessary but not a sufficient de-
terminant of FDI

(b)Liberal Trade Policy: Theoreti-
cal literature suggests that the liberal
trade regime of the host country may

Table 1: Determinants of FDI

· Policy framework of Liberalized industrial policy, liberal trade policy,
  FDI in India. foreign exchange policy, exchange rate regime,

intellectual property regime, tax policy of
government.

· Market size and GDP Size, income levels, urbanization, stability and
growth prospects, access to regional  markets,
distribution and demand patterns.

Pull factors · Economic Foreign exchange reserve, infrastructure, cost of
Determining   determinants capital or interest rate, cost of labour.

FDI inflows · Economic stability. Debt- GDP ratio, industrial disputes inflation rate,
deficit in the balance of payments.

· Political factors. Polit ical stabil i ty and freedom from external
aggression, security of life and property, reasonable
opportunities for earning profits, prompt payment
of faired and transferable compensation in case of
nationalization of a foreign owned enterprises,
facilities for immigration and employment of foreign
personnel, freedom from double taxation, a general
spirit of friendliness toward, foreign investors.

Push factors
Determining Exports, imports, FDI inflows.
FDI outflows.
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have two counteracting influences on the
inflow of FDI. Firstly, open regimes that
facilitate intra-firm trade, allow greater
freedom to TNCs and are export-friendly
may make the host country a better place
to do business for foreign enterprises and
FDI inflows may increase. On the other
hand, restrictive trade regimes with high
tariffs offer a locational advantage for
tariff jumping import substituting FDI by
TNCs.

 In India there have been many trade
policy changes since 1991. The export-
import policy since the 90s has eliminated
to a substantial extent quantitative re-
strictions, licensing and discretionary con-
trols. The changes include de-licensing
and substantial reduction of tariffs on
import of capital goods, raw materials and
components, re-classification of tariff
categories, and permission to foreign
companies engaged in manufacturing and
trading activities to open branch offices
in India. As a result all goods can now
be freely imported and exported. The
change in the policy attitude reflects the
government’s commitment to the idea
that foreign trade and FDI flourishes in
an atmosphere of freedom.

Foreign exchange policy repre-
sents the investment climate in the
country.

(c)Foreign Exchange Policy & Ex-
change Rate Regime: Foreign exchange
policy represents the investment climate
in the country. There have been some
changes introduced in the foreign ex-
change regulations in India. The amend-

ment to FERA has removed a major
hurdle to the FDI inflows into the Indian
industry. The operating environment has
received a major fillip with the introduc-
tion of a single market determined ex-
change rate for the rupee since 90s. All
import and export transactions are now
conducted at the market rate of ex-
change. The market rate also applies to
other transactions like payments in re-
spect of repatriation of dividends, jump-
sum fees and royalties and foreign trade.
The government also introduced current
account convertibility in 1994.

(d)Intellectual Property Protection
Regime: The Uruguay round negotiations
presumed that stronger patent regime
improves the investment climate in the
host country and encourages the inflow
of foreign direct investment, intellectual
property protection links more directly
with R&D activity. MNCs may be ap-
prehensive of locating their key R&D
centres in countries with weak patent
regimes. Therefore, the relative strength
of patent protection available in a coun-
try may be a factor in determining the
overseas R&D activity of the MNC’s.
India is a signatory of Uruguay round
negotiations which strongly protect IPR
and hence has good environment for host
countries to invest in India.

(e)Tax Policy: Fiscal policies deter-
mine the general tax levels, including
corporate and personnel tax rates and
thereby influence inflow of FDI. Any
change in tax rates on corporate income
like dividend, royalty, technical fees and
capital gains received by a foreign com-
pany is expected to influence the inward
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flow of FDI. In India during 1993-94 the
tax rate on short term capital gains were
reduced from 75 percent to 30 percent.
An Electronic Hardware Technology
Park (EHTP) scheme was set-up to al-
low 100 percent equity participation, duty
free import of capital goods and a tax
holiday.

Market Size & GDP

Market size, income of its popula-
tion and GDP growth are considered as
important determinants of FDI in India.
Large markets can accommodate more
firms, both domestic and foreign, and
can help producing tradable products to
achieve scale and scope. As growth is
a magnet for firms, a high growth rate
in host country tends to stimulate invest-
ment by both domestic and foreign pro-
ducers. Traditionally size and growth as
FDI determinants relate to national mar-
kets for manufacturing products which
is sheltered from international competi-
tion by high tariffs or quotas that trig-
ger tariff jumping. The commerce de-
partment of USA calls India as one of
the 10 emerging markets in the world,
which means that big growth in invest-
ment will come to the big emerging mar-
kets from the developed countries. Simi-
larly the World Bank has categorized
India as the fifth largest economy of the
world after USA, China, Japan and Ger-
many. The largest market causes high
GDP growth and there by attract huge
FDI. A high average annual GDP growth
of 6.6 percent from 1991 to 2006, and 7
to 8 percent till 2010 and gradual im-
provement of its market mechanisms at-
tracted worldwide attention with emerg-

ing investment opportunities and huge
market size.

Economic Determinants of FDI

(a)Foreign Exchange Reserve: The
higher level of foreign exchange reserve
in terms of import cover reflects the
strength of external payment position and
helps to improve the confidence of the
prospective investors. Increasing foreign
exchange reserve implies improving fi-
nancial health of a country which induces
FDI. India has managed to build up its
foreign exchange reserve to the desired
level during the reforms period. India’s
foreign exchange reserve in dollar term
has increased by around 60 times from
US $ 2.23 billion in March 1991 to, 263.1
billion in 2009 and to 299 billion in Janu-
ary 2011. It shows her growing strength
of external payment position. Therefore
higher level of foreign exchange reserve
leads to inflow of more FDI.

Availability of low cost infrastruc-
ture enables the host country to
attract more FDI.

(b) Infrastructure: Availability of low
cost infrastructure enables the host coun-
try to attract more FDI. The establish-
ment of industry requires developed in-
frastructure. In 2006, India has 3.3 mil-
lion kilo meters of roads out of which 66
thousand kilo meters are national high-
ways. 5846 kilo meters of roads connect
the five corners of the country. The big-
gest challenge of infrastructure is power,
which is now being well taken care both
in the production and distribution aspects.
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There are more than 135 million tele-
phone connections in India. These
infrastructural facilities are responsible
for the attraction of FDI in India.

(c) Cost of Capital/ Interest Rate:
Cost of capital is another important com-
ponent of financial cost. Generally for-
eign firms try to reduce their financial
cost in order to maintain price competi-
tiveness. RashmiBanga (2003) found that
the availability of capital at cheap lend-
ing rate may enable the foreign direct
investors not only to locate better part-
ners in the host country with sufficient
domestic investment to supplement but
also maximize the return on their invest-
ment. Hence easy availability of capital
at lower interest rate in the host country
would attract the direct investors from
foreign countries. It can also be argued
that the host country’s cost of capital lends
its impact directly on domestic consump-
tion. Thus lower the cost of capital in the
host country, the higher the domestic con-
sumption and hence higher the FDI in-
flows. Element of interest represents the
component of cost in the Indian produc-
tion system, since long time which may
hold back investors from investing.

Labour costs in India are among
the world’s lowest.

(d) Cost of Labour: Cost of labour
is one among the factors that cause in-
vestment costs differential across the
countries. So wage differential is one
factor which can ensure profit by creat-
ing a low cost atmosphere to attract mul-
tinational investment in the host country.

Foreign direct investment does flow to
the countries where there is availability
of comparatively cheap labour than in the
home countries. The survey conducted
by Mercer Human Resource consulting,
the world largest employee consultancy,
shows that labour costs in India are
among the world’s lowest. So, in India
the low labour cost create a low cost
environment to attract multinational in-
vestment.

Economic Stability

Economic stability of the country
strengthens the economy to attract FDI.
The stability factors which determine
FDI are as follows:

India is expected to attract more
FDI with the declining trend of
Debt-GDP ratio.

(a) Debt-GDP Ratio: Increasing debt
liabilities would deteriorate the financial
health of the country that ultimately
causes instability in the economy. Lower
the external debt to GDP ratio, higher is
the economic stability and inflow of FDI.
The level of indebtedness exhibits the
burden of repayment and debt servicing
on the economy, making the country less
attractive for foreign investors. Consis-
tent reforms in India made possible to
recover from the “debt trap”. Debt-GDP
ratio began to fall from 38.7 percent in
1990-91 to 17.6 percent in 2003-04. Debt
service ratio also declined from 35.3 per-
cent in 1990-91 to 14.1 percent in 2001-
02 due to the sharp fall in the rates of
interest in the world market. India is ex-
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pected to attract more FDI with the de-
clining trend of Debt-GDP ratio.

(b) Industrial Disputes: Industrial
disputes capable of increasing the pro-
duction costs through labour cost and
work stoppages, hamper the production
process. Hence, industrial disputes are
potential constraint for foreign direct in-
vestment. Foreign investors would pre-
fer to invest only in those locations where
there is continuous availability of labour
and less number of strikes.

(c) Inflation Rate: Inflation is harm-
ful to economic stability of the host coun-
try. It is a sign of internal economic ten-
sion. In this environment, the government
will be unable to balance the budget and
RBI will restrict the money supply lead-
ing to low FDI inflows.

(d) Balance of Payment Deficit: A
large deficit in the balance of payment
indicates that the country lives beyond
its means. The danger decreases the
free capital movement and that it will
be more difficult to transfer the profits
from the direct investment into the in-
vesting country.

Political Factors

United Nations Economic Commis-
sion for Asia and the Far East has drawn
up some conditions that have to be met
if foreign capital is to be attracted to un-
derdeveloped countries. They are: politi-
cal stability and freedom from external
aggression, security of life and property,
reasonable opportunities for earning prof-
its, prompt payment of fair and transfer-

able compensation in case of national-
ization of foreign owned enterprises, fa-
cilities for immigration and employment
of foreign technical and administrative
personnel, freedom from double taxation,
a general spirit of friendliness towards
foreign investors.

Push Factors Determining FDI
Outflows

The most important push factors of
outward FDI are exports, imports and FDI
inflows. Higher exports may assure the
home country firms of the existing mar-
kets in the foreign economies and there-
fore, lower the risks and uncertainties at-
tached to out ward FDI. As far as im-
ports are concerned, the Indian economy
which had protectionist policy for a long
period, opened up in the early 90’s through
complete removal of non-tariff barriers
and drastic reduction in import duties. This
led to import competition that could prob-
ably be a push factor for the recent growth
of outward FDI from India. FDI inflow is
another important factor which could be
complementary to FDI outflows. Higher
FDI inflows may also enhance the capa-
bility of home country in undertaking out-
ward FDI, by enhancing the flow of non-
debt private capital and technological and
managerial skills, creating domestic em-
ployment through backward linkage ef-
fects and also by building up the foreign
exchange reserves of the country. This is
relevant for India.

Conclusion

Over a period of time general and spe-
cific FDI policies have become less restric-
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tive to inward FDI policies in India with
fewer policy barriers. However, other fac-
tors have emerged as important determi-
nants of FDI.  Prominent among them are
basic economic pull factors such as good
quality and productive human resources on
the supply side and market size on the de-
mand side. Macroeconomic policies that
shape the underlying fundamentals of cost
competitiveness, economic stability of the
country and degree of integration with the
world economy have also become more im-
portant over time in attracting FDI. The
significance of specific determinants ap-
pears to be dependent upon the type of FDI.
While some determinants such as socio po-
litical stability could well be relevant for
every kind of investment, other determi-
nants may not be capable of explaining all
types of FDI. For example, the size of do-
mestic demand, income growth cannot ex-
plain investment in small low income de-
veloping countries. Such investment, there-
fore, is unlikely to be of the market seek-
ing type. Similarly, labour costs are unlikely
to be very relevant in the case of (natural)
resource-seeking FDI.
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Transformational
Leadership

Transformational leaders
encourage followers to become
part of the overall organizational
environment and its work cul-
ture.  They empower followers
through persuasion and em-
pathic understanding to propose
new and controversial ideas
without fear of chastisement or
ridicule (Kelly 2003, Stone,
Russell & Patterson 2003).
They tend to nurture the idea of
receptivity to organizational
transformation process widely
and also tend to successfully
bring the process to an end.
Leadership can be defined as a
social process of influencing
other people’s orientation to-
wards achievement of goals, it
is a style that evolves itself
around organizational change
process directly and transforms
individuals (Greenberg et al
2000, Johns & Saks 2001, Yukl
2002).  Transformational lead-
ership   emerged strongly with
the advent of conceptualizing

The present study examines the transfor-
mational role of leaders that impacts orga-
nizational climate with a view to draw on
the deeper influences it carries on the cul-
ture of the organization.  One hundred and
thirty-nine participants took part in the study,
answering Transformational Leadership
Style and Organizational Climate Question-
naires. Leadership Style data earlier sub-
jected to Principal Axis Factoring Technique
with varimax rotation procedure yielding 6
factors were related to 5 organizational cli-
mate factors obtained in the present study.
The findings revealed unequivocal influence
of transformational leadership styles over
organizational climate dimensions suggest-
ing theoretically a manoeuvring capability
of organizational climate with its backward
influence over transformational leadership
behaviour.  Perhaps a more sophisticated
design of research is needed to confirm
latter’s backward influence over organiza-
tional leaders’ transformational role.
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charisma as one of the leadership styles
that use emotional upsurge of followers
for producing results (Burn 1978, Bryman
1992, Bass 1985). The main framework
of transformational leadership mostly re-
lies on trust and commitment created and
sustained in the organization (Jung &
Avolio 1999). Transformational leader-
ship makes profound positive influence
on the subordinates’ effort and satisfac-
tion with their various abilities like cre-
ativity, team orientation, appreciation of
others, teaching/coaching responsibility to
others, recognition of work done by sub-
ordinates etc. (Bass & Avolio 1990,
Bycio, Hackett & Allen 1995, Parry
2000).

Transformational leadership
makes profound positive influence
on the subordinates’ effort and sat-
isfaction with their various abili-
ties.

Transformational Leadership
Dimensions

Bass and Avolio (1989) identified
components of transformational leader-
ship as significant and contributing im-
mensely to the nucleated core of the or-
ganization. They are: 1) Idealized influ-
ence or charisma. The leader provides
vision and a sense of mission, instils pride,
gains respect and trust. Such leaders
excite and inspire subordinates (Stone,
Russell & Patterson 2003). 2) Inspira-
tional motivation: The leader acts as a
model for subordinates; communicates a
vision and uses symbols to focus efforts.
This dimension is a measure of his/her

ability to engender confidence in leader’s
vision and values. 3) Intellectual consid-
eration:  The leader coaches and men-
tors. He provides continuous and crucial
feedback for subordinate development
besides serving linking-pin functions
amongst his organizational members so
as to lead them forcefully with organiza-
tional mission in sight. 4) Intellectual
stimulation: The leader stimulates follow-
ers to rethink about old ways of doing
things and to reassess their basic values
and beliefs.

Organizational climate

Organizational climate is a construct
that leverages internal processes.  It is
defined as a global impression of one’s
organization and seething personal im-
pact of the work environment. It tends
to influence employees’ work behaviours
and perceptions towards organization
thereby linking their work performance
and job related attitudes (Pritchard &
Karasick 1973, Litwin & Stringer 1968).
It also reflects workers’ emotional re-
sponses to the characteristics of the work
environment (Glisson & James 2002,
James & Sells 1981).  Climate is a di-
mension of organizational characteristics
that influence employees’ attitudes either
directly or through some medium of or-
ganizational processes (Aarons &
Sawitzky 2006, Carmazzi & Aarons 2003,
Glisson & James 2002). The various ap-
proaches that have defined organizational
climate comprises several schools of
thoughts such as structuralist, objectiv-
ist, subjectivist, interactivist etc. (Moran
& Volkwein 1992, Forehand & Gilmer
1964, Powell & Butterf ield 1978,
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Furnham & Gunter 1993, James, Joyce
& Slocum 1988, Ashforth 1985), but ir-
respective of a given framework organi-
zations can easily be perceived for their
created impact on organizational mem-
bers as implied above. In line with some
of the schools of thoughts organizational
climate has been measured through cer-
tain defined dimensions, such as Struc-
ture, Responsibility, Risk, Reward,
Warmth and Support, (Litwin and
Stringer 1968).  Organizational climate
is very much influenced by the in-role and
extra-role social interaction that takes
place in consequence of individuals’ in-
teractions within organizational bound-
aries (Organ 1988).

Organizational cl imate is very
much influenced by the in-role and
extra-role social interaction that
takes place in consequence of in-
dividuals’ interactions within orga-
nizational boundaries

Leadership & Organizational
Climate

Transformational leaders visualize
the need for change in organization and
operate as per the characteristic situa-
tion thrown upon them with its unique
expression of climate (Bass 1997). Each
component of transformational leadership
is manifested differently in different or-
ganizational climates/cultures (Ardichvili
& Gasparishvili 2001). The success of
change strategy of a transformational
leader thus depended upon his sensitiv-
ity to culture-specific complexities and
nuances operating within their organiza-

tions (Singh & Bhandarker 1990).  Or-
ganizational climate, change agent lead-
ership, and decision of change, all the
three influence the change process in
which if employee response being ad-
equate the transformational leadership
plays an important role in guiding change
(Elving 2005, Lines 2004, Horwitz &
Neville 1996, Phelan 2005). Transforma-
tional leaders use their effective inter-
ventions after considering underlying
needs and values of followers, which can
be addressed by understanding employ-
ees’ cultural background (Brown &
Eisenhardt 1997, Eisenbach, Watson &
Pillai 1999).

As literature suggests, transforma-
tional leaders play a very important role
in any organizational change process in
any type of organizational climate due
to their deeper understanding of lever-
aging through cultural context. Irrespec-
tive of various studies being conducted
on transformational leadership styles
and organizational climate, there is
dearth of research in this area combin-
ing two levels of measurement: one is
the assessment of leader characteristics
done by self and the other being organi-
zational characteristics assessed by
those who experience it.

The present study is set out to ex-
plore transformational leadership styles
and organizational climate to establish
empirical connections among these vari-
ables and then provide support to the
theory (Sayeed and Shanker 2009) as to
what is a likely outcome in the process
of transforming an organization when its
leaders show up some or several of the
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transformational characteristics in varied
organizational contexts.

Objectives of the Study

In view of the above, main objectives
of the study were framed as follows:

1. To define Organizational Climate di-
mensions through Factor Analytic
Approach.

2. To establish relationship between
various dimensions of transforma-
tional leadership styles and the Or-
ganizational Climate perceived by
subordinates in diverse types of or-
ganizational settings.

3. To find out how Organizational Cli-
mate that has been transformed ex-
erts influences backwardly in the de-
velopment of transformational lead-
ers for future research.

Hypotheses

Various challenges of organizational
culture/climate for transformational lead-
ers include empowering employees, le-
veraging internal and external knowledge,
synthesizing external information, and
encouraging creativity (Dess & Picken
2000). The review briefly noted that
transformational leadership is more likely
to correlate with the components of Or-
ganizational Climate (Bass 1997,
Ardichvili & Gasparishvili 2001). Specific
hypotheses are, therefore, drawn from
above noted objectives of the study to
test relationship between the two major
dimensions of the study besides theoriz-
ing how Organizational Climate is likely

to influence transformational leadership
if the existing Organizational Climate is
fully toned up for its sustained effect in
organization.

