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From the Desk of the Chief Editor..............

Over the past two decades, the business practices all over the world have undergone metamorphosis.
Conventional business and management wisdom is becoming outdated and irrelevant because of rapid
pace of technological advancements. Today’s business environment is marked by emergence of various
new startups that have brought completely new-fangled ecosystem of marketing practices, crowd sourcing
of funds and ideas, and a very dynamic and demanding young work force. Collaboration between businesses
is emerging as a means to surpass competitors by enabling faster access to new technologies and markets.
In addition, the consumer too has changed drastically in terms of expectations, patience levels, choice
options, and demand for one on one customization. In order to survive and remain dominant in this
Volatile, Uncertain, Complex and Ambiguous (VUCA) environment; organizations need to build their
ability to quickly respond to change and reinvent solutions either by combining, changing, or reapplying
existing ideas. This necessitates contributions from multiple perspectives and disciplines within the realm
of business and management. In view of that this bi-annual peer reviewed ‘Optimization’: Journal of
Research and Management, Volume 9, Number 2, July-December 2017 issue is a fervent
effort to create a premier medium for the presentation of new advances and research results in business
and management. Since its inception, the Journal has made outstanding progress and has exceptionally
contributed in the field of research which is reflected in its increased popularity globally. In adherence
to reflection of its excellence, we are pleased to inform you that ‘Optimization’: Journal of Research
and Management is now included in the UGC recommended list of Journals with Sr. No. 702
& Journal No. 42869.

Recognizing the intricate relationships amongst diverse areas of business, Optimization: Journal of
Research in Management, garners a wide range of theoretical and empirical research papers on
themes like optimization techniques, crowd funding, green human resource management, buyer’s behavior,
demonetization and risk management. The Journal intends to facilitate research based knowledge
sharing among academicians and practitioners for developing integrated approaches to the challenges
thrown up by the new economy.

The first research paper “Lagrangian Relaxation for the Capacitated Dynamic Lot Sizing Problem”
has been authored by Omprakash K. Gupta, Syed Ali and RRK Sharma. In this paper, the researchers
propose a mathematical optimization technique, "Lagrangian Relaxation” which approximates a difficult
problem of constrained optimization by a simpler problem. This method penalizes violations of inequality
constraints using a Lagrange multiplier, which imposes a cost on violations, thereby using these added
costs instead of the strict inequality constraints in the optimization. The next paper “What do Backers
Trust when they do not know Initiators? Crowdfunding Experimentation in India” authored
by Djamchid Assadi, Nadiya Marakkath and Shailesh Shinde aims to explore how crowdfunding
platforms can build trust to simultaneously attract project initiators and contributors and facilitate
transactions between them. The third article on “Green Human Resource Management Models:
Review and Proposal” written by Md. Mamin Ullah reviews various existing research models of
green human resource management (Green HRM) and proposes a comprehensive research model of
Green HRM highlighting the impact of basic HRM practices and environment management practices on
Green HRM practices which further leads to organizational citizenship behavior critical for the Green



HRM outcomes and environmental sustainability. The next research paper by Adil Rasool and P.
Rajmohan on “Effects of Online Buyer Characteristics on e-Service Quality” reveals that Perceived
overall Service Quality depends on group of factors such as Propensity of Online Buying, Actual Online
Buying, Understanding levels of e-Shopping, Perceived Security on e-Payment, Preference for Physical
Payment and Intensity of Internet Usage among Online Buyers. The fifth research paper entitled
“Determinants of Purchase Intention of Private Brands In India: A Study Conducted on
Hypermarkets Of Delhi” by P. K. Agarwal and Vijay Prakash Gupta proposes to study the
impact of factors that affects the purchase intention of customers toward private brands with the broad
objective to assist managers and marketers to gain good insight about the behavior of Indian buyers.
The next article by Jiten Kumar Mishra on “Why Repeat the Failed Experiment? The Logic &
the Economic Cost of the Note Ban” discusses the logic of using the demonetization exercise again,
and analyzes its economic cost by examining the arguments of the advocates of demonetization and
draws a realistic conclusion with an alternative proposal. The seventh paper entitled “Quantification
of Risk Appetite for Young Professionals: An Empirical Study” authored by Abhay Raja and
Niyati Dave examines dominant factors attributable to quantification of risk appetite for young professionals
and suggest measures for Asset Management Companies (AMCs) to structure the schemes according to
the risk profile of the investors. The last paper on “Demonetization (8" November 2016): It’s
Impact Without Any Prejudice” by D.R. Agarwal and Anshi Goel examines the impact of recent
demonetisation on the nation’s economy and concludes that normalcy has returned to the currency
system post demonetisation on the pace of cash withdrawals has come down and the success of
demonetisation is not known to the monetary authority of the country, but it claims that the move of
demonetisation was well planned.