H1. Resolute and Empowering Lead-
ership Style will positively correlate with
Organizational Power Direction and
Espirit de corps dimensions of organiza-
tional climate.

H2: The past researches have dem-
onstrated some of the qualities of trans-
formation leadership being creativity,
team orientation, appreciation of oth-
ers, teaching responsibility and recog-
nition of others’ work etc (Bass and
Avolio 1990, Howell & Frost 1989,
Kirkpatrick & Locke 1996, Parry 2000)
besides a point of view that visionary
leaders may put the goal very high to
be achieved as time passes. It is there-
fore, hypothesized that Visionary and
Futuristic Leadership Style dimensions
will show positive relationship with
team-centeredness and goal setting
freedom dimensions of Organizational
Climate.

H3: Leaders use their effective in-
terventions after considering underlying
needs and values of followers, which can
be addressed by understanding employ-
ees’ cultural background (Brown &
Eisenhardt 1997).  In view of the above
clue it is hypothesized that Unconven-
tional and Innovative and Achievement-
focused styles projected by Transforma-
tional Leadership will positively correlate
with Goal-setting Freedom and Organi-
zational Power Direction.
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H4: Nurturant-task leaders, as dem-
onstrated by Sinha (1980), are consider-
ate and affectionate and at times become
benevolent if subordinates are task ori-
ented, responsive and hard-working.  In
view of the above it is hypothesized that
Nurturing-task focused leadership style
will positively correlate with Trusting
Relationship and Team-centeredness di-
mensions of Organizational Climate.

Sample

The study was conducted in organi-
zations located in Western India. The
sample was obtained in a manner that
ensured sticking to the probability sam-
pling method but with some degree of op-
portunity sampling bias. The sample rep-
resented a cross-section of industries with
varied background and differing functional
groupings of managers. Some degree of
heterogeneity of the sample ensured vary-
ing levels of attainments of leaders at dif-
ferent hierarchal levels of the organiza-
tion. In all, 139 executives responded to
the questionnaire, of which 21 per cent
belonged to upper and 79 per cent to the
middle management cadre. The age of the
respondents varied from 22 years to 60
years with median age being 37 years.
The work experience ranged from 4 to 23
years (median=16 years).

Instruments

Development of Transformational
Leadership Styles Scale: Using the
framework of Multiple Leadership Ques-
tionnaire originally developed by Bass
(1985) with various dimensions of trans-
formational leadership, namely, idealized

attributes and behaviours, inspirational
motivation, intellectual stimulation and
individual considerations we made an at-
tempt to redefine, in the Indian context,
what has been proposed elsewhere re-
garding transformational leadership
styles.  Our effort of redefining and re-
labelling the Transformational Leadership
measures through factorial approach re-
sulted into five main components: 1.
Resolute and Empowering Style, 2. Nur-
turing Task-focused Style, 3.Visionary
Style, 4. Futuristic Style, 5.Unconven-
tional and Innovative Style, and
6.Achievement Focused Style (Sayeed &
Shanker 2009).  For the purpose of hav-
ing right items in the subscales, the cri-
teria adopted by the researchers of
Transformational Leadership Model
(Jung & Avolio 1999, Gellis 2001, Kelly
2003, Stone, Russel & Patterson 2003,
Hackman & Johnson 1991) were con-
sidered crucial.  Thus, the 50 items were
judged whether or not they are perceived
as items of Transformational Leadership.
The items were rated on a 7-point scale
ranging from 1 “Not at all true of me” to
7 “A great extent true of me”. The data
were then subjected to Principal Axis
Factoring Technique with varimax rota-
tion procedure. After a great deal of ex-
perimentation, using different number of
factors to find an acceptable solution, six
dimensions were finally extracted, rotated
to a varimax criterion and retained for
the purpose of interpretation.

Development of Organizational
Climate Scale

The scale consisted of 20 items.
Based on the contents of Manifest Need
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Questionnaire developed by Steers and
Braunstein (1976), Pandey (1992) modi-
fied and adapted the questionnaire items
to organizational situations reflecting or-
ganizational needs and presses. The
items were rated on a 7-point scale rang-
ing from 1 “Not at all true of my organi-
zation” to 7 “A great extent true of my
organization”. The data collected from
various levels of managers in the present
study were subjected to a Principal Axis
Factoring Technique with varimax rota-
tion procedure. A series of factor analy-
ses were performed which allowed us to
sift, eliminate, classify and reclassify
those items which were appropriate as
per the defined semantic space of orga-
nizational climate. While setting the cri-
terion value of factor loading being .40
and above for acceptance as a valid and
acceptable loading, a five factor solution
with all the 20 items was accepted. These
factors were defined and labelled as
Trusting Relationship, Espirit de corps,
Team-centeredness, Goal-setting Free-
dom, and Organizational Power Direc-
tion.

Results

Organizational Climate Measure:
Table 1 presents Varimax rotated factor
structure comprising five major dimen-
sions of Organizational Climate. The fac-
tor structure was extracted several times
using varying number of factors so as to
accept a given internal structure of or-
ganizational climate items that explains
maximum percentage of variance and
also reflects higher degree of semantic
closeness of items within a given factor
structure. This strategy helped defining

the attributes of Organizational Climate,
which, in the final analysis, resulted in
five unique but related dimensions of or-
ganizational climate as described below.

Factor I: Trusting Relationship:
This factor comprised six items and ex-
plained Organizational Climate in terms
of widespread trust experienced by mem-
bers of the organization. The subordi-
nates perceived to be respectfully treated,
their competencies are considered as a
contributing factor to relate profession-
ally with each other and develop trusting
relationship within the group.  Subordi-
nates perceived their superiors as trust-
worthy and approachable for discussing
and solving a variety of work related
problems.

Factor II: Espirit de corps: This
factor comprised 5 items and explained
how organization is perceived at the
macro level representing its strong iden-
tity as a corporate body that maintains
its prestige and provides organizational
leadership to other corporate bodies.  In-
dependent of the above characteristics
the organization is infused with humane
culture with emphasis on continuously
improved performance standards.

Factor III: Team-centeredness:
This factor is labelled as team
centeredness in consequence of per-
ceived importance emphasized by the
item contents.  Team orientation was
perceived to be a common base for la-
belling this dimension. How the task per-
formance is attained and the group at-
mosphere evolved itself to be cohesive
for higher performance goals was the
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Table 1: Principal Axis Factor Analysis of Organizational Climate Items with Varimax Rota-
tion

Item Trusting Espirit de Team- Goal-setting Organizational
Relationship corps centeredness freedom power direction

05) Subordinates trust
statements of superiors .98 .-.02 .08 .08 .22

06) Superiors listens to
subordinates problem .84 .17 .05 .05 .03

01) Superiors treat their
subordinates  with respect ..67 .04 .11 .01 .13

03) Control assigned in
the area of authority .60 .01 .04 .12 .25

13) Superiors are friendly
and easy to approach .36 .19 ..16 .21 ..00

18) Great deal of freedom
to decide how we do our job 37 .17 .15 .08 .19

04) Organization strives to be
in command while interacting
with other organization .31 .51 .17 .15 .14

09) Organization prefers to
be its own boss .02 .79 .10 .09 .01

10) It is up to us to decide how
our job best be done .15 .69 .27 .12 .02

12) Status symbols are
important for this organization .13 .60 .06 12 .03

02)  Feeling of pressure
to improve continuously .26 .40 .00 .12 .32

14) Discourages taking
increased responsibilities .07 .18 .92 .04 .09

19) Superiors to pay attention
to what their subordinates say .02 .13 .56 .09 .20

11) Organization wants
team players .09 .43 .55 .11 .04

07) This organization
stimulates innovation .22 .10 .42 .14 .14

15) People are free to set
performance goals .03 .05 .17 .90 .14

16) There are opportunities for
independent thought and action .04 .15 .19 .89 .08

20) Provides lot of power and
control to upper level of
management .16 .08 .06 .07 .91

17) Organizations directs and
organizes activities of its members .14 .21 .00 .00 .72

08) Organization sets higher
standard of performance .13 .24 .30 .16 .42



Role of Transformational Leaders as Change Agents

The Indian Journal of Industrial Relations, Vol. 47, No. 3, January 2012 477

major consideration here.  Since organi-
zation seemingly gives high importance
to having team players in the organiza-
tion, the label of this factor is justified.

Factor IV: Goal-setting Freedom:
This factor comprised only two items
mainly referred to the perception of
people related to performance goals and
opportunities for independent thoughts
and actions that can help them and the
organization alike. In view of the con-
tents being suggestive of goal setting pro-
cess and the degree to which autonomy
is seen vested in this process, Goal-set-
ting Freedom is considered to be the right
semantic label for this factor.

 Factor V:  Organizational Power
Direction: This factor, based on the con-

tents of three items, signifies direction of
power in channelizing organizational en-
ergies. Similarly, due to great show of
power or power possessiveness it tends
to assign more power to its upper ech-
elon and sets higher standards of perfor-
mance so as to lead other organizations
in the same field as that of the organiza-
tion itself.

Table 2 presents summary of item
analysis carried out on the finally ac-
cepted items of Organizational Climate.
The reliabilities ranged from a low of .56
for Organizational Power Direction to a
high of .80 for Trusting Relationship.  The
other dimensions such as Espirit de
corps, Team-centeredness and Goal-set-
ting Freedom have Alpha Reliabilities of
.69, .72 and .77 order respectively.

Table 2 Summary of Item Analysis on Extracted Factors of Organizational Climate

Accepted Factors No. of Items  Scale Mean Scale SD Alpha Reliability

Trusting Relationship 6 4.93 .95 .80
Espirit de corps 5 4.43 .97 .69
Team- orientedness 4 4.96 1.05 .72
Goal-setting freedom 2 4.35 1.37 .77
Organizational Power Direction 3 4.66 1.13 .56

Table 3 presents stepwise regression
results between Transformational Lead-
ership styles and Organizational Climate
dimension labelled as Trusting Relation-
ship. The information reported here in-
cludes regression coefficients, their sig-
nificance levels and incremental change
in R-square when each of the transfor-
mational leadership dimensions is included
in the equation in a stepwise mode.
Hence, contents of each table depict
change in R-square tested for statistical
significance at the entry of a variable

rather than the significance of R-square
generally reported to signify goodness of
fit of an equation. It may be noted that
Resolute and empowering style, Nurtur-
ing task focused style, Visionary style and
Futuristic style entered into the equation
in that order, explaining 39.8, 8.8, 2.6 and
1.4 per cent of variance (Incremental
change in R-square) and they were tested
to be significant. The overall explanatory
power of four styles taken together
showed 52.6 per cent of variance, sig-
nificantly well beyond the .01 level of
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confidence. A closer look on standard-
ized regression coefficient also showed
strength of the coefficient being statisti-

cally significant and followed the pattern
of explanatory power referred to above.

Table 3: Step-wise Regression  Analysis between Transformational Leadership Styles and
Organizational Climate Dimension of Trusting Relationship

Model                                     Unstandardized Coefficients StandardizedIncremental
 Coefficients R-square

                                                
B Std. Error Beta

Constant 3.927 2.206
RESOLUTE AND
EMPOWERNG STYLE 2.092 .476 .351 .398**
NURTURING TASK
FOCUSED STYLE 1.366 .455 .248 .088**
VISIONARY STYLE .743 .360 .138 .026**
FUTURISTIC STYLE .978 .491 .171 .014*

a. Dependent Variable: TRUSTING RELATIONSHIP

Table 4 present Stepwise regression
results between Transformational lead-
ership styles and Organizational Climate
dimension of Espirit de corps. Regres-
sion coefficients were significant beyond
the confidence level of one per cent for
the Transformational leadership styles

and explained, in particular, 22.3 percent
of variance for Visionary style and 8.7
percent for Futuristic style (p.<01).
Taken together both the transformational
styles explained 31 per cent of variance
significantly well beyond the .01 level of
confidence.

Table ( 4 ) : Step-wise Regression  Analysis between Transformational  Leadership Styles and
Organizational Climate Dimension espirit de corps

B Std. Error Beta Incremental
R-square

Constant 7.196 2.001
VISIONARY STYLE 1.541 .362 .338 .223**
FUTURISTIC STYLE 1.575 .386 .324 .087**

a. Dependent Variable: ESPIRIT DE CORPS

Table 5 portrays regression results
between Transformational leadership
styles and Organizational Climate dimen-
sion using Team-centeredness dimension.
Findings revealed that Futuristic and Vi-
sionary styles qualified to enter into the
equation in that order explaining 26.1

percent and 3.6 per cent of variance re-
spectively. The regression coefficients
also followed the same hierarchical pat-
tern as that of their explanatory power.
The overall percentage of variance was
found to be 29.7 significantly well beyond
the .01 level of confidence.
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Table 6 presents stepwise regression
results obtained between Transforma-
tional leadership styles and Goal-setting
freedom dimension of Organizational cli-
mate.  Out of the 6 leadership factors
only two that entered into the equation
were Unconventional and Innovative
styles and Nurturing Task-focused style,
explaining 19.9 and 5.2 per cent of vari-
ance in the dependent variable.  The re-

spective regression coefficients were sig-
nificant at the .01 level of confidence,
suggesting that these styles have created
strong impact on organizational climate
much more than the other leadership di-
mensions.  Comparing the two styles,
Unconventional and Innovative styles
showed stronger influence than Nurtur-
ing task focused style.

Table 5 : Step-wise Regression  Analysis between Transformational Leadership Styles and
Organizational Climate Dimension  Team-centeredness

Model Non-standardized Coefficients StandardizedIncremental
Coefficients    R Square

                                                     
B Std. Error Beta

Constant 8.860 1.231
FUTURISTIC STYLE 1.258 .237 .425   .261**
VISIONARY STYLE .578 .223 .208   .036*

**p>.01; * p<.05

Table 6: Regression Analysis between Transformational Leadership Styles and Organiza-
tional Climate Dimension Goal-setting Freedom

Model Non-standardized Coefficients StandardizedIncremental
Coefficients    R Square

                                                     
B Std. Error Beta

Constant 4.207 .819
UNCONVENTIONAL AND
INNOVATIVE STYLE .644** .189 .304    .199**
NURTURING TASK
FOCUSED STYLE .529** .175 .268     .052**

**p<.01

Table 7 provides regression results
between Leadership styles and Organi-
zational climate dimensions labelled as
Organizational power direction in a
stepwise mode.  All the six styles entered
into equation explaining 40.5 per cent of
variance (p<.01) together of which the
highest percentage of variance (24.1 per

cent) was obtained for Nurturing task-
focused style, whereas lowest percent-
age of variance was obtained for Futur-
istic style. The regression coefficients
were all positive and significant except
Unconventional and Innovative style that
tended to show strong negative impact
on Organizational power direction.
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Discussion

In the present study Organizational
Climate (variables reflecting various cu-
mulative perceptions of interaction among
people) were factor-analyzed in order to
define the unique pattern that is likely to
be influenced by a leader’s attempt to
be transformational and change oriented.
Thus, there was a patterned perception
of climate as well as the transformation
and change initiated by the organizational
leaders.  The leadership pattern is enu-
merated as Nurturing task-focused style,
Visionary style, Resolute and empower-
ing style, Achievement-focused style,
Unconventional and Innovative style and
Futuristic style (Sayeed & Shanker
2009).   The pattern of organizational cli-
mate, based on factor analysis, included
five dimensions termed as:   (1) Trusting
relationship, (2) Espirit de corps, (3)
Team-centeredness, (4) Goal-setting

freedom, and (5) Organizational power
direction.  It is recognized that if the
managing components of leadership po-
sitions in an organization are fully infused
with transformation centric behaviour/
style, these may create a rewarding work
environment in which seniors’ roles are
perceived not necessarily as ‘action ori-
ented for results alone’ but as caring,
empathy exuding and compassionate.
This process of compassion, empathy
and helpfulness make the transformation
practically easy and pragmatically effec-
tive.  The evidence obtained through

Table 7: Step-wise Regression  Analysis between Transformational Leadership Styles and
Organizational Climate Dimension Organizational Power Direction

el                                 Unstandardized Coefficients     Standardized           t          Sig.   Incremental
                               Coefficients R-square

                                             
B Std. Beta

Error

(Constant) .274 1.647 .166 .868
NURTURANT TASK
FOCUSED STYLE .912 .317 .279 2.881 .005 .241**
VISIONARY STYLE .678 .260 .213 2.603 .010 .077**
RESOLUTE AND
EMPOWERNG STYLE .693 .322 .196 2.155 .033 .030*
ACHIEVEMENT
FOCUSED STYLE .565 .233 .181 2.430 .016 .019*
UNCONVENTIONAL
AND INNOVATIVE STYLE -.712 .303 -.203 -2.352 .020 .019*
FUTURISTIC STYLE .680 .335 .200 2.028 .045 .019*

a. Dependent Variable: Organizational Power Direction

If the managing components of
leadership positions in an organi-
zation are fully infused with trans-
formation centric behaviour/style,
these may create a rewarding work
environment
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Tables 4 to 7 confirmed the hypothesized
linkages between transformational lead-
ership behaviour and the pattern of Or-
ganizational Climate perceived by sub-
ordinates.

 Transformation in organizations may
also follow another route through HR
level policies implemented in organiza-
tions. One of them could be developing
frontline leaders, strengthening second
line of leadership through behavioural
skills and augmenting conceptual and
thought leadership role on the top. This
framework transformation would simply
embody itself like a leadership mode or
style or intervention in the organization.
Since the present study does not seem to
assess all levels of leadership, it can only
be said to have created its leadership
impact through individual level attempts
at bringing about change and transform-
ing organization through subordinates.
The result will be favourable for the or-
ganizations due to constant interventions
made by each level of leadership or the
leadership clusters.

The factors of Transformational lead-
ership clearly suggested that across all
the dimensions certain binding and influ-
encing mechanisms exist that tend to
transform the behaviour of people into a
factor of desirability.   For example Reso-
lute and empowering style clearly deter-
mines the degree of firmness within the
group and the degree of freedom allowed
in getting things done.  While perceiving
the above noted style they will be moti-
vated to set the ball of transformation
process rolling. The resultant is the di-
rect impact on Organizational Climate

which is qualitatively different and
changing over a period of time.  Simi-
larly other dimensions of Transforma-
tional leadership (namely, Nurturing task
focused style, Visionary style, Resolute
and empowering style, Achievement fo-
cused style and Futuristic style) carry
more or less identical impacts on individu-
als’ behaviour whose interactions ulti-
mately set the mode of Organizational
Climate to be value laden.

It is expected that in a changed/
transformed organization, Organizational
Climate with its unique dimensions exert
influence over the new leaders that en-
ter into organization.  They tend to bring
along with them whims and fancies of
their previous organizations, a style of
functioning that may not be appropriate
to the transformed organization, and
ways of adapting to a less vibrant Orga-
nizational culture that was their previous
doings. The transformed organization
would seemingly stop them from prac-
ticing what is undesirable and introduce
those elements of practices at the level
of leaders that are perceived to be part
of the inner values of the organization.
The result therefore, is that of backward
influence of Organizational Climate lash-
ing out in the open for everybody’s ben-
efits. In the present study, it is surmised
that since Transformational leadership
styles had very strong relationship with
Organizational Climate it has deeply per-
meated down the inner core of organiza-
tional values.  Thus, it would eventually,
generate recessive influence over the
newcomers (or new leaders) and make
them take a quantum jump mainly due to
the dynamism of transformation with
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strong leanings for new agenda to be set
for their effective leadership role in the
near future.

Conclusion

Understanding Organizational Cli-
mate is a key contributing factor for the
leaders to use their leading strategies to
bring about changes in organization. Or-
ganizational climate perceptions are di-
rectly influenced by the leaders due
mainly to their involvement. The inclina-
tion for accepting the suitable style to
work in diversity and make individuals
change and transform to the core is the
major goal of transformational leaders.
The findings revealed a five factor struc-
ture of Organizational Climate compris-
ing trusting relationship, espirit de corps,
Team-centeredness goal-setting freedom
and Organizational power direction.  This
pattern of Organizational Climate was
influenced by Transformational leader-
ship as hypothesized in the present study
resulting in best fit of the model and sug-
gests mutuality and continuity between
the two concurrent processes of organi-
zation, of which one is organization based
(climate) and the other is person based
(leadership behaviours/styles).

Organizational Climate percep-
tions are directly influenced by the
leaders due mainly to their in-
volvement.

Implications

Importance of effective leadership is
increasingly perceived in organizations to

meet the new challenges of growth and
development. It is equally significant that
leader must efficiently perceive, examine
and comprehend the Organizational Climate
of the type existing in their organization.
The present study provides the likely scope
for such managers who want to bring about
change and sustain it as a way of life
through leadership influences.  It was pro-
posed that leaders should be able to under-
stand various dimensions of transformation
so that these could be prioritized. The suc-
cess of change strategy of transformational
leaders is dependent upon leaders’ under-
standing of complexities and nuances as-
sociated with the pattern of climate per-
ceived in organizations and the likely change
he may like to infuse into the existing orga-
nizational processes.
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Introduction

No organization can do better than the
people it has, because more than physi-
cal, technical or financial resources, hu-
man resources are particularly difficult to
emulate (Lado & Wilson 1994, Wright &
McMahan 1992).  A study conducted by
McKinsey and Company in 1997, dubbed
as the ‘War for Talent’, predicted, that the
most important corporate resource over
the next 20 years would be talent: smart,
sophisticated business people who are
technologically literate, globally astute, and
operationally agile. Subsequent McKinsey
Quarterly global surveys (the first con-
ducted in 2006 and the second in 2007)
further reaffirmed the trend and revealed
that finding and retaining talented people
was the single most important managerial
preoccupation.

Although there has been an unequivo-
cal consensus amongst scholars and prac-
titioners that people are an important asset
organizations also recognize that winning
the war for talent means more than simply
attracting people to the company. It is about
attracting the ‘right people’. Employees are
an asset only when their work values are
in alignment with organizational purpose

The paper draws insights from
various organizations of signa-
ture experiences which they pro-
vide to employees through their
HR value chain, from job inter-
views through orientation, train-
ing and the appraisal process.
Most of the incidences presented
in the paper are drawn from ex-
periences shared by students
(having prior corporate experi-
ence of >2.5 years) at S. P. Jain
Institute of Management & Re-
search. Other incidences have
been drawn from the experiences
of the authors and also from pub-
lished literature. For the purpose
of confidentiality, the names of
organizations have either not
been used or have been substi-
tuted by pseudonyms.
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and when they are emotionally and intel-
lectually engaged with organizational ob-
jectives. If not rightly selected, employees
could be an organization’s biggest liability
as well. As Sloan said: If we didn’t spend
four hours on placing a man and placing
him right, we’d spend four hundred hours
on cleaning up after our mistakes.  Under-
standably, organizations are increasingly re-
alizing the need for attracting the ‘right
people’ (Collins 2001).

Winning the war for talent means
more than simply attracting people
to the company.

There has been considerable research
in the fields of organizational behaviour
and human resource management,  on
person–organization fit (P-O) or congru-
ence between the characteristics of indi-
viduals and the organization, emphasizing
the extent to which a person and the or-
ganization share similar characteristics
and/or meet each other’s needs (Kristof
1996).  Research has indicated that the
degree of fit between the person and the
organization is related to both employee
retention and psychological contract
(Rousseau & McLean Parks 1992,
Behery 2009). Psychological contracts
comprised the obligations that employees
believe their organizations owe them and
the obligations the employees believe they
owe their organizations in return.
Fulfilment of the psychological contract
contributes to positive outcomes such as
commitment, organization citizenship
behaviour, engagement, and intention to
remain. Increasingly, firms differentiate
themselves from their competitors by

strengthening employees’ psychological
contract with the organization.

Studies have examined the relation-
ship between person-organization fit and
psychological contract. It has been found
that employee fit with the job and with the
organization, is affected by the failure of
an employer to fulfil employee expecta-
tions (Behery 2009). Findings strongly
suggest that employees in organizations
which strive for P-O fit, and in which new
entrants have a positive perception of the
PC in the pre-entry phase, are more likely
to continue to experience these fits after
they enter the organization. This post-en-
try fit, in turn affects their subsequent work
attitudes and behaviours.

Given the role of person-organization
fit as well as psychological contract, or-
ganizations are increasingly looking at
their socialization processes to enhance
positive role-behaviours and attitudes at
work. However not sufficient research
effort has  been  done to examine the
mechanisms which could increase em-
ployee-fit and psychological contract. In
this paper we present the role of signa-
ture experiences in creating POF by com-
municating a clear message to potential
recruits about the unique values of the
organization and what it stands for. Us-
ing signalling theory as the theoretical
foundation, the paper examines the link-
ages between signature experiences and
psychological contract.

Psychological Contract

The employee-organization relation-
ship is quintessentially a contract for ex-
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change of resources between two par-
ties - employees and employers. In a
strictly legalistic sense, the employment
relationship can be defined as an agree-
ment entered into between an employer
and an employee at the commencement
of the period of employment which de-
fines the exact nature of the relationship,
for instance, the compensation the em-
ployee will receive in exchange for spe-
cific work performed. If either of the
parties in the contract does not honour
its side of the deal, it could be questioned
in a court of law.

Although much of our understanding
about the employment contract is from a
strictly legal perspective, an employment
contract is also behavioural/ psychologi-
cal in nature (Anderson & Schalk 1998).
Scholars have argued that not everything
about employee-organization relationship,
however, can be measured and reduced
to dollars and cents (Rousseau 1995). In
fact, critical legal scholars have acknowl-
edged that “all contracts are psychologi-
cal in nature” (Macneil 1985: 124) and
the terms and conditions of contract are
not only communicated in written terms
(e.g. job offer letter) but are also com-
municated orally (e.g. promises of train-
ing, support and best efforts) and can also
have other forms of expressions of com-
mitment and future intent (e.g. traditions,
customs and culture).

One of the psychological/behavioural
perspectives of the employment relation-
ship examined in recent years is psycho-
logical contract. A psychological contract
is defined as an employee’s beliefs, based
upon promises expressed or implied, re-

garding an exchange agreement between
the individual and the organization (Kotter
1973,  Rousseau & Tijoriwala 1998).
Originally, research on psychological con-
tract focused on employee-employer
mutual expectations (Argyris 1960,
Herriot 1984, Schein 1980). More re-
cently, there has been a shift toward ex-
amining the implications of a psychologi-
cal contract breach (PCB), which may
occur if employees perceive that their
firm, or its agents, have failed to deliver
on what they perceive was promised, or
vice versa (Rousseau 1989, 1990,
Rousseau & Parks 1993). Studies have
found that breach of psychological con-
tract is a norm, not an exception, and a
majority of UK and US employees re-
port high levels of breach (Coyle-Shapiro
& Kessler 2000, Robinson & Rousseau
1994), with some estimates being as high
as 85-90%.The instances of breach in
India are quite similar; however its rami-
fications are far stronger (Aggarwal &
Bhargava 2009).

Studies have found that breach of
psychological contract is a norm,
not an exception.

Person-Organization Fit (POF)

Person-Organization fit (POF) can be
conceptualized as the match between an
applicant and broader organizational at-
tributes (Judge & Bretz 1992). POF has
been examined from four perspectives:
the first is the degree to which individual
knowledge, skills and abilities (KSAs)
match job requirements; the second is the
degree of congruence between individual
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needs and organizational structures; ac-
cording to the third POF has been de-
fined as the match between individuals’
values and organizational culture and
values; the fourth is the individual per-
sonality and perceived organizational im-
age. It has been found that when the fit
between the personal values and organi-
zational values is high, employees are less
likely to leave the organization and are
more satisfied, committed and productive
(Chatman 1989, O’Reilly et al. 1991).

Signature Experiences

The concept of signature experience
has been given by Tamara Erickson and
Lynda Gratton (2007) after over five years
of their research. The researchers stud-
ied several companies which had highly
engaged employees and found that these
organizations excelled at expressing what
makes them unique. One of the unique
things about these organizations was that
they knew what they were. They under-
stood their current and future employees
as clearly as most companies understood
their current and future customers. They
recognized that individuals work for dif-
ferent reasons and accomplish tasks in
different ways. And they demonstrated
what they were vividly, with stories and
actual practices. Consequently, they only
inducted employees whose value systems
were in alignment with the organization’s
value system.

Defined as “a visible, distinctive ele-
ment of an organization’s overall em-
ployee experience” (Erickson et al. 2007:
232), a signature experience creates
value for the firm, and it also serves as a

powerful and constant symbol of the
organization’s culture and values. The
experience is created by a bundle of ev-
eryday routines, or signature processes
which are tricky for competitors to imi-
tate precisely because they have evolved
in-house and reflect the company’s heri-
tage and the leadership team’s ethos.

The Role of Signature Experience

Employees whose post-entry expe-
riences align with their pre-entry expec-
tations have been found to experience
higher consonance between the person
and organization’s values (Rousseau
2005). Further, it has been found that
those who have a positive perception of
the PC in the pre-entry phase are more
likely to continue to experience these fits
after they enter the organization (Behery
2009). This post-entry fit, in turn, affects
their subsequent work attitudes and
behaviours.  Therefore, it seems  essen-
tial that the entry of a new employee into
the organization as well as his experi-
ences thereafter which shape his/her
psychological contract, should be man-
aged well (Rowley & Bensonm 2000).

Psychological contracts develop
through an interactive process.

Psychological contracts develop
through an interactive process
(Rousseau 1990). Early experiences with
an employer from recruitment and induc-
tion to initial work on the job have pow-
erful affects on the psychological con-
tract. Individuals construe many recruit-
ment-related activities, such as the way
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it advertises for job positions to the way
it conducts its screening and interview
process, as signals of unknown organi-
zational characteristics (Coll ins &
Stevens 2002, Turban & Cable 2003).
After joining the organization, human re-
source practices, organizational pro-
cesses such as induction, training, per-
formance management system, etc., also
play an important role in signalling to
employees, organizational intentions
(Aggarwal & Bhargava 2008).

Organizations can manage employ-
ees’ ‘pre-entry expectations’ and ‘post-
entry experiences’ by communicating
their expectations to their prospective or
hired employees of what makes their firm
unique, over various stages of organiza-
tional membership. This can be done by
providing employees with right signals
about the organization’s philosophy, its
expectations as well as opportunities and
inducements.

The relationship between person-or-
ganization fit, signature experience and
psychological contract can be explained
using the signalling theory perspective.
Signalling theory (Rynes 1991, Spence
1973) explains the relationship between
human resource practices and employee
attitudes and behaviours. Signaling theory,
is rooted in the economics research by
Spence (1973, 1974) on job market sig-
nalling. “The idea behind the job market
signaling model is that there are attributes
of potential employees that the employer
cannot observe and that affect the
individual’s subsequent productivity and,
hence, value to the employer on the job”
(Spence 2002:436). Spence (1973) ar-

gued that employers rely on educational
credentials as signals of applicants’ abili-
ties from the employing organization’s
perspective. Rynes (1991) and Wanous
(1992) extended the thinking on signal-
ling to include the applicant’s perspec-
tive.  Job applicants use cues or signals
from the organization to draw conclusions
about an organization’s intentions, actions,
and characteristics because they do not
have perfect information about the orga-
nization (Rynes 1991). These signals pro-
vide information about what life might be
like in the organization (Breaugh 1992,
Turban 2001, Turban & Greening 1997).
In the following paragraphs, we exam-
ine examples of signature experiences
which organizations provide to employ-
ees through their HR value chain from
job interviews, through orientation, train-
ing and the appraisal process.

Recruitment

Since recruitment is the beginning of
the employment relationship, it provides
the first opportunity for an organization
to transmit the terms and conditions of
the employment relationship. It is also the
first opportunity for the job applicant to
get an understanding of organizational
beliefs and values. Therefore the orga-
nization needs to be aware of the signals
that they transmit through the recruitment
processes. PSS medical, a leading medi-
cal company in Europe, provides a unique
recruitment experience to its prospective
employees. The hiring process takes six
to eight weeks. One of the PSS’s meth-
ods is not to call people back for inter-
views. After the first recruiting contract,
candidates are given a phone number to
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call for a follow-up interview. If they do
not initiate the contact, the process ends.
Next, the applicant will go to the local
branch for interviews. Even if this inter-
action is positive, people from PSS will
not call back. Rather, at the end of the
interview, the candidate is invited to con-
tact the manager of another branch.

The experience of an interested can-
didate in PSS medical stands in contrast
with unique recruitment experience which
interested candidates undergo at Subex.
Every candidate called into Subex house
for a scheduled interview is given a wel-
come letter. He/she doesn’t have to go
through the rigmarole of entering his/her
details in the security register, thus being
forced to reveal his/her identity to the
public which he/she might not want to do.
This makes a very significant difference
to the way the company is perceived.
Also, at the end of the interview the can-
didate (whether recruited or not) is given
a memento for the time he/she has taken
for the interview.

These two examples bring out how
two organizations that have different busi-
ness philosophies, business models and
people philosophies communicate to  pro-
spective employees what they value and
what they look for. In this case, for in-
stance, while PSS communicates that it is
interested only in people who are inter-
ested enough, entrepreneurial enough and
aggressive enough, Subex conveys strong
positive feelings about a caring, warm,
people-sensitive organizational culture.

Another company, in India, with
which the second author was earlier

employed, had a practice by which can-
didates who were not selected for em-
ployment at the end of the selection in-
terview process, were met by the inter-
view committee once again, and – in a
caring manner - given feedback about
how they had performed, why they had
not been selected, and what they could
do to improve their chances of being se-
lected in case they had the opportunity
to apply for a job in the company in fu-
ture.  Many such candidates used to be
overwhelmed by the experience and went
away with very positive impressions
about the company, despite their disap-
pointment of not having been selected.
Thus, the company converted many
(even rejected candidates) into its  good-
will ambassadors!

In contrast, the HR Department of
another company in the same field of
business, had a habit of keeping candi-
dates called for interviews, waiting for
hours after the appointed time, often with
no information about the revised time of
the interview, or for that matter, any com-
munication at all.  There were cases
when candidates had walked away in
anger without waiting any longer for the
interview. Even those that did get through
the interviews and joined the company
did so with negative feelings and appre-
hensions about how else they would be
treated in future.  Not surprisingly, in
contrast to the first company which had
a very low employee attrition rate, the
latter company had one of the highest
rates of employee attrition in the indus-
try!  Evidently, negative signature expe-
riences can have as powerful an effect
as positive signature experiences!
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Negative signature experiences
can have as powerful an effect as
positive signature experiences!

Orientation Process

One reason people change jobs is
because they never feel welcome or part
of the organization they join. A thought-
ful new employee orientation program
however can reduce turnover and save
an organization thousands of dollars. A
well-thought-out orientation process
takes energy, time and commitment; how-
ever it usually pays off for the individual
employee, the department, and the orga-
nization. Such a process can solidify the
new employee’s relationship with the or-
ganization, and fuel his/her enthusiasm.
One such example is UPA, an interna-
tional accounting and consulting giant,
which has a unique orientation
programme. Here is what one of its em-
ployees shared.

“The UPA new hire orientation pro-
gram is one of the most innovative ori-
entation experiences. My learning began
before I walked through the door. The
on-boarding at UPA started as a journey
through their robust mentoring and skill-
building exercises during their new hire
orientation which was designed to set us
up for success. The entire on-boarding
process was very smoothly designed
which helped me to make an immediate
and smooth transition from my college life
to the new corporate culture. When I
accepted the offer to join UPA, I was
given instant online access to an interac-
tive, Pre-Hire Centre website that took

the pain out of the administrative paper-
work. I was assigned an on- boarding
advisor who was a peer-level profes-
sional in the same service line. He was
assigned to me as my ‘buddy’ in order to
help me with my general queries – both
in relation to the organization as well as
the new city where I would be living in.
He helped me in building new networks
within the organization and navigating
through my role and also offered me an
outlet for practical advice and informal
learning. The centre piece of my signa-
ture new-hire experience was our inno-
vative Day 1 and Day 2 “Welcome to
UPA (W2D)” orientation. All the lead-
ers (The Managing Director, the Direc-
tors and the Vice Presidents for differ-
ent service lines, the senior managers)
were there to welcome us and were easily
approachable. Networking with such
powerful and impact leaders on Day 1
of my job was a unique organizational
practice that I still cherish. We also had
lunch with the leaders of the organiza-
tion. It was an overwhelming feeling to
sit besides the corporate giants and have
lunch with them on the first day of my
job.”

“One of the most unique and power-
ful policies  in UPA is that any employee
can approach any other employee (re-
gardless of his designation) for any sort
of help no matter how trivial it is. This
practice helped build extremely cohesive
teams in which  more importance is given
to team excellence than to individual acts
of excellence. It is for this reason that
UPA rewards team achievement more
than individual achievements. We were
introduced to this framework through
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participation in team games during our
orientation. It also helped in knowing a
lot of our colleagues early on and fram-
ing positive relationships with them. The
highlighting part of the orientation was
that i t  was done without a single
PowerPoint slide! All our learning on the
first 2 days occurred through gaming, vid-
eos and case studies in a social-learning
environment that simulated on-the-job
challenges and included personalized
coaching from client service and talent
leaders. I learnt a lot about UPA, not
through a lecture, but by participating in
an interactive board game - a ‘discovery
map’ - where we explored UPA with sup-
porting videos starring real UPA profes-
sionals throughout the game. They per-
sonalized their online profile on the in-
ternal talent networking site during ori-
entation so that we could begin building
our network. We experienced what it’s
like to work at UPA on Day 1 through
the use of real client examples. I was
greatly motivated with such a warm wel-
come at my first stint of a job.”

Training

Training is intended to help employ-
ees understand their roles and develop
skills and abilities (Goldstein 1993). Em-
ployee development is a common
buzzword across the industry. But in the
context of organizational structure and
HR policies, this developmental practice
has varying implications and elicits vary-
ing responses from employees. For in-

stance, MNC, a leading automobile com-
pany, has training as one of its unique
characteristics.  Here is what one of its
employees shared about its signature
training process at MNC: “MNC has a
basic policy of ‘recruit for correct atti-
tude, and train’. Employees are encour-
aged to invest in their own professional
development by developing individual
development plans, or IDPs, to help to
meet current and future goals while maxi-
mizing performance and growth. MNC
Design Institute courses on core techni-
cal competency, leadership courses
aligned with Harvard Business School
were online, and upon successful
completion, digital certifications were
available. MNC incurred the online
course expense for all the employees. A
training plan was drawn-up and circulated
on a monthly basis. Employees proposed
the training requirements through and
online process, and the supervisor would
fill out an on-line document to approve
or disapprove the requirement. Supervi-
sors could propose an employee’s name
for any training in house or any where
across the globe, subject to a certain num-
ber of hours per business cycle”.