Finally, we would like to thank our contributors, advisory board members and editorial review board
members for their commitment and efforts in bringing up the Journal in time and providing a knowledge
sharing platform to worldwide academia, researchers and management practitioners and for taking
management research to the newer peaks. We are delighted to observe the spread of our Journal to
different continents and sincerely hope that this outreach will continue and more researchers and authors
across continents and countries will be contributing to this Journal in future. We also welcome your
feedback and suggestions to make it more enriched Journal.
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Dr. Urvashi Makkar
Chief Editor and Director General
GLBIMR, Greater Noida
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Lagrangian Relaxation for the Capacitated Dynamic
Lot Sizing Problem

Omprakash K. Gupta*, Syed Ali** & RRK Sharma***

Abstract

In this paper, we consider the capacitated dynamic
lot-sizing problem and assume that all conditions
of Wagner-Whitin (1958) model apply except the
capacity restriction. We give three different
Jformulation of the problem. We relax the capacity
constraint and initiate the Lagrangian procedure.
At each Lagrangian iteration, we solved the
uncapacitated lot-sizing problem by the Wagner-
Whitin method that runs in O(n?) time. We
compare the quality of bounds so obtained. In
particular, we find that the Lagrangian procedure
that modified the setup cost turned out to be
inferior to the Lagrangian procedure that modified
only the holding cost.

Introduction

Production planning is a way of achieving a long
term decision related to what work should be done
in some interval amount of time or a tentative
plan for how much quantity of production should
occur in a certain time interval, called planning
horizon. It is one of the most challenging issues
for a manufacturing industry to have a perfect
production plan as it directly relates to effective
utilization of resources by improving various
parameters including the process flow. It also
optimizes the operational cost and improves the
timely delivery of a product. In short, it provides
improvement in quality and customer satisfaction.

However, production planning in itself is a tedious
and complex job. A production planner faces
various challenges about which product should be
produced with how much should be the quantity
to be produced keeping all available constraints
of production system in mind. Sometimes, the
constraints appear to be tightly bound, making it
very difficult to achieve an effective production
plan. It is an effective utilization of resources to
keep the production goals in a certain amount of
time. Karimi et al. (2003) broadly describes how
the decision making in a production plan can be
classified in the time ranges of long-term, medium-
term and short-term.

Lot-sizing is a middle-term production planning
problem in which decisions related to when and
how much quantity to produce over a planning
horizon is taken. The objective is to determine
the periods in which production happens and the
amount of quantity to be produced while utilizing
the production resources (minimizing the
production, setup and holding cost). Many
techniques and solution procedures were proposed
to achieve lot-sizes of a lot-sizing problem. As
performance of a system and its productivity are
the two most important parameters for a
manufacturing industry to compete in the market,
proper lot-sizing may result in achieving the two.
This thus encourages devoted researchers to work
for developing and improving the solution
procedures of a lot-sizing problem.

*

* %
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Literature Review

Wagner and Whitin (1958) gave an algorithm to
solve a basic single item uncapacitated lot-sizing
problem. Zoller and Robrade (1988) made a
comparison between various heuristics developed
to solve the single-item dynamic lot-sizing problem.
Bitran and Yanasse (1982) included the capacity
constraint and provided analysis of the problem.
Silver & Meal (1973) also gave a heuristic to solve
the uncapacitated single item lot sizing problem
with a time-varying demand rate. Federgruen &
Tzur (1991), Wagelmans et al. (1992) and Aggarwal
& Park (1993) reviewed the Single-item
uncapacitated lot-sizing problem and present an
exact solution procedure. Federgruen & Tzur (1991)
provide a forward algorithm to solve the general
dynamic lot sizing problem. Wagelmans et al.
(1992) gave an O(nlogn) linear time algorithm for
the Wagner -Whitin model.

Later for the uncapacitated lot sizing problem case
of Wagner—Whitin problem, Aggarwal & Park
(1993) provide an algorithm based on dynamic
programming. The basic contribution of these
works was their attempt to reduce computational
complexity as compared to the Wagner—Whitin
algorithm.

Karmarkar et al. (1987) studies a single item
capacitated lot-sizing problem for both
uncapacitated and capacitated cases. Wolsey (1989)
referred to this problem as lot sizing with startup
costs. Majority of the heuristics for capacitated
lot-sizing problem are based on the formulation
of Manne (1958).

Practical lot sizing problems are known to be some
of the hardest problems to solve. Florian et al.
(1980) elaborate complexity results of the single
item case of problems, while Chen & Thizy (1990)
explain it for multi-item cases. It is shown that
the single item capacitated problem lot-sizing
problem is NP-hard for quite general objective
functions. Capacitated lot sizing problem with
concave cost functions (Wagner & Whitin, 2004)
are solvable in polynomial time. Lot sizing with
convex cost functions and no setup cost is also
solvable in polynomial time. Salomon et al. (1991),
Vanderbeck (1998) and Webster (1999) later gave
some more complexity results of these problems.
Because of the difficulty posed by these problems,
numerous solution techniques have been explored
to solve them.

Thizy & Van Wassenhove (1985) used Lagrangian
relaxation and relaxed the capacity constraints to

Optimization: Journal of Research in Management

decompose the bigger problem into ‘N’ sub
problems; each of the sub problems are of single
item uncapacitated lot sizing. These are solvable
by the Wagner—Whitin algorithm. The solution of
the Lagrangian problem provides a lower bound,
while the upper bound is obtained by first fixing
the setup variables given by the dual solution and
secondly, by obtaining the solution from the
resulting transportation problem.

Lagrangian multipliers are updated using the sub-
gradient optimization procedure Held et al. (1974).
Lozano et al. (1991) applied the Primal dual
approach to solve the Lagrangian relaxation of
capacitated lot-sizing problem. Diaby et al. (1992)
and Hindi (1995) are some other works using
Lagrangian relaxation.

Problem Description

Following are the assumptions:

1. Demand is deterministic and dynamic with
planning horizon finite.

2. Per unit production cost is independent of
production quantity.

3. Each unit item is produced independent from
other units.

4. Lead time is known and is set to zero.
5. Back orders are not allowed.

6. Inventory holding cost is linear and is included
at the end of the holding period.

7. Without loss of generality, beginning and ending
inventories of a planning horizon are set to zero.

8. Production cost is the same in each period.

Formulation of Problem

The basic uncapacitated dynamic lot-sizing problem
is defined as:

Z=minX f *y, +Z h *1I (1)
Constraints:
I, +X.,=d,+1, YVt 2
X, =M=y, YVt 3)
¥ € (0,1) vt 4
X,1.=0 YVt &)
I, Ir =0 6)
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We consider two capacity constraints leading to
three different scenarios of additional capacity
restriction on w-w lot sizing rule:

X, <C, vt (7)

X.<c.=f vt (8)

Formulation F1 = minimize (1), Subject to (2), (3),
(4), (5), (6) and (7)

Formulation F2 = minimize (1), Subject to (2),
(3), (4), (5),(6) and (8)

Formulation F3 = minimize (1), Subject to (2),
(3), (4), (5), (6), (7) and (8)

where,

X : Quantity of item produced in period t

t

C,: Capacity available in period t

y,: Setup Variable in period t

d,: Available demand in period t

I: Ending inventory in period t

h,: Per unit Inventory holding cost in period t
T: Total Number of Periods in a planning Horizon
J;: Fixed setup cost incurred in period t

M: Large Number

A;: Lagrangian Multiplier

T: Total number of periods

The Lagrangian Procedure in Brief

Lagrangian relaxation is well appropriate where
constraints can be sub-divided into two categories:

= “Easy” constraints: those with which the entire
problem can be solved easily.

= “Difficult” constraints: those which make the
problem very hard to solve.

The overall idea is to relax the problem. This is
done by get ridding of the “Difficult” constraints,
by removing them and putting them into the
objective function with some assigned weight (the
Lagrangian multiplier). Each weight represents a
penalty to the solution that does not satisfy the
particular constraint.