“In 2009, the company wanted me to
shift permanently to MNC of South
America, reporting to MNC of Brazil, in
Rio de.  I was not quite ready to shift to
SA and also, was not quite happy about
my value proposition in India. I had an
offer from the largest Automobile OEM
in India for their R &D Centre, and re-
signed from my post. After a series of
discussions with my matrix reporting
bosses across the globe, HR gave me my
proposed release date. Although the no-

Employee development is a com-
mon buzzword across the industry.
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tice period is considered to be a period
of mental trauma for an employee, to my
surprise I was nominated for a series of
training programmes in the two months’
notice period time! I approached my boss
and requested him not to send me for any
more training as it was embarrassing that
I could attend training here to implement
the same in some competitor company!
‘So what?’ was his reply,  ‘We are not
paying extra for extra seats in an in house
training.  It’s about value addition for
employees, and you are still one!’ I came
back to my seat silently, remembered that
the company had a  3% attrition rate, and
lamented why I was leaving this com-
pany!”

Performance Appraisal

Among various HR practices, perfor-
mance management processes, in par-
ticular has been identified as playing a
key role in determining employee-em-
ployer expectations (Lester & Kickul
2001). ABS is a leading FMCG organi-
zation in India which believes in a long-
term employment relationship with its
employees. People join ABS to leave only
after they retire. The company believes
in fostering only relational, long-term psy-
chological contracts with its employees.
The following narrative, describes em-
ployees’ signature experiences of their
appraisal process at ABS: Annirman, se-
nior manager sales, who had recently
joined ABS,  gave a bad appraisal to one
of his subordinates during the annual ap-
praisal cycle. A few days later Annirman
was summoned by the Chief People Of-
ficer and was asked to explain the rea-
son for rating his subordinate low.

Annirman was surprised at the Chief
Peoples Officer (CPO) involvement in
the case of a sales officer’s appraisal,
and responded saying that although he
had tried his best for long time, the sub-
ordinate showed no signs of change or
willingness to improve his performance.
Annirman added that the subordinate was
not good at his job and that   the em-
ployee was not even worthy of continu-
ing to work at ABS, since he had been
getting a low feedback consistently for
the  previous 3 years. Expressing   some
discomfort at Annirman’s statements, the
CPO responded that since the organiza-
tion was very stringent about its selec-
tion process and recruited only from the
best of the best institutes,  the subordi-
nate was probably  facing some other
problems which might be having an im-
pact on his job performance. The CPO
further added that being his supervisor, it
was Annirman’s duty to see that the per-
son was back on track. Annirman was
also advised not to give a low grading to
the subordinates, as it was not the done
thing at ABS!

Rewards & Recognition

Recognition is an integral component
of the need for esteem.  Employee rec-
ognition is a communication tool that re-
inforces and rewards what organizations
consider as the most important outcomes
people create for the business. UBA has
a unique program which aims to recog-
nize those employees who at some point
of time had lent a helping hand or dem-
onstrated care for a fellow employee. By
doing so, this programme has been suc-
cessful in establishing bonds that are cre-
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ated out of compassion and zeal to help
the co-worker.

The buddy program starts with em-
ployees going beyond the call of the duty
to give another co-worker a helping
hand. The co-worker, who is the recipi-
ent of this benefit, submits a buddy ‘thank
you card’ in HR’s ‘Buddy Box’. At the
end of the month, a buddy facilitation
ceremony is organized and the recognized
buddies are facilitated with a goody bag.
The thank you cards are displayed on the
office soft boards; people also have a
good time reading the experiences of
employees with their buddies. This also
communicates that organization values
employees who believe in synergy rather
than individual effort.

The scope of the meeting extends
much beyond the discussion re-
lated to the work and encom-
passes other aspects like work-life
balance, managing self, birthday
celebration, sharing of informative
articles and news paper clippings,
etc.

Employee Communication

Communication is a vital management
process in any organization. Below is a
narrative of how, BBF, a leading auto-
mobile company, signals its philosophy
through its communication strategy. BBF
India has a unique way of starting the
day with a two-minute warm-up exercise
followed by 10-15 minute Morning Meet-
ing. This meeting is different from the
typical meetings in that it has no agenda

and no deliverables. This meeting allows
the employee to settle down and relax
before starting his work. The purpose of
this meeting is to share broad activities
planned for the day in the department.
Typically the meeting is conducted by the
department head who starts by sharing
his schedule for the day and some im-
portant communication on behalf of the
top management. Members of the depart-
ment also share their learning’s and ex-
periences from previous day’s activities
at the work place. This includes a wide
range of activities like technical problem
solving, administrative learning at the
work place, insights on new technologies,
current happenings in the world, etc. Dif-
ferent sub groups in the department also
get updated with the activities of other
groups and also incorporate the best
practices of other groups in their work-
ing. The scope of the meeting extends
much beyond the discussion related to the
work and encompasses other aspects like
work-life balance, managing self, birth-
day celebration, sharing of informative
articles and news paper clippings,   etc.
Accomplishments and achievement of
the employees are recognized and re-
warded in this forum which motivates
them and fosters a healthy environment
for growth. The meeting is usually infor-
mal; sometimes seniors crack jokes based
on their daily experiences.  This not only
emotionally gears the employees up for
the whole day but also makes the work
environment lively and energetic. For
young members, this meeting serves as
a platform to share and communicate
their ideas in front of the department,
helping them build confidence for public
speaking and effective communication in
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the presence of seniors. Young members
also get to appreciate the big picture un-
derlying their job roles,    and obtain a
holistic view of the overall functioning of
the company. In some way it gives them
a sense of pride and stronger attachment
to their job roles.

A well-defined, well-communicated
signature experience that conveys
to potential hires the attributes
and values of the organization,
helps the organization attract and
retain the right people.

Conclusion

The absence of clear expectations or
unmet expectations between the em-
ployee and the organization has been rec-
ognized as one of the potential causes of
high attrition and low levels of work en-
gagement among employees. This paper
provides anecdotal evidences suggesting
how some organizations successfully cre-
ate and communicate signature experi-
ences to their employees through the HR
value chain. A well-defined, well-commu-
nicated signature experience that con-
veys to potential hires the attributes and
values of the organization,   helps the
organization attract and retain the right
people.

Before or at the moment of entry into
an organization, positive signature expe-
riences tend to have a determining im-
pact on employees’ assimilation into the
organization and a long-term effect on
their engagement with the organization.
Conversely, negative signature experi-

ences would deter potential employees
from joining or would ensure that those
who do join the organization for other
compelling reasons, remain psychologi-
cally disengaged and stay with the orga-
nization only as long as they are unable
to find any suitable or convenient alter-
native. Empirical research also suggests
that people will become long-term, deeply
engaged employees of a company if their
work experience is what they expect it
to be, and if the firm’s values and at-
tributes match theirs. Right people are
intrigued and excited by the work envi-
ronment which a firm can realistically
offer and reward employees with their
loyalty.

Organizational agents (e.g. human
resource staff, supervisors, and manag-
ers) responsible in the recruitment pro-
cess need to be cautious about the mes-
sages which they consciously or uncon-
sciously convey, which serve to estab-
lish the parameters and conditions of
employment during recruitment. There-
after the organization should reiterate its
philosophy and culture throughout the
employee’s tenure,  by providing signa-
ture experiences.

In terms of its managerial implica-
tions, the paper suggests that organiza-
tions can make realistic job previews
(RJP) an important part of their recruit-
ment strategy. RJP accurately depicts the
behaviours expected within the specific
position on entry into the organization and
lowers grandiose expectations, thereby
improving the fit between individual’s
expectations and organizational ability
(Ilgen & Seely 1974).  By doing so, they
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enable applicants make a more informed
choice about whether or not to accept
an offer of employment, thus resulting  in
a lower probability of breach. For in-
stance, an organization can present a
detailed job description that defines roles
and responsibilities involved in the job.
Organizations can also assign the pro-
spective employee a ‘buddy’ from the
team with whom he/she would work to
learn about the aspects of the job  and
can get to know more about the team.
After recruitment also, organizations
should be cautious of the signals that it
sends to its employees through its human
resource processes and policies by giv-
ing employees signature experience.

Signature experiences may work in
the long-run, only if they are con-
gruent with other organizational
variables.

There is an important caveat, though:
while positive signature experiences have
a long-term positive impact on employee
engagement, they could later result in
disillusionment, bitterness and anger if
they are followed by severe contrary
experiences at a later stage in the
employee’s relationship with the organi-
zation. While the halo effect of an ear-
lier positive signature experience may help
an employee cope with some amount of
subsequent negative experiences, the
severity of a subsequent negative expe-
rience, or a prolonged series of them, can
convert a positively inclined employee to
a negatively inclined one, with an attitude
similar to that of the fanatic new con-
vert.  The crucial implication of this is

that signature experiences may work in
the long-run, only if they are congruent
with other organizational variables, most
importantly, management style, organiza-
tional culture, structure and processes,
particularly HR policy and practices.
Meaningful, positive signature experi-
ences, therefore, need to be crafted with
the support of top management and the
involvement of all relevant decision-mak-
ers who influence organizational design.
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Introduction

Human self has been one of the most
invit ing topics for researchers
(Baumeister 1999). It reflects in the hu-
man self-based approaches that are
growing popular in leadership and orga-
nization studies. Authentic leadership,
psychological ownership and work en-
gagement are three such emerging con-
structs that hold considerable promise.
Authentic leadership is gaining ground
amidst growing global concerns regard-
ing rising social costs of business and
the resultant demands for authenticity
(Gardner et al 2005,  Klenke 2007). Psy-
chological ownership (Pierce, Kostova,
& Dirks 2001, 2003; Van Dyne & Pierce
2004) and work engagement (Attridge
2009, Christian, Garza & Slaughter 2011,
Kahn 1990) are gaining ground amidst
increasing demands on global competi-
tiveness for modern organizations
(Brown 1989,). Much research attention
has come to work engagement due to
the realization that most employees re-
main disengaged and therefore perform-
ing much below their potential (Bates
2004).

Scholars have attempted to link au-
thentic leadership with Positive Organi-
zational Behaviour (POB) literature

The concern here is to understand
how in organizations: a) authen-
tic leadership relates to work en-
gagement and psychological
ownership, and b) psychological
ownership interferes with the re-
lationship between authentic
leadership and work engage-
ment. Using a correlational re-
search design, the authors col-
lected cross-sectional data from
117 working professionals
through a Google Docs based
survey in India. They found
through regression analyses that
authentic leadership indirectly
relates to work engagement of
employees through the full media-
tion of organization-based pro-
motive psychological ownership.
They discuss the implications for
theory and research and argue
that authentic leadership theory
should include context variables
such as control and position
power.
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(Gardner & Schermerhorn 2004, Luthans
& Avolio 2009, Yammarino et al 2008)
and work engagement (Gardner et al.
2005, Walumbwa et al 2010). Psychologi-
cal ownership is proposed to be a part of
POB (Luthans & Avolio 2009,
Walumbwa et al 2008). It fulfils the three
criteria for inclusion into POB: a) based
on theory, research and measurement, b)
state-like in being open to change and
development, and c) impacting perfor-
mance in organizations (Avey et al 2009).
It is close to several POB constructs
such as psychological well-being, psycho-
logical capital, positive organizational
scholarship, and character strengths and
virtues.

Authentic leadership and work en-
gagement are related in theory (Gardner
et al. 2005) and there is some research
support for this relationship (Walumbwa
et al. 2010). Authentic leadership and
psychological ownership are human self-
based constructs and likely share rela-
tionship; however, we are not aware of
any research in this regard. It is impor-
tant to understand how authentic leader-
ship relates to these constructs consid-
ering their potential to influence work
performance and psychological well be-
ing of employees (Gardner &
Schermerhorn 2004,  Kahn 1990, Ryan
& Deci 2001).  We ask here two research
questions: a) how authentic leadership
relates to work engagement and psycho-
logical ownership in organizational con-
texts, and b) how psychological owner-
ship interferes with the relationship be-
tween authentic leadership and work
engagement. We begin by developing
expectations and go on to present method

and findings. We conclude by discussing
study implications for theory and re-
search.

Authentic Leadership

Authentic leadership is a higher-
order, multi-dimensional construct
comprising self-awareness, bal-
anced processing of information,
relational transparency, and inter-
nalized moral standards

Authenticity, the core of authentic
leadership, is variously conceptualized as
moral virtue and ethical choice in philoso-
phy, trait or state and identity in psychol-
ogy, and individual and organizational
characteristics in leadership studies
(Novicevic et al 2006). It is deeply re-
lated to seeking coherence between what
one is and what one does. Authentic lead-
ership is a higher-order, multi-dimensional
construct comprising self-awareness,
balanced processing of information, re-
lational transparency, and internalized
moral standards (Gardner et al 2005,
Walumbwa et al. 2008). Self-awareness
refers to deep awareness of values, iden-
tity, emotions, goals and motives. Authen-
tic leaders are aware of their core end
values and resist compromising them.
Balanced processing and relational trans-
parency are related to leader self-regu-
lation. Authentic leaders have optimal
self-esteem and they objectively accept
their strengths and weaknesses. They
present their true selves to others in a
trusting and open manner and encourage
them to do the same.

Authentic Leadership & Work Engagement
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Psychological Ownership

Psychological ownership has been
extensively studied in various disciplines
and contexts to explore the psychology
of possession (Pierce et al. 2003). In or-
ganizational contexts, it is often argued
that psychological ownership can be an
important predictor of employee atti-
tudes, behaviours and performance
(Pierce et al. 2001, 2003, Van Dyne &
Pierce 2004). The feeling of ownership
toward material and non-material objects
comes naturally to humans (Pierce et al.
2001). The ‘owned’ objects become the
part of self and contribute to the identity
of the owner (Dittmar 1992).

Psychological ownership is a cogni-
tive-affective construct defined as a state
of mind “in which individuals feel as
though the target of ownership (material
or immaterial in nature) or a piece of it is
“theirs” (i.e., “It is MINE!”)”  (Pierce,
Kostova & Dirks 2001: 299). It reflects
“an individual’s awareness, thoughts, and
beliefs regarding the target of owner-
ship” (Pierce, Kostova & Dirks 2003:
86). It is distinct from other related con-
structs such as commitment and satis-
faction in its emphasis on possession
(Pierce et al. 2001, Van Dyne & Pierce
2004).

Psychological ownership can have
preventive and promotive foci, where the
former refers to a concern for what to
avoid for reducing punishment and meet-
ing duties and obligations, whereas, the
latter refers to a concern for what to do
to fulfil hopes and aspirations. Preven-
tive focus reflects in territorial beha-

viours, whereby, a person defends any
influence over the target of ownership
(Avey et al. 2009). Promotive focus re-
flects in a sense of belongingness, ten-
dency to hold or to be held accountable,
defining oneself through what one owns
and a self-believe about capability to in-
fluence the environment (Avey et al.
2009, Pierce et al. 2001).

Work Engagement

Work engagement is variously con-
ceptualized as psychological presence for
the organizational role (Kahn 1990), an-
tithesis of burnout (Maslach & Leiter
1997, Schaufeli et al 2002), and barter
for resources and benefits received from
organizations (Saks 2006). There is con-
siderable agreement, however, that it is
a higher-order construct comprising cog-
nitive, emotional and behavioural dimen-
sions (Christian et al. 2011). Its focus is
formal task performance rather than vol-
untary behaviour (Saks 2006). It is simul-
taneously trait-like and state-like in be-
ing relatively enduring yet fluctuating over
time (Christian et al. 2011).

Construct Interrelations

Authentic leadership is theorized to
impact work engagement of followers in
the sense of increasing their involvement,
satisfaction and enthusiasm for work
(Gardner et al. 2005), however, the work
engagement literature distinguishes in-
volvement and satisfaction from engage-
ment (Christian et al. 2011). Job involve-
ment refers to the cognition of how cen-
tral the job is to one’s self-identity (Chris-
tian et al. 2011, Lawler & Hall 1970,
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Lodahl & Kejnar 1965), whereas, job
satisfaction refers to the evaluative de-
scriptions of job characteristics (Chris-
tian et al. 2011). Work engagement is dif-
ferent in being a) cognitive, affective and
behavioural construct b) descriptions of
experiences that one gets from work
(Christian et al. 2011). However, job in-
volvement and job satisfaction may have
a moderate relationship with work en-
gagement (Christian et al. 2011). It would
be better to explore the possibility of au-
thentic leadership’s impact on work en-
gagement in a more general manner.

Authentic leaders demonstrate in-
tegrity, show sustained perfor-
mance, build trust and openness,
and help followers realize their true
potentials

Authentic leaders demonstrate integ-
rity, show sustained performance, build trust
and openness, and help followers realize
their true potentials (Gardner et al. 2005).
These behaviours are likely to enhance the
safety dimension of work engagement as
identified by Kahn (1990). Through posi-
tive modelling and compelling visions, fol-
lowers of the authentic leaders are likely
to internalize organizational goals (Gardner
et al. 2005). Thus their extrinsic motiva-
tions would resemble intrinsic motivation
in effect and the goals will become more
meaningful (Ryan & Deci 2000). Besides,
authentic leaders with their internalized
moral perspective are likely to treat em-
ployees with dignity and in a fair manner.
This interactional justice aspect is known
to play an important role in work engage-
ment (Pati & Kumar 2010).

Hypothesis 1 (H1): Authentic lead-
ership perceptions will significantly pre-
dict the followers’ work engagement.

Authentic leadership research gained
momentum after the transformational lead-
ership literature argued for pseudo and
authentic transformational leaders (Avolio,
Walumbwa & Weber 2009, Luthans &
Avolio 2003, Price 2003). Transforma-
tional leaders are known to positively af-
fect promotive psychological ownership
(Avey et al. 2009). Further, authentic lead-
ership is associated with positive psycho-
logical capacities viz. hope, optimism, re-
silience and confidence or self-efficacy
(Luthans & Avolio 2003). Self-efficacy is
an integral component of promotive psy-
chological ownership. Moreover, authen-
tic leaders foster positive ethical climate
and a highly developed organizational con-
text as well (Avolio et al. 2009) that may
diminish the need for preventive psycho-
logical ownership.

Hypothesis 2 (H2): Authentic lead-
ership perceptions will have significant
negative relationship with the followers’
preventive psychological ownership.

Hypothesis 3 (H3): Authentic lead-
ership perceptions will have significant
positive relationship with the followers’
promotive psychological ownership.

Supervisors, for their subordinates,
are the personal manifestations of orga-
nizations’ intent (Rhoades & Eisenberger
2002). Authentic leadership of immedi-
ate supervisors would develop organiza-
tional contexts that would promote posi-
tive attitudes and behaviours (Avolio et
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al. 2009). It is expected, therefore, that
authentic leadership would concern or-
ganization-based psychological owner-
ship (PO-Org) more than the job-based
psychological ownership (PO-Job). While
the former is inclusively concerned with
organization as a whole, the latter is ex-
clusively concerned with the job
(Mayhew et al 2007).