We are given the following integer linear problem:
Z =min CT* y
A*y>b
D*y>d

y integer

Where,
A, D, b, c, d are all having integer entries
Let X be a set := {x integral | D * x > d}

It is assumed that optimization over X can be done
easily, whereas after the addition of the “difficult”
constraints A * x > b makes the problem
intractable. Therefore, we introduce a dual variable
for every constraint of A * x > b and A (> 0) is
the vector of dual variables (Lagrangian multipliers)
having the same dimension as that of vector b.
For a fixed A (= 0), consider the relaxed problem

Z(A)=minCr *y + AT *(b —A*?)
D*y>d
x integer
This reduced problem is now solvable to with
Wagner-Whitin Algorithm with fixed values of
Lagrangian Multiplier. With the mentioned

assumptions, it can efficiently compute the optimal
value for the relaxed problem with a fixed vector A.

Thus, in Formulation F1, F2 and F3 after applying
Lagrangian relaxation by relaxing the capacity
constraints (5), (6) and (5) & (6) respectively. The
reduced formulations follow:

Objective function:
Fi1:Z, = mnX f,*S, +Z A *(X,-C)+ZXh, *

I, )]

F2:Z , = minX f*S, +Z A *(X, -C*f)+
 h, *1, (10)

F3:7Z, = minX f,*S, +Z A, *(X,-C)+Z,

A, * (X, —C,*Ft) + £, h * I (11)

t2

Each subjected to constraint (2), (3), (4), (5) and
(8) respectively.

It is widely known that for every value of 1 > o,
the Z, will give lower bound to the respective
problem. Thus, maximizing X, Z_ will give a
better lower bound. For each feasible solution
of Z,  there exists a solution to the main problem
which provides the upper bound. The method to
improve the value of A is through adaptive sub-
gradient optimization. Fisher (1985) and Fisher
(2004) explain the steps of sub-gradient
optimization technique and elaborate information
related to the quality of bounds.

Empirical Investigation

By varying the product demand, setup cost relative
to available capacity, we made 125 different
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problem data sets; 25 X50, 50X75 and 50X100
respectively.

Results & Discussions

We compare each formulation and its significant
difference over the other two by standard t-tests
with a 95% confidence interval. The following are
the findings:

B Formulation 1 significantly differs with
formulation 2 and formulation 3 in number of

Optimization: Journal of Research in Management

iteration steps, duality gap and computation
time respectively.

B Formulation 2 significantly differs from
formulation 3 only in computation time.

Test of Superiority

Out of 125 problem sets, we sort the problem
set according to the least duality gap among
all three formulation for each problems. In
conclusion:

25 problems of 50 period each

20

Formulation 1

‘Avg number of iterations

Avg computational time

Formulation 1 Formulation 1

Avg duality gap
no. of problems with least duality gap

Figure 1: Findings of 25 Problems with 50 Period Each

50 problems of 775 period each

Formulation 1

Avg no. of iterations

Avg computation time

Formulation 1

Formulation 1

Avg duality gap

no. of problems with least duality gap

Figure 2: Findings of 50 Problems with 75 Period Each

25 problems with 100 period each

50
40
30
20
10

Formulation 1

‘Avg no. of iterations

‘Avg computation time

Formulation 1

Formulation 1

Avg duality gap

no. of problems with least duality gap

Figure 3: Findings of 50 Problems with 100 Period Each

For 98 problem set, Formulation 1 appears to
be superior.

For 18 problem set, Formulation 2 appears to
be superior.

B For 9 problem set, Formulation 3 appears to

be superior.

The sole purpose of sorting is to find whether a
significant difference in level of superiority exists
or not. We defined hypothesis and made standard

t-tests for each of the above sets to know how
much one formulation is superior over the other
two.

B For 98 problem set in which Formulation 1 is
superior, there exists significant difference in
number of iteration steps and computation time
from both formulation 2 and formulation 3
respectively.
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B For 18 problem set in which Formulation 2 is
superior, there exists significant difference
between formulation 2 and formulation 1 in
number of iteration steps, duality gap and
computation time. Comparison of formulation
2 with formulation 3 results in significant
difference in number of iteration steps and
computational time.

B For 9 problem set in which Formulation 3 is
superior, there exist significant differences
between formulation 3 and formulation 1 in
number of iteration. However, when compared
to formulation 2, it does not yield any significant
difference under the confidence interval of 95%.

Conclusion

We gave three different formulations for single
item capacitated lot-sizing problem. We relaxed
the capacity constraint using Lagrangian multiplier.
We solved the relaxed problem through adaptive
sub-gradient optimization technique to achieve
lower bound. After varying the product demand,
setup cost relative to available capacity, we formed
125 different data sets. The overall finding is that
Formulation 1 appears superior in 98 problems.
It also gives the tightest bound in less number of
iterations among the three. Also, the output is
achieved in less computational time. Moreover,
Formulation 2 is superior in 18 problem instances
and formulation 3 is superior in 9 problem
instances. This paper intends to provide
information for future research.
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What Do Backers Trust When They Do Not Know Initiators?
Crowdfunding Experimentation in India

Djamchid Assadi*, Nadiya Marakkath** & Shailesh Shinde***

Abstract

Purpose - The establishment and sustainability
of the transaction depends on the willingness of
the actors to meet their commitments. They are
usually loyal when they trust. Trust emerges when
one party believes that the other party achieves
prior commitments without taking advantage of
his/her exchange partner, even of the opportunity
manifests.

This paper aims to explore how crowdfunding
platforms can build trust to simultaneously attract
project initiators and contributors and facilitate
transactions between them. The focus is put on
the third-party sources of trust building: cultural,
politico-legal and independent certifying
institutions.

Design/methodology/approach - To answer
to the research purpose we adopt the method of
experimentation with four fictitious, but highly
plausible platforms: One platform represents the
control reference. Three more platforms are
designed according to the three types of third-
party trust builders (as independent variables):
network of acquaintance (group pressure), label
of certification designated by the non-
governmental professional organization, and the
politico-legal authority.

Findings - The ANOVA analyses reveal
unexpected results. While there are significant
differences on behaviors of time spent and pages
visited across the experimentation websites, the
behavior of donation does not present any
significant difference at the time of
experimentation among the control website and
the three other declinations, which are supported
by different third-party builder of trust.

The differences in donation behaviors are not
however statistically significant. Thus, it can be
stated that the different types of third-party trust
builders do not alter the magnitude of donation
behaviors. They, however, do alter the stickiness
behaviors.

Originality/value - Results and insights gained
from this research extend the theoretical literature
on trust in general and trust building in emerging
P2P markets in particular. The findings also provide
actionable policies for practitioners in particular
in the two-sided markets where platforms need to
build trust between different parties. Our results
might yield to actionable policies to build trust
beyond the sector of crowdfunding, which was our
field of research. Consequently, marketers and
business responsible managers can proactively
contribute to build trust, in order to ease and speed
up transactions and exchanges.
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Introduction

Because transaction engages the handover of value
between actors, itsinstitution and perpetuation
depends on actors’ will to honor their
commitments. While opportunism, risk and
asymmetric information negatively affect actors’
willingness to cooperate, trust allows them to
gainfully join transactions (Jones and George,
1998). Presence or absence of trust has a bearing
on what we can and choose to do (Dasgupta 2000).

To appreciate the value of trust, one might
imaginea world devoid of trust; where, actors have
to spend a considerable amount of time to make
sure that partners could not be taken advantage
of them. In such a world, they could not even
resort to arbitration, because the third-party
arbitrators are not trustworthy (Fukuyama, 1995).
General distrust emerges with the suspicion that
the disruption of expectations in one exchange is
likely to generalize to other transactions (Zucker,
1986). Widespread distrust in a society imposes
a kind of tax on all norms of economic activity
(Fukuyama, 1995). The social tragedy of lack of
trust is that society cannot achieve outcomes in
which everyone is better off (Klein, 2001).

The opportunistic behavior is a major source of
uncertainty about the partner’s trustworthiness and
consequently the raise of transaction costs
(Williamson, 1991), which is one of the most
important transaction inhibitors in virtual and
global markets. In the case of trust deficiency,
actors spend heavily on monitoring others’ behavior
to ensure that they respect their commitments.
No one might have reliable ex ante knowledge of
whether and when, opportunism will occur.

Trust seems to be even more important in our
era of globalization and digitization where people
from different cultures actually or virtually
juxtapose, and consequently dispose opportunities
of business only if mutual trust can reduce
transaction costs between them offline(Dyer and
Chu, 2003) or online (Liu et al., 2004).