Pierce et al. (2001: 299) argued that
the target of ownership “becomes part
of the psychological owner’s identity”.
PO-Job, in this sense, is likely to have
closer linkages with job involvement.
Moreover, self-investment into the po-
tential target of ownership is theorized
to be causally related to the degree of
psychological ownership (Pierce et al.
2001). Therefore, PO-Job is likely to be
a consequence of engagement. Such en-
gagement is theorized to be a result of
obligations that employees feel toward
organizations to compensate for what
they perceive as organization’s discre-
tionary support (Pati & Kumar 2010,
Rhoades & Eisenberger 2002, Saks
2006). Therefore, they are likely to have
a positive view of organization before
they intend to reciprocate through in-
vesting themselves in organizational
roles.

Hypothesis 4 (H4): Promotive PO-
Org will significantly predict work en-
gagement.

Authentic leadership, promotive PO-
Org and work engagement are related
to each other. Authentic leadership is
expected to be positively related to pro-
motive PO-Org, which in turn, is expected

to be positively related to work engage-
ment. We propose that promotive PO-
Org mediates the relationship between
authentic leadership and work engage-
ment. Figure 1 presents the proposed
research framework.

Hypothesis 5 (H5): Promotive PO-
Org will mediate the impact of authentic
leadership on work engagement of em-
ployees.

Participants & Study Design

We tested our hypotheses using data
collected from a Google Docs based sur-
vey in India. The survey link was sent
through emails to working professionals
in different organizations. 117 working
professionals, 82 males and 35 females,
from various organizations answered the
survey. 68.1% of them had managerial
job profiles, whereas, 24.14% had tech-
nical job profiles. 82.05% of the respon-
dents were practicing Hindus. Their av-
erage age was 31.17 years (SD = 6.77
years) and average tenure with the cur-
rent organization was 4.3 years (SD =

Organization-Based
Promotive Psychological

Ownership

H4H3

H1 Work
Engagement

Authentic
Leadership

H2

Organization-Based
Preventive Psychological

Ownership

Fig 1: Proposed Research
Framework
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5.42 years). On an average they have
been reporting to their current superior
for past 2.29 years (SD = 3.43 years).
The survey involved self-report measures
for the dependent, mediator and indepen-
dent variables in that order. We used cor-
relational research design and collected
cross-sectional data for our purpose.

Measures

Authentic Leadership Questionnaire
is a 16-item theory-driven survey instru-
ment to measure authentic leadership
(Walumbwa et al. 2008). The instrument
takes authentic leadership as a second-
order factor with four first-order factors:
self awareness, relational transparency,
balanced processing, and internalized
moral perspective. It uses a 5-point (0 =
not at all; 4 = frequently, if not always)
behavioural observation scale where fol-
lowers rate leaders on questions such as
“says exactly what he or she means”.
The scale is reported to be fairly robust
with internal consistency alphas
(Cronbach’s alphas) for each sub-scale
and overall scale higher than .70 in a
cross-cultural validation study
(Walumbwa et al. 2008).

Psychological Ownership Question-
naire is a 16-item theory-driven survey
instrument to measure promotive and
preventive PO-Org (Avey et al. 2009).
Psychological ownership is a second-or-
der multidimensional factor comprising
five first-order factors: territoriality, self-
efficacy, belongingness, self-identity, and
accountability. The scale uses a 6-point
(1 = strongly disagree; 6 = strongly agree)
forced-choice Likert-type scale where

employees show their level of agreement
with questions such as “I feel this
organization’s success is my success”.
It is reported to have good internal reli-
ability with the alphas for each sub-scale
and the overall scale higher than .70
(Avey et al. 2009).

The 9-item Utrecht Work Engage-
ment Scale is used to measure work en-
gagement, a second-order factor com-
prising three first-order factors: vigour,
dedication, and absorption (Schaufeli,
Bakker & Salanova 2006). It uses a 7-
point (0 = never; 6 = always/everyday)
scale where employees respond to ques-
tions such as “At my job, I feel strong
and vigorous”. It is reported to have good
internal reliability with the median alpha
for the overall scale being 0.92 across
10 countries in a cross-national study
(Schaufeli et al. 2006).

Analysis

We tested H1 and H4 using linear
regression, H2 and H3 using Pearson
correlation coefficients and H5 using
Baron and Kenny’s (1986) mediated re-
gression technique. Mediated regression
is based on two assumptions: a) media-
tor is measured well and b) the depen-
dent variable does not cause the media-
tor (Baron & Kenny 1986). In our study,
the first assumption is met by using a pre-
validated instrument and the second as-
sumption is met while deriving H4.

Mediated regression involves three
steps: 1) regressing mediator on indepen-
dent variable 2) regressing dependent
variable on independent variable, and 3)
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regressing dependent variable on inde-
pendent variable and mediator taken to-
gether (Baron & Kenny 1986). Media-
tion is established when, apart from sig-
nificant relationships in the first two
steps, in step 3 mediator and dependent
variable are significantly related and the
effect of independent variable on depen-
dent variable is lesser than that in step 2.
Full mediation is said to occur if, in step
3, independent variable has no significant

effect on dependent variable. Partial
mediation is said to occur if, in step 3,
independent variable has reduced, yet
significant effect on dependent variable.

Results

Table 1 presents the means, standard
deviations and the Pearson correlation
coefficients of the study variables.

Table 1: Variable Descriptives, Cronbach’s Alphas and Inter-Correlations

                         Correlations
                                                      

Variable Mean SD Æ 2 3 4

1 Work Engagement 4.65 1.09 0.88 0.67** .47** ———-

2 Promotive PO-Org 4.69 0.82 0.88 ———- .52** -.23*

3 Authentic Leadership 2.43 0.91 0.95 ———- ———- -.25**

4 Preventive PO-Org 3.04 1.12 0.65 ———- ———- ———-

N = 117. PO-Org = Organization-based Psychological Ownership. * p < 0.05; ** p < 0.01

Work engagement and preventive
PO-Org are not significantly asso-
ciated; however, all other study
variables share significant corre-
lations.

It is clear that work engagement and
preventive PO-Org are not significantly
associated; however, all other study vari-

ables share significant correlations. As
predicted in H2 and H3, authentic lead-
ership is correlated negatively (r = -0.25,
p < 0.01) with preventive PO-Org and
positively (r = 0.52, p < 0.01) with pro-
motive PO-Org. Preventive and promo-
tive PO-Org share negative correlation
as well (r = -0.23, p < 0.05). Table 2 pre-
sents the regression results concerning
H1 and H4.

Table 2: Work Engagement: Impact of Authentic Leadership/Psychological Ownership

Independent Variable                                      Dependent Variable: Work Engagement
                              

2R Durbin-Watson F B SE

Authentic Leadership 0.22 2.23 31.87 0.56 0.10
Promotive PO-Org 0.45 2.10 95.29 0.89 0.09

PO-Org = Organization-based Psychological Ownership; p < 0.05
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Durbin-Watson test statistic is a test
for uncorrelated error term, a basic as-
sumption of least squares regression
(Durbin & Watson 1951). It is closer to
2 in both cases and thus both cases ful-
fil a basic assumption concerning regres-
sion. Table 2 shows that authentic lead-
ership accounts for about 22% and pro-
motive psychological ownership ac-
counts for about 45% variability in work

engagement. Relatively large F-statis-
tic in both cases indicates that the re-
gression model is fairly robust. The val-
ues of non-standardized coefficient B
indicates that authentic leadership and
psychological ownership significantly
and substantially predict work engage-
ment of employees. This is as per our
predictions in H2 and H4. Table 3 pre-
sents the results concerning H5.

Table 3: Psychological Ownership as Mediator between Authentic Leadership and Work En-
gagement

Step Independent Dependent R2 F B SE t Sig.

1 Authentic Leadership Promotive PO-Org 0.27 43.45 0.48 0.07 6.59 0.00
2 Authentic Leadership Work Engagement 0.22 31.87 0.56 0.10 5.65 0.00
3a Authentic Leadership Work Engagement 0.47 50.72 0.19 0.96 1.95 0.053
3b Promotive PO-Org Work Engagement 0.47 50.72 0.78 0.11 7.40 0.00

PO-Org = Organization-based Psychological Ownership; p < 0.05

Authentic leadership significantly af-
fects psychological ownership (step 1)
and work engagement (step 2). With psy-
chological ownership significantly affect-
ing work engagement (step 3), the pre-
liminary conditions indicating mediation
are met (Baron & Kenny 1986). It can
be seen that the effect of authentic lead-
ership on work engagement, when con-
trolled for mediator, is lesser in step 3 as
compared to that in step 2 (from B = 0.56
to B = 0.19, p < 0.05). The reduced ef-
fect is not significant (sig. 0.053 > 0.05).
The Sobel test statistic obtained is 4.93
with 0.000001 probabilities (two-tailed)
of occurring by chance alone. Thus the
mediator can be said to significantly carry
the effect of independent variable to the
dependent variable. In other words, pro-
motive PO-Org can be said to fully me-

diate the relationship between authentic
leadership and work engagement.

Discussion

We expected that authentic leader-
ship will share relationships with PO-Org
and work engagement and advanced five
hypotheses in this regard. The partici-
pants in this study experienced moder-
ate to high levels of authentic leadership
(M = 2.43 out of 4, SD = 0.91), promo-
tive PO-Org (M = 4.69 out of 6, SD =
0.82), preventive PO-Org (M = 3.04 out
of 6, SD = 1.12), and work engagement
(M = 4.65 out of 6, SD = 1.09). It pre-
pared a good ground for testing of hy-
potheses. The results showed that authen-
tic leadership indirectly affects work en-
gagement through promotive PO-Org.
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Moreover, preventive PO-Org is nega-
tively associated with authentic leader-
ship and work engagement. All five hy-
potheses were tested positive.

The results showed that authentic
leadership indirectly affects work
engagement through promotive
PO-Org. Preventive PO-Org is
negatively associated with authen-
tic leadership and work engage-
ment.

Implications for Authentic
Leadership

These results are important for au-
thentic leadership theory and research.
Authentic leadership literature has largely
kept its focus on the content of leader-
ship to explain its outcomes. Wider orga-
nizational context has been largely seen
as the responsibility of leaders (Gardner
et al. 2005, Gardner, Avolio & Walumbwa
2006). Further, work engagement in the
authentic leadership literature has been
theorized to flow through leader charac-
teristics, psychological safety and mean-
ingful work (Gardner et al. 2005). The
present study offers insights into both of
these issues.

In the present study, H5 results
showed that authentic leadership can pre-
dict work engagement of followers when
two conditions are satisfied: a) followers
see their leaders as personal manifesta-
tions of organizations’ intent (our basic
assumption for H5), and b) followers
experience moderate to high levels of
promotive PO-Org. If, for example, an

authentic leader has weak position power,
it is unlikely that he or she will be viewed
as manifestation of the organization’s in-
tent. In that case, authentic leadership
may not trigger follower obligation to-
ward the organization. Further, if the
wider organizational context inhibits own-
ership, then authentic leadership may not
trigger work engagement. For example,
it is known that employees experience
ownership to the extent they are allowed
to control their job and work settings
(Mayhew et al. 2007, Pierce, O’Driscoll
& Coghlan 2004). If the wider organiza-
tional context doesn’t allow much con-
trol, authentic leadership is unlikely to
trigger work engagement.

If the wider organizational context
doesn’t allow much control, au-
thentic leadership is unlikely to
trigger work engagement.

Avey et al. (2009) reasoned that in-
dividuals seeking stability, safety and pre-
dictability may resort to preventive form
of psychological ownership. In the
present study, H2 results showed that
authentic leadership is negatively asso-
ciated with preventive PO-Org. It offers
some support for Gardner et al. (2005)
who posited that authentic leaders cre-
ate proximal organizational climates that
are more inclusive, caring, engaged and
development-oriented. It appears that
authentic leaders, to some extent, can
offer an alternative to softer organiza-
tional contexts; however, they cannot
possibly replace harder contexts affect-
ing followers. Therefore, it is important
for authentic leadership theorists to in-
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corporate the context of leadership in
their formulations.

Conclusion

Authentic leadership, psychological
ownership and work engagement, in a
way, have shared common fate. These
theoretical constructs have been driven
by practical needs and a desire to appre-
ciate the relationship of individuals with
organizations in some sense. We have
made one of the first attempts to investi-
gate their interrelations. In the process,
we believe to have made three impor-
tant contributions: a) identifying promo-
tive PO-Org as the predictor for work-
engagement, b) identifying the
meditational effects of promotive PO-Org
on authentic leadership – work engage-
ment relationship, and c) proposing the
importance of context for authentic lead-
ership theorizing. We hope that the study
will trigger a number of future research
initiatives to advance theory.

Study Limitations

Findings of the present study, rather
than being definitive, are more tentative
in nature due to three important reasons.
First, the study uses correlational re-
search design with cross-sectional data.
Correlational research cannot offer in-
sights into the causal linkages because
none of the variables are manipulated
and all of them are measured at the same
point in time. Second, the study is sus-
ceptible to common method variance as
the measures for all variables are taken
from the same sources at a time. Third,
the sample size is relatively small. A larger

sample size would permit more sophisti-
cated techniques such as structured
equation modelling to detect mediation
effects.

Suggestions for Future Research

First, the present study indicates a
relationship that authentic leadership
shares with PO-Org and work engage-
ment. This relationship can be further
verified using a larger, may be cross-na-
tional pool of participants and sophisti-
cated analytical techniques. A future re-
search can ascertain causality through
causal research designs. It would be of
immense help in understanding the inner
workings of these important constructs.

Second, all the three constructs are
second-order factors comprising three or
more first-order factors. It is possible that
various first-order factors share some
sort of relationship. A future research can
look into this aspect to identify more
proximate handles for practical use.
Third, the relationship of work-engage-
ment with PO-Job and PO-Org can be
investigated. It is likely that work engage-
ment will predict PO-Job.

Fourth, the authentic leadership theory
contends that new entrants are more likely
to participate in authentic leadership pro-
cesses as compared to accustomed em-
ployees (Gardner et al. 2005). On the other
hand, the leader-member exchange
(LMX) theory posits that leader-follower
relationship becomes more open and in-
clusive upon maturity (Graen & Uhl-Bien
1995). A future research can study the
relationship between authentic leadership,
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PO-Org and work engagement with ma-
turity-levels and age of leader-follower
relationship as moderators to study these
competing positions.

Fifth, PO-Org and work engagement
are deeply concerned about how individu-
als relate with organizations. Authentic
leadership, at least in organizational con-
texts, is concerned about it as well. Per-
son-organization theory (Argyris 1954,
1959, 1964, 1973), in organization stud-
ies, especially addresses this issue by
proposing that organizations attempt to
make agents of individuals, whereas, in-
dividuals attempt to make agency of or-
ganizations. A future research may study
the interrelationships of the three con-
structs within the framework of the per-
son-organization theory. It would be in-
teresting to see whether authentic lead-
ership prospers under the assumption of
self-interest that the person-organization
theory makes.

Finally, a future research may look
into H5 using organizational context vari-
ables such as position power and control
as moderators and mediators. It would
offer deeper insights into how authentic
leadership affects follower behaviours.
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Communication Skills for Business
Professionals

According to Peter Drucker, the abil-
ity to communicate well is essential for
success and is perhaps the most impor-
tant of all the skills an individual should
possess. As business professionals move
up the ranks of management they spend
fifty percent more time speaking than in
any other management activity (Rader &
Wunsch 1980). Not only do they spend
more time speaking, but their oral com-
munication is seen as more vital to their
success than other skills such as writing.
Tom Peters (2010) says “Communication
is everyone’s panacea for everything”.
There is no denying the fact that effec-
tive communication is at the root of vir-
tually all success which mandates that
even engineers, scientists and techno-
crats need to translate their work into
understandable communications so that
it can be applied outside their own level
of expertise.

An unprecedented rush of informa-
tion and communication technologies and
expansion of international relations have
resulted in the globalization of engineer-
ing education. The actual potential of an

The software industry has been
the fastest growing sector of the
Indian economy. The present
study aims at assessing if the In-
formation Technology (IT) and
Information Technology Enabled
Services (ITES) engineers have
the adequate skills to communi-
cate best in cross-cultural envi-
ronments as also reduce barriers
while communicating and col-
laborating across functions, di-
visions and across companies.
The results indicate that the pro-
fessionals were substantial ly
ski l led in their l istening,
adjustability and flexibility com-
ponents.  Also, from the data
analysis it could be inferred that
demographic variables in this
particular context have not been
strong enough to differentiate the
communication competencies be-
tween groups.
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engineer implies not only his professional
knowledge, but also a number of social-
humanities skills. These traditionally fall
into the category of soft skills while form-
ing the social–humanities competence of
an expert. These abilities include self-
education, critical and lateral thinking,
self-discipline and professional commu-
nication (Fofanov et al. 2010).

Corporate demand for employees
skilled in interpersonal communication is
on the rise as organizational structures
have become flatter and transformational
leadership styles are fostered more and
more. Organizations are working to re-
cruit, promote, develop, and train trans-
formational leaders who connect with
employees emotionally and have verbal
and coaching skills (Bass 1999, 1990).
Numerous studies querying graduates,
employers, and faculty members show
communication skill as one of the top ar-
eas needing improvement among employ-
ees and new graduates (Maes, Weldy &
Icenogle 1997, Morreale, Osborn &
Pearson 2000). Reinsch and Shelby
(1996) interviewed students with an av-
erage of 3.3 years work experience who
were entering the Georgetown Univer-
sity Masters in Business Administration
programme and found that their most
challenging “workplace episodes were
oral events, most of which required the
creation or transmission of information”.
The students wanted to improve their
abilities in a wide range of oral commu-
nication areas such as self-confidence,
poise, explanatory skills, situational analy-
sis and persuasion. They suggest that stu-
dents want to develop these skills be-
cause it is a real need in the business

world. Recently, Human Resource man-
agers from Fortune 500 corporations in-
cluded listening, speaking, team partici-
pation, and communication of information
as most important for business school
graduates in the 21st century (Porterfield
& Forde 2001). Empirical research links
social skills and other communication
constructs with various organizational
outcomes including job mobility (Kilduff
& Day 1994), upward mobility, job level,
and pay (Haas & Sypher 1991, Sypher
& Zorn 1986), leadership ability (Flauto
1999) and general mental ability and job
performance (Ferris, Witt & Hochwarter
2001).

Sometimes communication skills are
ignored or relegated to the back seat in
favour of more mechanical emphasis on
certification in the technical mechanisms
of project management via the Project
Management Programme and other cer-
tifications (Heisler and et.al 2000). He
further emphasizes that the incorrect in-
terpretation of communications is “the
root cause of many project failures.” In
a  report presented by FICCI (and pre-
pared by ICRA)  “The Skill Development
Landscape in India and Implementing
Quality Skills Training “ at 3rd Global Skill
Summit  in 2010   it was found that a
major skill gap existed  among Indian
engineering graduates, thus making a
strong case for the engineering colleges
and institutions to focus more on employ-
ability and quality. The report  indicates
that 64 percent of surveyed employers
are “somewhat”, “not very”, or “not at
all” satisfied with the quality of engineer-
ing graduates’ skills.  The top three most
important general skills identified were
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integrity, reliability and teamwork, while
the top three most important specific skills
are entrepreneurship, communication in
English and use of modern tools and tech-
nologies (Retrieved on 17th Sept.2010
(ht tp: / /news. in.msn.com/nat ional /
a r t i c l e . a s p x ? c p - d o c u m e n t i d =
3373712)As). According to Ellet (2007)
in the “knowledge economy” employees
are expected to think and act on their own
and with employees distributed all over
the world a well written document can
be a hidden source of competitive advan-
tage.