Internet in particular has created an unprecedented
opportunity of direct interactions and exchanges
among individuals as the unstoppable raise of peer-
to-peer (P2P) transactions in general, and that of
crowdfunding in particular witness. Crowdfunding
is a significant example. Peers call on peers across
borders for contributing money, knowledge or
support, however small they may be, to achievetheir
individual projects.
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However to facilitate transactions on these two-
sided markets, crowdfunding platforms need to
simultaneously attract project initiators and
contributors, and in fine build trust between them.
How can they do this in particular when the
partners do not know each other?The present paper
aims to address this research inquiry. The focus
is the third-party sources of trust building. In this
perspective, the objective is to compare the impact
of the different types of third-party sources on
the trusting behavior of individuals. In short, the
intention is find outwhether different types of third-
party trust builders have (dis)similar impacts on
individuals’ trusting behavior.

After this first introductory section, the remaining
of the paper is structured as follows. First, we
proceed to a broad review of literature on trust
and sources of trust, and put emphasis mainly on
third-party sources of trust that constitute the focus
of the research on hands. Second, we explain the
deployment of our research method of online
experimentation on the third-party sources’
potential of building trust in the context of
crowdfunding. Third, we discuss results and present
findingsthat can contribute to constructing a model
of third-party trust that the crowdfunding platforms
can adopt. Finally, we conclude and suggest further
lines of researchand point our perspective of
further profitable extensions.

Resultsand insights gained from this research will
contribute to both theory and practice. They extend
the literature on trust in general and trust building
in emerging P2P markets in particular. The findings
also provide actionable policies for practitioners
in particular in the two-sided markets where
platforms need to build trust between different
parties.

The Literature Review of Trust: Origin
and Forms of Trust

We begin the analysis of trust by exploring its
etymological roots. Then, we explore the specialized
literature to study its sources and forms of
manifestation.

The word trust originates in trade and exchange.
Traust, meaning help and confidence, firstly
recorded around 12th century in European Nordic
countries, is supposedly the origin of the term.
At this time, Scandinavia, Holland and the
Northern land (Germany) were highly engaged in
sea trade (Online Etymology Dictionary). The
etymological concept of trust fits with that of
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“catallactic”, which derives from a classical Greek
word meaning not only “to exchange” but also
“to receive into the community” and to turn from
enemy into friend (Catallaxis). Trustee came into
the picture by early 18th century to describe a
person who is responsible for the property of
another (Oxford English Dictionary, 2002).

Dictionaries currently define trust as a belief in
the honesty, goodness or skill of a person,
organization or a thing (Cambridge Advanced
Learner’s Dictionary), or reliance on the truth of
a statement of a person or strength of something,
without examination (Oxford English Dictionary,
2002). Confidence, often considered inadvertently
as a synonym, is rather self-reflective and
corresponds to a feeling or showing of adequacy
and reliance on oneself and one’s powers (The
Merriam-Webster Dictionary).

Academic researchers generally agree with
dictionaries and define trust as one’s psychological
state to accept vulnerability based on positive
expectation of another party’s intentions or
behavior(Rousseau et al., 1998), or an actor’s
subjective (before monitoring or independently of
any capacity to do so) assessment of another
actor’sperformancein a particular action which
positively affects his or her own action (Adler,
2001). In this perspective (mis)trust is construal,
and akin to the terms knowledge and belief. It is
formed because one party thinks that the other
party is (un)trustworthy, or the third party can(not)
comply with the trustworthy behavior.

In accordance with the above, we define trust as
one’sperceptual (subjective) beliefthat another
party respects the integrity of his/her obligations
and does not exploit one’s vulnerability by betrayal
and opportunism.

While trust is a cross-disciplinary concept,
disciplines often tend to privilege one or
severalspecific aspects as origins of trust
(Mukherjee and Nath, 2003). Psychological
literature mainly highlights one’s personality as
source of trust. Management sciences and in
particular marketing put emphasis on the
competence and reputation of the inspiring trustee,
such as brands, for generating trust for the
prospects (Samuelson, Nordhaus, 2001). Some
economic theories and in particular institutionalists
consider that trust is built under the governance
of the complying third-parties who regulate the
relations between the partners of exchange and
conduct them to respect their promises and
engagements.
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We consider a multidisciplinary literature on trust
and review it according to a tripartite model of
sources of trust: the one who spontaneously trusts,
the counterpart who inspires trust, and the third-
party who confides the possibility of a reliable
transaction between partners. Other researchers
have suggested similar typologies. Zucker (1986)
distinguishes personal characteristics, institutions
and the process of relationships as modes of trust
production. McKnight and Chervany (2000)
similarly identify three dimensions that lead to
trust: a person’s disposition to trust, institution
which provides the needed conditions for a trust,
and the other party endowed with reliable traits
such as competence, benevolence, integrity, and
predictability. Adler also suggests a tripartite model
of sources of trust: Familiarity through repeated
interaction, assessment of vulnerability and
trustworthy values and norms (Adler, 2001).

Truster as the Source of Trust

Trust might reside in trustor’s personality and
attitude, rooted in his/her early set of experiences.
The personality-based trust is then prior to
relationship and depends on an individual’s general
inclination or willingness to collaborate and
exchange without complete or prior knowledge
about others.

Freudian psychologist Erik H Erikson (1902-1994)
identifiedin his 8-stage model, the first stage
(between 0-1 year, infancy or the oral-sensory
stage), as the stage of psychosocial development
of trust. Through the parents’ responses, the
newborn learns to trust people as reliable and
loving, if the parents’ (and especially mother’s)
responses are adequate;otherwise, the infant
develops mistrust and will be apprehensive and
suspicious about people. In any case since no one
can meet all a baby’s needs all the times; the
newborn also learns to “mistrust”. Mistrust enables
to recognize and respond appropriately to people
who are untrustworthy and is a barrier against
being hurt.

Both trust and mistrust are crucial for encountering
other people later. If the proper balance is well
achieved at this stage then the child will develop
a sense that the world is trustworthy and even
when things are not going well they will work well
in the end. Otherwise the infant may develop
maladaptation and malignancies, endangering his/
her future stages of psychosocial development,
composed of autonomy vs. shame and doubt,
initiative vs. guilt, industry vs. inferiority, ego-
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identity vs. role-confusion, intimacy vs. isolation,
generativity vs. self-absorption, integrity vs. despair
(Erikson 1954).

Other researchers also stress on the idea of pre-
disposed psychological determinants such as
personality and attitude to explain people’s
propensity of trust, (Scheier and Carver, 1992;
Gleitman, 1995; Olson and Suls, 1998). Extravert,
agreeable, open-minded people trust more, while
neurotic people trust less.Extravert individualsdear
the outside world and fearlesslytrust and socialize
with other individuals. As a general rule, the more
an individual is agreeable and positive about others’
values and convictions, the more s/he is trustful.
A personality which is keen on trust gets easily
ready for transactions irrespective of the ability
to monitor the other party, expecting that (s)he
will perform the promised action (Mayer, Davis
and Schoorman, 1995). Psychological
predispositionsmight sometimes impede trust.
Neurotics, emotional instability, pessimism and low
self-esteem often perceive their positions in
interactions and transactions as unfavorable and
consequently avoidtrusting (Scheier and Carver,
1992,Gleitman, 1995).

Thus, the personality of the trusting party is ex-
ante perception prior to any relationship and can
lead to both trust and mistrust. An optimistic
disposition about othersgenerally favors trust,
whilea pessimistic disposition is less declined to
consider others astrustworthy (Encyclopaedia of
Ethics).

Trustee as the Source of Trust

A trustor’s personality is not the unique source
of trust. Trust can also emerge from an individual’s
perception about a partner’s ability, knowledge,
expertise andskillfulness (Sitkin& Roth, 1993,
Peters et al., 1997, Brainov & Sandholm, 1999).

A perceptionmight drive from both rational reasons
and/or affect-basedmotives (McAllister, 1995).
Although, some researchers argue that reason and
emotion are separable and partially independent
(Zajonc, 1980), we believe that they both contribute
to generate a cognitive attitude, and lead, in this
case, to the belief about a partner’s
reliability.Friendship, love, predictable behavior,
loyalty, care, warmth, empathy (Organ and
Konovsky, 1988,Luhman, 1979,Nooteboom 1996),
emotion (Lewis and Weigert, 1985), kinship (Ouchi,
1980) or similarity (Hellreigel et al., 1992,Gulati,
1995, Burt, 1992)are affect-based motives that can
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significantly impact the formation of cognitive
attitude.