Communication Competence

Many scholars have attempted to de-
fine interpersonal communication compe-
tence: however, the process is likened to
“climbing a greased pole” (Phillips 1984:
25) and competence is still considered a
“fuzzy” concept (Jablin & Sias 2001: 819).
The lack of a widely-accepted definition is
due to the complexity of the communica-
tion process and the problems with its mea-
surement (Rubin & Martin 1994, Wiemann
et al. 1997). Earlier Communication Com-
petence was defined as the ability to com-
municate with others with accuracy, clar-
ity, comprehensibility, coherence, expertise,
effectiveness and appropriateness
(Spitzberg 1998). Trenholm and Jenson
(1988) define Communication Competence
as the ability to communicate in a person-
ally effective and socially appropriate man-
ner. The operational definition of Commu-
nication Competence by Friedrich (1994)
suggests that it is a situational ability to set
realistic and appropriate goals and to maxi-
mize their achievement by using knowledge
of self to generate adaptive communica-

tion performances. Jablin and Sias
(2001:125) define competence as “the set
of abilities, henceforth, termed resources,
which a communicator has for use in the
communication process”. This definition is
a strategic, goal-oriented approach to com-
petence stressing knowledge and ability.
Obviously these definitions go beyond com-
munication that simply emphasizes the two
main components: knowledge of commu-
nication and context and ability to obtain
goals (skill). According to Friestad and
Wright (1994), the diversity of definitions
and treatments of competence exists be-
cause of the diversity of what scholars con-
sidered the most salient issues to the con-
struct: knowledge (McCroskey 1982),
behaviours (Wiemann 1977), or goal attain-
ment (Spitzberg 1983).

Definitions of Communication Com-
petence are becoming more specific as
the issue of context is given more con-
sideration. A more contextually sensitive
definition of Communication Competence
within organizations is the judgment of
successful communication where
“interactant’s” goals are met using mes-
sages that are perceived as appropriate
and effective within the organizational
context. Communication Competence in
organizations involves knowledge of the
organization and of communication, abil-
ity to carry out skilled behaviours, and
one’s motivation to perform competently
(Payne 2005).

Few researchers have attempted to
systematically study competence within
the organizational context. Monge et al.
(1982) tested a model representing a per-
formance-based (behavioural) approach.
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The Communication Competence Ques-
tionnaire (CCQ) focused primarily on skills
necessary to accomplish work tasks, and
did not include relational forms of com-
munication as essential to workplace com-
munication. Their research does not in-
corporate motivation or knowledge, the
affective and cognitive elements of com-
petence. Few studies in management use
the Communication Competence Con-
struct; however, Penley et al.(1991) tested
the impact of communication skills (clar-
ity, articulation, and accuracy), motivation
(oral, non-verbal, and written communi-
cation apprehension), and cognitive skills
(cognitive complexity, perspective taking,
and self-monitoring) on managerial per-
formance. Results showed higher per-
forming managers had higher verbal com-
munication skills and lower communica-
tion apprehension; however, they did not
have greater social cognitive ability.

More recently, Jablin et al (1994) and
Jablin & Sias (2001) investigated thresh-
old Communication Competencies in orga-
nizations. They define threshold Commu-
nication Competencies as, “... generic ca-
pabilities which are essential to perform-
ing jobs, but which are not sufficient to
cause superior levels of effectiveness in
communication”. Jablin et al. (1994) pro-
vide a continuum of employee communi-
cation progressing from pre-competent to
over-competent level. The research high-
lights that knowing the communication rules
of an organization, which are learned pri-
marily through the socialization process, is
essential to competent communication.

In another study Payne (2005), ap-
plied a three component model of Com-

munication Competence (motivation,
knowledge, and skill) within an organi-
zational context and analyzed the rela-
tionship between job performance, posi-
tion level, and Communication Compe-
tence. The results revealed that high job
performers had significantly higher lev-
els of motivation to adapt communication
and higher levels of communication skills.
Also, supervisors were more motivated
to communicate and empathize than sub-
ordinates; level of job performance and
job position did not influence level of com-
munication competence.

During the past two decades, most
theories of Communication Competence
have been developed on the basis of
Western conceptualization (Bostrom
1984, Harris 1979, Spitzburg & Cupach
1984, Wiemann 1977) of white, middle
class Americans. Communication
behaviour that reflects the competence
of an individual is culture specific, thus
behaviours that are understood as a re-
flection of competence in one culture
may not necessarily be understood as
competent in another (Cooley & Roach
1984).  Echoing their thought, Miyahara
(2010) also, advocates that the notion of
Communication Competence as is cur-
rently conceptualized by Western re-
searchers may not necessarily be rel-
evant for non-Western cultures. He im-
plies that the overall social, political, and
economic surrounds of  the Japanese
society that influence people’s percep-
tions of norms, rules and competence
must be taken into account for a more
meaningful and useful approach to theo-
rizing interpersonal Communication Com-
petence for Japanese.
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Charoenngam and Jablin (1999), fol-
lowing the above line of thought, con-
ducted an exploratory study to build upon
their knowledge of the culture of the Thai
people and their organizations to concep-
tualize and explore the nature of com-
munication competence in Thai organi-
zations. Lee and Chen (2000) in their
study examine the relationship between
psychological adjustment and cultural
Communication Competence among
members of immigrant families. Adoles-
cents’ host Communication Competence
was correlated negatively with psycho-
logical problems, whereas their native
Communication Competence was non-
significantly associated with psychologi-
cal problems. In addition, interaction be-
tween adolescents’ host and native Com-
munication Competence and parents’
host and native Communication Compe-
tence were found to predict adolescent’s
psychological adjustment.

Collier (2002) selected four approaches
to the study of cultural and intercultural
competence: ethnography of speaking ap-
proaches, behavioural skills approaches,
cross cultural attitude approaches, and, fi-
nally, an approach thematizing cultural iden-
tity and competence.

Communication Competence in the
Indian Context

Making the case for the transforma-
tional influence that Information Technol-
ogy Enabled Services (ITES) industry has
had on the economic and social fabric of
the country, Lesikar et al (2009) elabo-
rate that a glance at the fast changing
skyline and lifestyle of the inhabitants of

Indian metropolitan cities like Bengaluru,
Gurgaon, Hyderabad, Mumbai and
Chennai is  evidence enough of the im-
pact. Though the Information Technol-
ogy entrepreneurs like Azim Premji of
Wipro, N R Narayana Murthy of Infosys
and thousands of engineers from the vari-
ous premier colleges and Indian Institutes
of Technology had already established
India’s mettle during the 1980’s but the
country as a whole was still not involved
in this process of globalization.  Accord-
ing to a National Association for Soft-
ware and Services Companies
(NASSCOM) IT-BPO Status Report
2009, “the industry gainfully provides di-
rect employment to 2.23 million people
and is creating indirect jobs for about 8
million people…. .” Indian BPO industry
is on a fast track growth providing ser-
vices to nearly all the Fortune 500 com-
panies and many others, covering every
conceivable sector that can be
outsourced. The major players being
Genpact, WNS Global Services, Wipro
BPO, HCL BPO, ICICI OneSource, IBM
Daksh, Infosys BPO to name a few
(Lesikar, Flately, Rentz & Pande 2009).

These software firms are seen as
exemplars of organizational forms and
practices that are relatively new to In-
dia. They are relatively flat organizations,
with young management teams, informal
but professional management styles, and
with an emphasis on efficiency, punctu-
ality and other virtues that an export ori-
entation brings ((http://www.bpo
india.org/research/attrition-rate-big-
challenge.shtml). Research indicates that
there is a strong link between Communi-
cation Competency and success in the
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workplace. The present study aims to
quantify if the Communication Compe-
tence of the Indian IT engineers matches
with their professional skills. It explores
and assesses if the Indian professionals/
technocrats have the adequate Commu-
nication Competence to communicate
best in a cross-cultural environment, re-
duce barriers to communication and man-
age communication demands that one
faces on the job. The study attempts,
using the Wiemann and Backlund model
(1980) that defines Communication Com-
petence as:”the ability of an interactant
to choose among available communica-
tive behaviours in order that he may suc-
cessfully accomplish his own interper-
sonal goals during an encounter while
maintain the face and line of his fellow
interactant within the constraints of the
situation.”

Hypotheses

1) Communication Competence varies
across age groups

2) Communication Competence varies
across education groups

3) Communication Competence varies
across gender

4) Communication Competence varies
across experience

Survey Instruments

The study was based on the design
and administration of a survey. For this
purpose the Communication Competence
scale by Wiemann and Backlud (1980)
was used.

Sample &Data Collection

The list of National Capital Region
based I-T organizations was obtained
from the NASSCOM database. We
contacted over 70 IT companies oper-
ating from NCR out of which only 14
organizations agreed to respond to the
survey. Data was personally collected
from IT firms (mostly from NCR re-
gion) for the study. Scales on Commu-
nication Competence were adminis-
tered to managers at the middle and
lower management levels. Before ad-
ministration of the scales the purpose
and importance of the study was ex-
plained to them and they were re-
quested to respond by providing their
free and frank opinions through the
given scales. A total of 700 scales were
given to 14 firms and a total of 146 filled
in scales were received back.

The mean age of the sample was
25.72 years as they were distributed in
two age groups: one, with less than 25
years (75 respondents) and the other with
25 years and more (71 respondents).
The sample represented an age group
with a minimum 28 and a maximum 38
years. The sample was skewed towards
the male gender as there were 111 male
respondents and 35 female respondents.
The respondents were divided into three
groups in terms of their education: one,
with Bachelors in Engineering / Technol-
ogy degree (89 respondents), second,
with any other Bachelors degree (19 re-
spondents), and third, with Masters de-
gree (38 respondents).With regard to
work experience,   the sample was di-
vided into two groups: one, with work
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experience of 30 months and less (74
respondents), second, with the work ex-
perience of more than 30 months (72 re-
spondents).

Factor Analysis

Factor analysis was conducted using
SPSS 18 package. As a part of prelimi-
nary analysis bi-variate correlation was
conducted between the 36 variables to
test for multi-collinearity. The bi-variate
correlation coefficients were well below
the critical mark of 0.9 and hence, there
did not exist any multi-collinearity issues
with the data collected. Also, the coeffi-
cients were found to be statistically sig-
nificant at 95% confidence interval.

Iteration 1

In the 1st iteration, the KMO statistic
was found to be 0.594 at significance level
of 99%, which was sufficiently higher
than the critical mark of 0.5 and hence
the sample size was adequate enough to
attain distinct and reliable factors. This
iteration yielded 14 factors which in total
explained 72% of variance. There were 6
factors which had only one variable
loaded on them. These variables which
loaded individually on 6 separate factors
were q4, q35, q18, q20, q1, q2. There were
eight other variables (q3, q5, q8, q9, q10,
q16, q22, q34) that had very low factor
scores (less than 0.4) and hence were not
considered to be loaded on any factors.

Iteration 2

As there were 6 factors that had just
one variable loaded on them, we ignored

these variables, and continued the sec-
ond iteration with the 8 variables that
didn’t load on any factors. In the 2nd it-
eration the KMO statistic was found to
be 0.615 at a significance level of 99%,
which was sufficiently higher than the
critical mark of 0.5 and hence, the sample
size was adequate enough to attain dis-
tinct and reliable factors. This iteration
yielded 10 factors which in total explained
64% of variance. There were 2 factors
which had only one variable loaded on
them (q16 & q9). There were seven
other variables (q8, q11, q12, q14, q22,
q28, q31) that had very low factor scores
(less than 0.4) and hence weren’t con-
sidered to be loaded on any factors.

Iteration 3

In the third and final iteration, we ig-
nored the variables that loaded individu-
ally on 6 separate factors during itera-
tion 1 and also 8 others that had low fac-
tor scores. We took this decision because
these variables were either loading indi-
vidually to factors or had less factor
scores in either of the two earlier itera-
tions. The behaviour of these variables
indicated that they were unsuitable for
Indian context and probably were not
required. In the 3rd iteration the KMO
statistic was found to be 0.669 (Table 1)
at significance level of 99%, which was
sufficiently higher than the critical mark
of 0/5. It could be concluded that the
sample size was adequate enough to at-
tain distinct and reliable factors. The third
iteration yielded 7 factors which in total
explained 62% of variance (Table 2),
which is reasonable. We yet had four
variables q11, q12, q14 & q28 (Table 3)
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that had very low factor scores and hence
could not be considered to loading on any
factor. Based on a qualitative assessment
we could identify seven distinct factors:
listening (q7, q17, q25, q27), extrovert
(q23, q26, q29, q32), openness (q33, q36),
understanding (q15, q19), effectiveness
(q6, q21), flexible (q30, q31), empathy
(q13, q24).

Table 2: Total Variance Explained

Component Initial Eigenvalues Extraction Sums of Rotation Sums of
Squared Loadings Squared Loadings

          
Total % of Cumulative Total % of Cumulative Total % of Cumulative

Variance  % Variance  % Variance %

1 4.381 19.912 19.912 4.381 19.912 19.912 2.614 11.883 11.883

2 2.148 9.765 29.677 2.148 9.765 29.677 2.136 9.709 21.592

3 1.999 9.087 38.763 1.999 9.087 38.763 2.108 9.583 31.174

4 1.570 7.139 45.902 1.570 7.139 45.902 1.824 8.289 39.463

5 1.314 5.971 51.873 1.314 5.971 51.873 1.790 8.137 47.600

6 1.151 5.231 57.104 1.151 5.231 57.104 1.687 7.668 55.268

7 1.101 5.005 62.109 1.101 5.005 62.109 1.505 6.841 62.109

8 .947 4.305 66.414

9 .852 3.872 70.286

10 .817 3.715 74.001

11 .734 3.338 77.339

12 .668 3.035 80.374

13 .646 2.935 83.308

14 .631 2.868 86.176

15 .538 2.444 88.621

16 .492 2.235 90.856

17 .432 1.962 92.818

18 .407 1.851 94.669

19 .367 1.667 96.336

20 .324 1.475 97.811

21 .279 1.266 99.077

22 .203 .923 100.000

Extraction Method: Principal Component Analysis.

Table 1: KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure .669
of Sampling Adequacy.

Bartlett’s Test Approx. 798.979
of Sphericity Chi-Square
                           

Df 231
Sig. .000
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Table 3: Rotated Component Matrixa

Component
                               

1 2 3 4 5 6 7

q6 .698
q7 .663
q11 -.644
q12 -.584
q13 .577
q14
q15 .802
q17 .829
q19 .718
q21 .704
q23 .613
q24 .814
q25 .801
q26 .652
q27 .580
q28
q29 .755
q30 .817
q31 .735
q32 .661
q33 .742
q36 .806

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.
a. Rotation converged in 8 iterations.

ANOVA

Age: The mean age was 25.72 years with
standard deviation of 3.79 years and variance
of 14.35. We hypothesized that as respon-
dents grew older, their Communication Com-
petence would mature with time and with
increased experience it would be better for
older age group than younger age group.

H1: Communication Competence is
dissimilar across age groups

The above table results indicate that
H1 was not supported. The low F-val-

ues indicate that between two age groups
the variance was very low and hence
they overlapped each other to a great
extent indicating fewer differences be-
tween them.

Education: We hypothesized that re-
spondents with professional and higher
degrees would be comparatively more
matured than respondents with Bachelors
degree and hence would have developed
better Communication Competencies.

H2: Communication Competence is
dissimilar across education groups.
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Table 4: ANOVA Results (H1)

Sum of Squares Df Mean Square F Sig.

Listening Between Groups .131 1 .131 .413 .521
Within Groups 45.659 144 .317
Total 45.790 145

Extrovert Between Groups .007 1 .007 .014 .905
Within Groups 74.638 144 .518
Total 74.646 145

Openness Between Groups .129 1 .129 .373 .542
Within Groups 49.750 144 .345
Total 49.878 145

Understanding Between Groups .015 1 .015 .043 .836
Within Groups 50.733 144 .352
Total 50.748 145

Effectiveness Between Groups .009 1 .009 .022 .884
Within Groups 59.958 144 .416
Total 59.967 145

Flexible Between Groups .755 1 .755 2.361 .127
Within Groups 46.026 144 .320
Total 46.781 145

Empathy Between Groups .190 1 .190 .285 .594
Within Groups 95.817 144 .665
Total 96.007 145

Table 5: ANOVA Results (H2)

Sum of Squares Df Mean Square F Sig.

Listening Between Groups 4.367 2 2.183 7.537 .001
Within Groups 41.423 143 .290
Total 45.790 145

Extrovert Between Groups .270 2 .135 .259 .772
Within Groups 74.376 143 .520
Total 74.646 145

Openness Between Groups .912 2 .456 1.331 .267
Within Groups 48.967 143 .342
Total 49.878 145

Understanding Between Groups .246 2 .123 .348 .706
Within Groups 50.502 143 .353
Total 50.748 145

Effectiveness Between Groups .098 2 .049 .117 .890
Within Groups 59.869 143 .419
Total 59.967 145

Flexible Between Groups .500 2 .250 .772 .464
Within Groups 46.281 143 .324
Total 46.781 145

Empathy Between Groups 2.640 2 1.320 2.022 .136
Within Groups 93.367 143 .653
Total 96.007 145
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The above table results indicate that
H2 was not supported. The low F-val-
ues indicate that between the three edu-
cation groups the variance was very low
and hence they overlapped each other to
a great extent indicating fewer differ-
ences between them.

Work Experience: We hypothesized
that respondents with higher work expe-
rience during their professional career
would be comparatively more matured
and would have developed better Com-
munication Competencies than the re-
spondents in their early career stage.

H3: Communication Competence is
dissimilar across work experience groups

The above table results indicate that
H3 was not supported. The low F-val-
ues indicate that between the three edu-
cation groups the variance was very low
and hence they overlapped each other to
a great extent indicating fewer differ-
ences between them.

Gender: There have been studies
in the past which have indicated that
women tend to have better communica-
tion skills due to higher patience, listen-
ing capability etc. compared to that of
males.

H4: Communication Competence is
dissimilar across gender

Table 6: ANOVA Results (H3)

Sum of Squares Df Mean Square F Sig.

Listening Between Groups .008 1 .008 .027 .871
Within Groups 43.300 136 .318
Total 43.309 137

Extrovert Between Groups .011 1 .011 .022 .883
Within Groups 71.019 136 .522
Total 71.031 137

Openness Between Groups .256 1 .256 .737 .392
Within Groups 47.253 136 .347
Total 47.509 137

Understanding Between Groups .007 1 .007 .019 .890
Within Groups 49.486 136 .364
Total 49.493 137

Effectiveness Between Groups .546 1 .546 1.293 .257
Within Groups 57.447 136 .422
Total 57.993 137

Flexible Between Groups .687 1 .687 2.074 .152
Within Groups 45.090 136 .332
Total 45.777 137

Empathy Between Groups .040 1 .040 .057 .811
Within Groups 94.786 136 .697
Total 94.826 137
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The above results indicate that H4
was not supported. The low F-values in-
dicate that between the three education
groups the variance was very low and
hence they overlapped each other to a
great extent indicating fewer differences
between them.

Discussion & Conclusion

Most studies in the communication
area have only addressed competence
from a skills perspective (Monge et al.
1982). This research expands traditional
approaches to the study of communica-
tion in organizations beyond a social

Table 7: ANOVA Results (H4)

Sum of Squares Df Mean Square F Sig.

Listening Between Groups .934 1 .934 3.109 .080
Within Groups 42.983 143 .301
Total 43.918 144

Extrovert Between Groups 1.264 1 1.264 2.464 .119
Within Groups 73.368 143 .513
Total 74.632 144

Openness Between Groups .373 1 .373 1.109 .294
Within Groups 48.034 143 .336
Total 48.407 144

Understanding Between Groups .030 1 .030 .084 .772
Within Groups 50.718 143 .355
Total 50.748 144

Effectiveness Between Groups .088 1 .088 .209 .648
Within Groups 59.854 143 .419
Total 59.941 144

Flexible Between Groups .047 1 .047 .144 .705
Within Groups 46.591 143 .326
Total 46.638 144

Empathy Between Groups .298 1 .298 .446 .505
Within Groups 95.609 143 .669
Total 95.907 144

skills approach using Wiemann’s (1977)
scale of Communication Competence,
which incorporates listening, extrovert,
openness, understanding, effectiveness,
flexibility and empathy. The primary
findings of this research did not show
support for any of the hypothesis and
has resulted in startling inferences.
Hence, it could be inferred that demo-
graphic variables have not been strong
enough to differentiate the Communica-
tion Competencies between groups.

There could be three possible explana-
tions for the same:

i) The nature of the industry (i.e. IT
services) by default needs every
employee to be high on Communica-
tion Competence and hence due care
would have been taken at the recruit-
ment stage itself.

ii) Alternatively, they would have been
imparted regular communication skills
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development training programs be-
cause of which no major difference
was found between the groups.

iii)  Also, their frequent travelling to dif-
ferent geographic locations and ex-
posure to wider diaspora could have
helped them in honing their commu-
nication competency

Managers in IT sector in India are
skilled at interaction management
which includes fluency, verbal abil-
ity, and social adaptability.

The results of the data analysis in-
dicate that managers in IT sector in In-
dia are skilled at interaction management
which includes fluency, verbal ability,
and social adaptability(these were some
of  the parameters the managers were
tested on). They manage interactions
because they have the ability to speak
fluently, use their voice and body expres-
sively to communicate, generally say the
right thing at the right time, and more
importantly, do not impose their views
on others.  They were found to be ef-
fective conversationalists, adapting their
communication, and managing interac-
tions with people including strangers
with comfort irrespective of their age,
education, gender or work experience.
They find it easy to get along with oth-
ers since they treat people as individu-
als, understand them by placing them-
selves in their shoe and let them know
that they understand what they mean.
They do not make unusual demands on
them, are flexible and adapt to chang-
ing situations by not arguing with some-
one just to prove that they are right.

Managers in IT sector in India are
flexible enough to adapt to conver-
sational partners and contexts.
They generally know what type of
behaviour

It seems clear that managing inter-
actions is inseparable from adaptability.
Adaptability is the ability to perceive re-
lationships and adapt messages accord-
ingly (Duran 1992) and the results indi-
cate that managers in IT sector in India
are flexible enough to adapt to conver-
sational partners and contexts. They gen-
erally know what type of behaviour is
appropriate in any given situation. They
are aware what others feel and display
sensitivity to others’ needs of the mo-
ment. They make the other person know
that they understand what he \she means
and are supportive of the same.  These
specific skills assist managers in getting
along with others who in turn find it re-
warding to talk to them and share their
problems with them respectively. They
are good listeners, pay attention to the
conversations and are genuinely inter-
ested in what others have to say. They
have the ability to reciprocate affect dis-
plays, send verbal responses showing
understanding and feelings for others, and
listen actively. The results further show
that the Communication Competency of
the IT managers helps them build warm
relationships with people. They are close
and personal with people.

These superior levels of effectiveness
in communication found in managers in the
IT and ITes sector that go beyond the
threshold Communication Competency
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could be attributed to the fact that the man-
ager in the IT sector have to travel a lot
within and outside India. They work closely
with people who come from different parts
of the world, leading to the increased
awareness of Indians about the different
value systems prevalent in different parts
of the world. More so since their predomi-
nant business partners happen to be from
US and the Europe, they could have been
impacted heavily by the Western values
such as open communication, collaboration,
trust, authenticity, autonomy, and confron-
tation for resolving conflicts (Pareek 1988).
The close interaction with geographically
spread audience and the periodic interven-
tions could be the factors impacting the
Communication Competency of the man-
agers.  This work clearly supports com-
munication as a potential contributor in
building effective interpersonal and harmo-
nious working relationships. High levels of
Communication Competence are important
to organizations. The communication skill
dimensions supported by this study are all
critical thinking skills involving empathy, ef-
fective listening, adaptability and flexibil-
ity. High levels of affective, cognitive, and
behavioural competence components are
essential for establishing and developing
strong relationships within organizational
systems.

Future Research

Using sample organizations from the
same sector to assess the Communica-
tion Competence of the managers is suf-
ficient; however, different companies es-
pecially from different sectors have dif-
ferent rules of communicating, or differ-
ent criteria for evaluating the appropriate-

ness or effectiveness of communication
and different communication environment.
For this reason, future research should
apply this model to different types of or-
ganizations to ensure if the managers in
other sectors also display the same com-
munication competence as in IT and ITes
sector. Future directions might involve a
comparative study of testing Communica-
tion Competence of managers from mul-
tinational companies and managers from
the typically Indian companies which
should throw light on the role of organiza-
tional culture in impacting the Communi-
cation Competence of their employees.
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Introduction

The recent study Khandwalla and
Mehta (2004) indicated that effective
management of innovation is the
greatest predictor of change in com-
petitive corporate excellence. Man-
agers, therefore, are expected to in-
stitutionalize and nurture the climate
and culture for fostering innovation in
organizations. And for promoting the
innovation in organizations, they re-
quire enthusiasm, commitment and
capability to such a level as to act as
innovation champions. Innovation
champions, in fact, help to legitimize
the creative idea of an originator
(ideator or inventor) and also serve
as bridge between the unconventional
ideator and traditional management
(Jain 2010). Where the role of idea
champion is formalized and resourced,
innovations are most likely to occur
(Daft 1986). Innovation promotion
competencies are necessarily required
to be possessed by the innovation
champions. Innovation promotion
competencies are those abilities / ca-
pabilities that enable innovation cham-
pions to transform new ideas / knowl-
edge into new products, services,

This study revealed that innovation pro-
motion competencies (IPCs) exist
among Indian managers at high or mod-
erate levels. High or moderate degree
of positive correlation was found to
exist among the various creative abili-
ties (CAs), among the various innova-
tion promotion competencies (IPCs),
and also among the various CAs and
IPCs. Creative abilities have positive
impacts on the IPCs. Social and work
environment factors in the organiza-
tions have also been found favourable
to innovation promotion competencies.
Social and work environment factors
have positive impacts on the innova-
tion promotion competencies in the or-
ganizations. The effectiveness of in-
novation adoption and diffusion is not
only a function of “perceived innova-
tion promotion competencies” but also
of effective application of such com-
petencies in practice.
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schemes, systems, processes for the ben-
efit of the organization as a whole as well
as for the benefit of all or some of the
stakeholders. Such competencies also en-
able managers to synthesize the abilities
to run main-stream business successfully
and capabilities to generate, adopt and
implement new mechanisms for self-re-
newal within the organization and its
new-stream. Social capital as well as
human capital of the innovation champion
enables him / her to gain success in the
matter of promoting the intended inno-
vations. Human capital of an innovation
champion includes all aspects of the per-
sonality, experience and competen-
cies. (Jenssen & Havens 2002). Social
capital includes social networks, access
to the cross section sources of relevant
information and mutuality & reciprocity
inheriting in one’s social networks. The
presentation in the present paper is con-
fined to only human capital of manage-
rial personnel of selected Indian organi-
zations.

Social capital as well as human
capital of the innovation champion
enables him / her to gain success
in the matter of promoting the in-
tended innovations.

Earlier Research

A large number of human capital
factors are assumed to influence the in-
novation. Risk-taking propensity, self-
confidence, spirit of go-ahead despite
many obstacles, enthusiastic attitude to-
wards new ideas (technology), abilities
to inspire others, quality of encouraging

others to put greater effort, capacity to
access and stimulate others intellectu-
ally, having communication networks
(Howell & Higgins 1990 a, 1990b), com-
petence to gain binding support from
others (Dean 1987), political cleverness
(Beath 1991),  diplomatic ski l ls
(Chakrabarty 1974), ability to articulate
a catchy and fascinating vision (Jenssen
& Jorgensen 2005), patience and ag-
gressiveness (Beatty & Gordon 1991),
having influence on the conduct and ac-
tion of other actors in the organization
(Holbeck 1990), having persuasion abili-
ties even to convince sceptical people
(Burgelman 1983), having understand-
ing of the technical aspects of innova-
tion (Chakraborty 1974), knowledge of
the trade (Pearson 1988), a high rank-
ing job (Holbek 1990), having greater
force of power & status (Rothwell 1974),
emotional appeal,  communicat ive
strength and other skills to inspire oth-
ers (Beath 1991), and willingness to in-
vest great amount of energy for inno-
vation etc. are the important individual-
specific human-capital resources of in-
novation champions as revealed in the
earlier researches. Several earlier stud-
ies (Beath 1991, Dean 1987, Burgelman
1983, Kipnis et al. 1980) indicate that
the innovation champions use a broad
variety of influence tactics, however the
personality characteristics of the par-
ticular champion determine his / her
choice of influence strategy (Howell &
Shea 2001), certain factors (e.g., avail-
ability of others’ support for innovation)
in the specific champion situation also
affect the champion’s influence tactics
(Kipnis et al. 1980).
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A number of social capital factors
such as ‘structural holes’1  in the person’s
network inside the organization
(Krackhardt 1995), layers in ties among
players of the social system2

(Granovetter 1973), informal relations
among people in organizations, warmth /
emotional attachment in friendship rela-
tions, emotional ties with organizational
members3  (Krackhardt 1992), informal
communication among organization’s
people (Beatty & Gordon 1991), nature
of coalition of supporters inside and out-
side of the organization, social and struc-
tural barriers that prevent some innova-
tion (Holbek 1990), availability and ex-
tent of superiors’ support for bottlegging
practices4   (Meyerson 2001, Augsdorfer
1994) also influence the application of
resource acquisition strategies by the in-
novation champion. Management support
may stimulate positively champions’ ac-
quisition of necessary variety of re-
sources and it is possible to reduce the
necessity of using too much force and

too many non-legitimate resource acqui-
sition strategies. Besides the innovation
championing with management support,
‘innovative work to bear fruit’ requires
more freedom, more time, more flexibil-
ity, quicker decision making, and greater
tolerance for risk, uncertainty for failure
than what is adequate in day to day op-
erations (Ekvall 1988, 1996).

Khandwalla’s (1985) study of policy
frameworks used by a sample of 75 com-
panies yielded one that he labelled as
‘pioneering-innovative.’ The study indi-
cates that on an average the group of
companies using innovation promotion
policy grows faster than the group of
companies that were traditionally man-
aged and also averaged better profitabil-
ity. Khandwalla’s (1995)  study of ninety
Indian corporates identified three top
management styles, viz., the entrepre-
neurial style, the organic style, and the
participative decision making style which
had the largest number of significant cor-
relations with organizational mechanisms
for generating innovative ideas. The man-
agement styles with the largest number
of significant correlations with organiza-
tional aids for implementing innovations
and changes as well as for stabilizing the
changes was the altruistic management
style. Harvard Business School (2002)
sought to find out what, some of today’s
most innovative leaders really do to in-
spire innovation in their organizations.
Based on this study, some of the follow-
ing measures may also be taken by In-
dian executives to inspire innovation in
organizational settings: (i) Making it the
norm; (ii) Putting aside ego; (iii) Mixing
people up; (iv) Abandoning fear failure;

1. ‘Structural holes’ implies the innovation
champion’s relationship with two or more
persons who are not connected to one-another
provides to the champion a better chance of
obtaining the necessary resources than he or she
would have in other network positions.

2. ‘Layers in ties’ implies strong ties and weak ties
(like layers in knots) among the people inside
and outside an organization. Weak ties often form
bridges among various parts of the social system
whereas strong ties often provide redundant
information.

3. ‘Emotional ties’ means long-lasting relationship
with mutual trust & understanding, reciprocity
and emotional attachment.

4. Bottlegging practices include decisions and
actions even against the prevailing practices taken
by the innovation champions without explicit
approval from the competent formal authority.
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(v) Hiring Outsiders; (vi) Abandoning the
crowd; (vii) Fighting negativity (viii) Ask-
ing what if; (ix) Merging patience and
passion (x) Experimenting like crazy (xi)
Making it meaningful. Overall, for inspir-
ing innovation, people should be allowed
to experiment and take risks.  Martins
and Martins’ study (2002) was conducted
in a service – oriented organization that
was going through a transformation and
change process. The sample size was 286
(73.8 % males & 26.2% females). The
results of the comparisons between the
preliminary model and the model that
evolved from the empirical study have
indicated interesting similarities, differ-
ences and new perspectives. Strategy
and behaviour that encourage innovation
were identified as determinants in both
the models. The factors called trust re-
lationship, working environment, and
management support and customer ori-
entation on an operational level were
found to have interesting shifts in empha-
sis in the new model. Khandwalla and
Mehta’s study (2004) based on 65 Indian
companies indicated that change in ef-
fective management of innovations was
a strong predictor of change in innova-
tion success, which in turn, was the
greatest predictor of change in competi-
tive corporate excellence. Dwivedi’s
study (2005 a) to evaluate the develop-
ing, reinforcing and harnessing innova-
tion sponsoring capability of managers
revealed that innovation sponsoring ca-
pability mean score (75%) for execu-
tives was less than the norm (80%) for
Indian innovat ive professionals.
Dwivedi’s (2005 b) evaluation of devel-
oping, harnessing, and reinforcing inno-
vation sponsoring capability of manag-

ers belonging to one prospector and one
reactor organization revealed that the
seven components in the prospector or-
ganization exceeded the standard norms
whereas six components of innovation
sponsoring capability were found to be
below the standard norms for innova-
tive professionals of reactor organiza-
tions. Using structural equation model-
ling on a sample of 63 countries, Will-
iams and Stephen (2010) proposed and
tested a comprehensive explanation of
how culture affects innovation and na-
tional prosperity and found support for
their hypothesized relationship that
‘‘economic creativity’’ influences ‘‘in-
novation implementation.’’ Jain and
Juneja (2010, 2011) conducted a study
of role innovation attitude and behaviour
of managerial personnel belonging to the
selected public sector banking and in-
surance enterprises of India with a
sample of 143 senior, middle  and junior
level managers and on a three point scale
(0-2) of unfavourable, fairly favourable,
and highly favourable. The overall role
innovation attitude of the managerial
personnel of selected enterprises has
been found ‘fairly favourable’ by them
and the role innovation behaviour has
been found at moderate level. Role ef-
ficacy in the matter of ‘creativity’ has
also been at moderate level. Role clar-
ity, managers’ need for achievement,
facilitating work environment, organiza-
tional image, organization’s bureaucratic
system and managers’ capability for re-
source utilization have been found as
favourable / facilitating for role innova-
tion as perceived by the managerial per-
sonnel of the study organizations.
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For inspiring innovation, people
should be allowed to experiment
and take risks.

The review of earlier research indi-
cates that existing literature on innova-
tion covered a wide variety of issues,
however, the theme – ‘innovation promo-
tion capabilities’ received quite insuffi-
cient attention of the researchers. Such
an observation sparked the interest of the
authors of this paper to take up the topic
for their research.

The Study

The objectives of the present study
are: (i) To make an assessment of the
‘Innovation Promotion Competencies’ of
Indian managers with reference to se-
lected service provider and manufactur-
ing organizations; (ii) To make a com-
parison among various strata of the study
subjects pertaining to ‘Innovation Promo-
tion Competencies’; (iii) To determine
interrelationship between various Inno-
vation Promotion Competencies; (iv) To
understand interrelationship between (a)
various Creative Abilities, and (b) vari-
ous Innovation Promotion Competencies;
(v) To evaluate the impact of (a) Social
Environment, and (b) Work Environment
on Innovation Promotion Competencies
of the managerial personnel.

Sampling Design

Both primary and secondary data
from a cross section have been collected
for the study. Primary data have been

collected through the survey of 270
managerial personnel of selected service
and manufacturing organizations. Out of
270 respondent managers included in the
sample survey, 58% belonged to service
provider organizations, and 42% to manu-
facturing organizations. 20% senior man-
agers, 68% middle level managers, and
12% junior managers constituted the
sample for the study.

Data Collection & Analysis

The questionnaires developed by
Khandwalla (1988),   administered to 270
managers, include (i) Innovation Spon-
soring Capability (a Likert type 4- point
scale); (ii) Creative Personality Assess-
ment (a Likert type 4- point scale) ; (iii)
Creative Environment Scale: Part A: So-
cial Environment sub- scale (a Likert
type 5-point scale ) ; (iv) Part B: Work
Environment sub-scale (a Likert type 5-
point scale. The reliability of the above
mentioned questionnaires / scales has
been tested and Cronbach Alpha (á)
scores for such questionnaires / scales
were obtained as 0.91, 0.86, 0.61, and
0.73 respectively which indicate the
overall reliability of such questionnaires
/ scales. Mean, standard deviation, t-test,
Karl Pearson’s coefficient of correlation,
regression analysis, and ANOVA have
been used for the purpose of data analy-
sis. The data analysis was done with the
help of ‘SPSS’ software.

Key Variables

I. Innovation Promotion Competen-
cies: There is a range of skills needed to
be a successful agent of innovation: (i)
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Proclivity for Social and Organizational
Innovation; (ii) Sensitivity about System
and Structure; (iii) Problem Solving Skills;
(iv) Task Accomplishment Drive; (v) Win
Drive; (vi) Interpersonal Sensitivity and
Skill. (i) Proclivity for Social and Orga-
nizational Innovation requires keeping in
touch with new developments in their
fields and fresh opportunities for innova-
tion in work setting. It necessitates a
preference for novel and creative as com-
pared to stock responses and an ability
to come up with creative solutions. It also
requires having a vision of a more desir-
able state of affairs which then breeds
discontent with the status quo which in
turn fuels a desire to search for innova-
tive opinions. It also demands the ability
to rope in people for collective action on
one’s innovative ideas. Proclivity to in-
novate in organizational settings is
strengthened by keeping in touch with
developments and opportunities, wanting
and being able to come up with fresh
ideas and being able to mobilize support
for these ideas. (ii) Sensitivity about Sys-
tems and Structure necessitates sensitiv-
ity among executives about systems and
structures. Knowing or finding out who
matters in the system; whether some-
thing is going wrong before symptoms are
visible, awareness of the unspoken but
strongly held norms of the system and
what would be the right, acceptable
moves in the system; knowledge of who
has what resources, expertise and power;
and the cultivation of potentially valuable
people. (iii) Problem Solving Skills de-
mand ability to analyze a complex situa-
tion (problem structuring ability), brain-
storming ability, appropriate assessment
of alternatives in depth, solution planning,

follow-up and execution ability; (iv) Task
Accomplishment Drive relates to
achievement motivation; the desire to get
jobs done, to set oneself demanding goals,
to seek personal responsibility and ac-
countability for jobs, to get new project
going quickly without the lethargy. With-
out this drive, it is not possible to accom-
plish innovative goals. (v) Win Drive cov-
ers the desire to be toper through per-
formance. (vi)  Interpersonal Sensitivity
and Skills involves the capacity to respond
to others sensitively and deal with others
appropriately. To accomplish it, there is
need for empathy, ability to listen sym-
pathetically, ability to convey accurately
what they are feeling and thinking, and
ability to make others feel that their ideas
are valued.

II. Creative Abilities: These include
Hunger for Knowing, Sensitivity, Entre-
preneurship, Independence & Courage,
Reality Contact, and Self- sufficiency.
(i) Hunger for Knowing: A person, who
is involved in constant questioning; hav-
ing strong interest in stimulating ideas,
theories, and philosophies, always want-
ing to know the ‘how’ and ‘why’ of
things. (ii) Sensitivity is related to the
ability to spot the uncommon, to be sen-
sitive to feelings, interest in meeting in-
teresting and sensitive persons; empa-
thy for the suffering of others etc.  (iii)
Entrepreneurship combines various in-
puts in an innovative manner to gener-
ate value to the customer. (iv) A person
is Independent and Courageous when he
questions the status quo or established
order; sticking to core convictions and
clear in viewpoints; (v) Reality Contact
relates to taking initiative in finding out
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operating constraints; manage crisis
with confidence; (vi) Self-sufficiency is
the ability to absorb in challenging tasks;
confidently operating in alien situations,
persistence in getting ventures accom-
plished.

III.  Social Environment: It includes
Absence of Premature Negative Feed-
back for Creative Ideas (Relaxation),
Availability of Encouraging Communica-
tion from Intimate People for Creative
Efforts (Constructive Feedback),
Favourableness of Social Circumstances
for Creative Learning (Learning Oppor-
tunities), Availability of Diverse View-
points of the Intimate People (Diversity
of Viewpoints), Availability of Autonomy
for Pursuing Creative Acts (Freedom
with Accountability for Excellence).

IV. Work Environment: It includes
Degree of Stimulation (Stimulation),
Encouragement and Reward to Creativ-

ity (Nurturance), Absence of Premature
Criticism of Creative Ideas (Relaxation),
Availability of Detailed Constructive
Feedback on Creative Efforts (Construc-
tive Feedback), Availability of Physical
and Financial Facilities to Pursue Inter-
est and Hobbies (Facilities for Experi-
mentation).

Survey Results

Innovation Promotion Competencies
(except Proclivity for Social or Organi-
zational Innovation) have been found at
high level among all the managerial per-
sonnel of selected service provider and
manufacturing organizations. Innovation
Promotion Competencies in terms of Pro-
clivity for Social or Organizational Inno-
vation have been found at moderate level
among all the managerial personnel of
selected service provider and manufac-
turing organizations (Table 1).

Table 1: ‘Innovation Promotion Competencies’ of Managerial Personnel in the Selected Ser-
vice Provider & Manufacturing Orga.nizations

Innovation Promotion Competencies Mean Value SD Level of  Innovation
(N=270)  Promotion

Competencies

Proclivity for Social or Organizational Innovation 17.90 2.29 High

Sensitivity about System and Structure 19.85 2.34 High

Problem Solving Skills 19.45 2.36 High

Task Accomplishment Drive 19.44 2.07 High

Win Drive 19.39 1.89 High

Interpersonal Sensitivity and Skills 18.17 2.03  High

Note: Standards for Analysis: If mean value of the specific ‘Innovation Promotion Competencies’
is above 18 it has been considered as ‘high level; if the mean value is between 12 and 18 it has been
considered as ‘moderate level’; and, if the mean value is less than 12 it has been considered as ‘low
level’.
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Innovation Promotion Competencies
of managerial personnel vary significantly

(at 0.05 level of significance) between
the two sets of organizations (Table 2).

Table 2: ‘Innovation Promotion Competencies’ of Managers in the Selected Service Provider
& Manufacturing Organizations (t-test results)

Innovation Promotion Service Provider Mfg. Organizations          t P
Competencies Organizations (N=113)

(N=157)
                                     

Mean SD Mean SD
Value Value

Proclivity for Social or
Organizational Innovation 17.36 2.13 18.64 2.30 -4.686 .000*

Sensitivity about System
and Structure 19.36 2.17 20.52 2.40 -4.111 .000*

Problem Solving Skills 18.84 2.14 20.29 2.38 -5.233 .000*

Task  Accomplishment Drive 18.97 1.97 20.07 2.03 -4.47 .000*

Win Drive 19.04 1.86 19.86 1.82 -3.612 .000*

Interpersonal Sensitivity
and Skills 17.87 1.96 18.58 2.06 -2.85 .005*

*Significant at 0.05 level of significance (Table Value = 1.96)
Note: Same as in Table 1

As regards Innovation Sponsoring
Capabilities as perceived by various man-
agement cadres (viz., senior, middle and
junior level managerial personnel) almost
all the studied capabilities (except ‘Pro-
clivity for Innovation’ and ‘Interpersonal
Sensitivity & Skills’) have been per-
ceived as of high level, but, by and large,
with the significant variation among the
various management levels at 0.05 level
of significance. ‘Interpersonal Sensitiv-
ity & Skills’ was perceived as of high
degree by senior and junior managers but
the same was perceived by the middle
level managers as of moderate degree.
Such a variation among various manage-
ment cadres has been found significant
at 0.05 level of significance. ‘Proclivity
for social or Organizational Innovation’

was perceived by senior managers as of
a high degree but the middle level and
junior managers perceived the same as
of moderate degree. Such a variation
among the management cadres has been
found significant at 0.05 level of signifi-
cance (Table 3).

The Creative Abilities of managerial
personnel found highly creative are: (i)
Hunger for Knowing, (ii) Independence
and Courage, (iii) Reality Contact, (iv)
Self Sufficiency. ‘Sensitivity’ and ‘Entre-
preneurship’ has been found moderately
creative (Table 4). High or moderate
degree of positive correlation was found
to exist between the various Creative
Abilities (CAs), between the various In-
novation Promotion Competencies
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Table 3: ‘Innovation Promotion Competencies’ of Senior Level, Middle Level & Junior Level
Managers of Selected Organizations (Results of ANOVA)

Innovation              Senior Level                Middle Level             Junior Level F P
Promotion                Managers (N=54)     Managers (N=183)        Managers (N=33)
Competencies          

Mean SD Mean SD Mean SD
Value Value Value

Productivity for
Social or
Organizational
Innovation 18.75 2.37 17.71 2.11 17.54 2.81 4.83 .009*

Sensitivity about
System and
Structure 20.46 2.16 19.62 2.31 20.09 2.60 2.89 .057

Problem Solving
Skills 20.66 2.27 19.12 2.21 19.24 2.64 9.64 .000*
Task

Accomplishment
Drive 20.33 2.09 19.15 1.96 19.51 2.22 7.04 .001*

Win Drive 20.31 1.79 19.12 1.70 19.36 2.49 8.84 .000*

Interpersonal
Sensitivity and
Skills 18.88 2.16 17.91 1.94 18.42 2.00 5.21 .006*

*Significant at 0.05 level of significance
Note: Standards for Analysis: If mean value of the specific ‘Innovation Promotion Competencies’ is
above 16 it has been considered as ‘highly innovative’; if the mean value is between 8 and 16 it has
been considered as ‘moderately innovative’; and, if the mean value is less than 8 it has been considered
as ‘less innovative’.

Table 4: Creative Abilities of Managerial Personnel in Selected Service Provider &Manufac-
turing Organizations

Creative Abilities Mean Value SD Extent of Creativity
(N=270)

Hunger for Knowing 12.20 2.03 Highly Creative
Sensitivity 11.53 2.42 Moderately Creative
Entrepreneurship 11.91 2.71 Moderately Creative
Independence and Courage 16.20 2.13 Highly Creative
Reality Contact 13.17 1.91 Highly Creative
Self Sufficiency 13.03 2.43 Highly Creative

Note: Standards for Analysis: If mean value of the specific creative personality is above 12 it has been
considered as ‘highly creative personality’; if the mean value is between 6 and 12 it has been consid-
ered as ‘moderately creative personality’; and, if the mean value is less than 6 it has been considered
as ‘less creative personality’.
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(IPCs), and also among various CAs and
IPCs. It means that the various Creative
Abilities and Innovation Promotion Com-
petencies are positively related with one
another (Table 5).

To find the impact of Creative Abili-
ties on Innovation Promotion Competen-
cies, multiple regression analysis is done
the results of which are given in Table 6.
The value of R2 is .125, which means the
relation explained by the model is 12.5%.
The coefficient â is .354 which is signifi-
cant and explained that there is a posi-
tive impact of creative abilities on Inno-
vation Promotion Competencies.

Almost all the aspects except ‘Avail-
ability of Diverse Viewpoints of the Inti-

mate People (Diversity of Viewpoints)’
have been perceived ‘highly favourable’
by the managerial personnel of the se-
lected organizations; whereas, ‘Availabil-
ity of Diverse Viewpoints of the Intimate
People (Diversity of Viewpoints)’ has
been perceived as ‘moderately
favourable’ by the managers (Table 7).
The five aspects of the work environment
which have been perceived as ‘highly
favourable’ by the managerial personnel
were: (i) ‘Degree of Stimulation’, (ii)
‘Encouragement and Reward to Creativ-
ity’, (iii) ‘Absence of Premature Criti-
cism of Creative Ideas’, (iv) ‘Availabil-
ity of Detailed Constructive Feedback on
Creative Idea’, and (v) ‘Availability of
Physical and Financial Facilities to Pur-
sue Interest and Hobbies’.

Table 6: Impact of Creative Abilities on Innovation Promotion Competencies

Model Coefficient of Multiple R Square  Adjusted R Square
 Correlation ( R)

1 .354 .125 .122

Independent                    Unstandardized Coefficients Standardized t P
Variable Coefficients
                                        

B  Std. Error Beta

Creative Abilities 95.810 4.958 19.326 .000
.389 .063 .354 6.180 .000

Predictors: Creative Abilities
Dependent variable: Innovation Promotion Competencies

Almost all the aspects except ‘Avail-
ability of Diverse Viewpoints of the Inti-
mate People (Diversity of Viewpoints)’
have been perceived ‘highly favourable’
by the managerial personnel of the se-
lected organizations; whereas, ‘Availabil-
ity of Diverse Viewpoints of the Intimate
People (Diversity of Viewpoints)’ has

been perceived as ‘moderately
favourable’ by the managers (Table 7).
The five aspects of the work environment
which have been perceived as ‘highly
favourable’ by the managerial personnel
were: (i) ‘Degree of Stimulation’, (ii)
‘Encouragement and Reward to Creativ-
ity’, (iii) ‘Absence of Premature Criti-
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cism of Creative Ideas’, (iv) ‘Availabil-
ity of Detailed Constructive Feedback on
Creative Idea’, and (v) ‘Availability of

Table 7: Social and Work Environment of Management Cadre in Selected Service Provider
and Manufacturing Organizations

Dimensions of Mean Value SD Extent of Dimensions Mean Value SD Extent of
Social (N=270) Favorableness of (N=270) Favorableness
Environment of Social Work of Work

Environment   Environment    Environment

Absence of
Premature Negative
Feedback for Degree of
Creative Ideas 4.35 .584 High Stimulation 4.47 .693 High

Availability of
Encouraging
Communication
from Intimate Encouragement
People for and Reward
Creative Efforts 4.42 .604 High  to Creativity 4.32 .594 High

Favorableness of
Social Absence of
Circumstances Premature
for Creative Criticism of
Learning 4.46 .676 High  Creative Ideas 4.30 .557 High

Availability of Availability
Diverse Viewpoints of Detailed
of the Intimate Constructive
People Feedback on

3.32 .951 Moderate Creative Ideas 4.14 .639 High

Availability of Availability of
Autonomy for Physical and
Pursuing Financial Facilities
Creative Acts   to Pursue Interest

4.30 .506 High and Hobbies 4.51 .719 High

Note: Standards for Analysis: If a mean value of the specific environment is above 3.5 it has been
considered as ‘highly favourable environment’. If the mean value is between 2 and 3.5 it has been
considered as ‘moderate favourable environment’; and, if the mean value is less than 2 it has been
considered as ‘less favourable environment’.

Physical and Financial Facilities to Pur-
sue Interest and Hobbies’.

To find the impact of social environ-
ment on Innovation Promotion Compe-
tencies, multiple regression analysis is
done, results of which are given in Table

8. Model 1 indicates that the value of R2

is .219, which means the relation ex-
plained by the model is 21.9%. The co-
efficient â is 3.449 which is significant
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and explained that social environment has
a positive impact on innovation promo-
tion competencies.

To find the impact of work environ-
ment on innovation sponsoring capabil-
ity, multiple regression analysis is done

Table 8: Relationship between Social Environment and Innovation Promotion Competencies
of Managerial Personnel (Results of Multiple Regression Analysis)

Model Coefficient of Multiple R Square  Adjusted R Square
 Correlation ( R)

1 .471 .222 .219

                                Unstandardized Coefficients Standardized tSignificance
                                Coefficients

B  Std. Error Beta

(Constant) 75.199 5.877 .471 12.795 .000
Social Environment 2.449 .281 8.723 .000

Predictors: Social Environment
Dependent Variable: Innovation Promotion Competencies

Table 9: Analysis of Relationship between Work Environment and Innovation Promotion
Competencies of Managerial Personnel (Results of Multiple Regression Analysis)

Model Coefficient of Multiple R Square  Adjusted R Square
 Correlation ( R)

1 .518 .268 .266

                                 Unstandardized Coefficients Standardized tSignificance
                                Coefficients

B  Std. Error Beta

(Constant) 71.613 5.548 12.909 .000
Work Environment 2.503 .253 .518 9.894 .000

Predictors:  Work Environment
Dependent Variable: Innovation Promotion Competencies

results of which are given in Table 9. The
value of R2 is .266, which means the re-
lation explained by the model is 26.6%.
The coefficient â is 2.503 which is sig-
nificant and explained that work environ-
ment has positive impact on innovation
promotion competencies.

Discussion & Implications

Kanter (1983) suggests that innova-
tive change agents are comfortable with

change, i.e. they have a low allergy to
ambiguity. They feel confident that un-
certainties can and will be clarified. They
also tend to have foresight and see op-
portunities in needs that are not currently
met. They also have a clarity of direc-
tion and do not get discouraged with set-
backs i.e. they have persistence and low
fear of failure. They are thorough, and
prepare well for meetings and presenta-
tions. They have insight into organiza-
tional politics and a knack for spotting
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powerful or useful supporters. They tend
to involve their colleagues and subordi-
nates in decision making, and they can
turn them on to put maximum effort as
team members. They freely share re-
wards with others, especially the team
members. They are tactful and discreet,
but persistent (Khandwala 2003).

The findings of the present study re-
vealed that Innovation Promotion Com-
petencies of Indian managerial person-
nel are at higher or moderate levels
which indicates toward favourable cli-
mate for the implementation of innova-
tion at work in the selected organizations.
However, merely the presence of inno-
vation promotion environment is not
enough for adoption and application of
creative and innovative ideas at work
successfully as a number of factors in-
fluence such a process. The likelihood
of introducing an innovation at work suc-
cessfully is a function of four general
factors: (i) the individual’s perception
about the need for change to occur in the
work role, (ii) the individual’s perception
that change can be successfully imple-
mented in the work role, i.e., one’s effi-
cacy beliefs concerning the implementa-
tion of change, (iii) the individual’s per-
ception that a positive outcome will re-
sult from the introduction of change, and
(iv) the individual’s ability to generate
new and useful ideas (Farr & Ford 1990).
Though individual innovation is not a
function of some of the four factors, some
multipl icative combination of the
individual’s knowledge of innovative pos-
sibilities is an important ability needed for
implementing innovations (Jain 2010).
The actual effectiveness of an innova-

tion is a function not only of perceiving
innovation abilities but also of possess-
ing and applying such abilities. Social fac-
tors such as feedback from others, ef-
fective information systems, favourable
leadership styles and effective organiza-
tion systems including reward systems
also influence the individual’s efforts to
innovate. Keeping such observations in
view, merely having innovation abilities
may not lead to implementation in prac-
tice. In the present study, most of the
studied Innovation Promotion Competen-
cies have been perceived to be at high
levels by the majority of the respondent
managers. However, their claims need to
be checked by the perception of their
colleagues at work regarding such claims
as well as by assessing the group per-
formance at work. Consensus of such
cross section perceptions will be closer
to the reality. However, availability of
Innovation Promotion Competencies in-
dicates that the study organizations cer-
tainly have high potential for generation
of creative & innovative ideas and adop-
tion & diffusion of innovations therein.
The impact of such potentials on the
organization’s performance has not been
measured in the present study. Such an
issue needs to be taken up in future re-
search endeavours. Innovation Promotion
Competencies of managerial personnel
and resultant innovations at a faster rate
may enable the organization to consis-
tently bring new quality products / ser-
vices that too at a lower cost as com-
pared to that by the competitors.  Fur-
ther, such competencies may enable the
organizations to further add value to their
products / services for the purpose of
delighting the customers. This combina-
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tion creates a dynamic and sustainable
strategic position for an organization
which makes it a constantly moving tar-
get to the competitors (Kiernan 1996).
This view points to the need for manag-
ing effectively the main-stream opera-
tions along with cultivating innovations in
their organizations. Paradoxically, the
need to manage main-stream competen-
cies effectively is often seen as hamper-
ing the development of successful inno-
vation; and conversely, innovation is a
force of instability, often requiring long
term vision and commitment to yield re-
sults (Lawson &Samson 2001).
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Appreciative Inquiry

Most organizational change pro-
cesses are based on problem-solving. The
focus is on ‘what is the problem or what
went wrong’. In these traditional change
processes, one invests energy in finding
out or rectifying something which may
not be very important (Knippen & Green
1997). Traditional approach has been
criticized by many researchers over the
years and a new approach called Appre-
ciative Inquiry (AI) has been developed
which treats social and psychological re-
ality as a product of the moment, open to
reconstructions (Gergen 1982, Gergen
1990, Bushe & Coetzer 1995).

Appreciative Inquiry (AI) has been
developed which treats social and
psychological reality as a product
of the moment, open to recon-
structions

AI which works orthogonal to a tra-
ditional change process has come up in
the last one decade. AI is an approach
where instead of focusing on problems,
one focuses on things that are right in
the organization. AI works on the funda-
mental assumption that organizations
move towards what they study

This study looks at the Apprecia-
tive Inquiry literature and interven-
tion methods and also considers
three cases from private and gov-
ernment organizations to critically
examine its applicability/ implemen-
tation methods. The study also com-
pares Appreciative Inquiry with the
traditional Action Research ap-
proach and arrived at a model which
is a combination of both.