Direct relation and credible reputationcan bothform
an individual’scognitiveattitudeabout a partner’s
ability and intention to perform according to
expectations and refraining from opportunistic
behavior. Butler (1991) along with Sitkin and Roth
(1993) believe that an organization’s
trustworthiness depends on its past actions,
credible reputation, and the congruencebetween
its communications and actions.Mukherjee and
Nath(2003)also consider that a trust is
contingentwith a brand’sforegoing interactions with
its market and the strength of its name.
Accordingly, we review the literature on how
reliable relation and positive reputation can build
trust.

Trust is seldom spontaneous. It often starts with
minor transactions in which little confidence is
required because little risk is involved; and
progressivelyevolves in a slow process in which
partners prove their reliability and accordingly
engage in lengthy relations and transactions
(Shapiro, 1987).

Acquaintance is often the earliest stage in a
relationship because people usually consider it
inappropriate or even dangerous to interact with
total strangers (Luhman, 1979, Baron and Byrne
1991). No significant relationship or trust can
develop without familiarity.

A trustor does not accept great risks in the first
stageand prefers to keep risks at a lowest
level.Initial experiences with a brandhabitually
constitute a good predictor for a customer’ strusting
beliefs and further behavior. Satisfied first-time
purchasers engage in online transactions three
times more than dissatisfied first-time purchasers
(BCG, 2000).

Repeated relationsprovidepredictability about
parties’ upcoming behaviors (Doney& Cannon,
1997) in the vicissitudes of an uncertain future,
and foster the emotional assurance about partners’
care and responsiveness. Rempel et al. (1985)call
this stage “dependability phase” whichmight finally
lead to the stage of faith. The strongest trust is
reciprocalwhen both parties are trustworthy
(Encyclopaedia of Ethics).

Depicting trust on a continuum does not imply
that all relationships pass through all stages. For
example, an observer, in the absence of direct
previous relations, might refer to “relational
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signaling” (Lindenberg, 2000) that refers to
observation of an agent’s treatment of his/her
partners.

In relationships between firms, trust is based both
on individuals who deal with each other, and on
organizations as collective entities. Thus, customers
perceive a brandas trustworthy, only if both
itsaffiliate organization and people inspire
confidence. However,outward trust relationscan
hardly exist without inward organizational trust.

Reputation, in absence of personal experience, can
also procure trust. In the broadest sense, reputation
stands for the spreading of ones’ experiences to
others via a network (Granovetter, 1985). In a
business perspective, reputation indicates the
aggregated evaluation of all aspects of a firm’s
image (Dowling, 1994)or the net perception of its
ability to meet the expectations of all stakeholders
(Fombrun, 1996).

The social traitof reputationengenders trust
(Williamson, 1991, Doney & Cannon, 1997).
Customers feel secure to acquire and usea
brandthat other people perceive as fair and just
(Anderson and Weitz 1992).A virtuous circle comes
out of the satisfied customers who spread positive
“gossip” about their preferred brandswithin online
networks (Helm, 2000); and the latter that gains
reputation and by the way attract more patrons.The
greater isthe network that shares the reputation
of a firm, the higher is the chance of a potential
customer to take notice of it. Online customers
do not necessarily choose the cheapest offer on
the Internet. Theyoften purchase branded products
from renowned retailers at a higher level than the
lowest price (Smith et al., 2000).

Spreading the word through opinion leaders, experts
and conventional media as credible multipliers of
information (Einwiller, 2001), providing opportunity
to the satisfied customers for spreading the good
words, and relaying messagesvia peers through chats
and virtual communities are the most effective ways
of fostering the reputation of abrandonline.While
positive reputation is a vital source for trust
(Jarvenpaa&Tractinsky 1999)in the impersonal
environment of electronic commerce (Einwiller,
2001), negative words can harm and even destroy
brands.

Institutions of Trust

When individuals cannot trust by internalized
motives or inspiring partners, they might look for
third partiesdisposing safeguarding mechanisms,
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coercing rules and sanction possibilities (La Portaet
al., 1999) for complying reliablebehaviorbetween
partners.For third party-based trust to occur, three
conditions are to be satisfied: an appropriate
institution, acceptance of the institution’s authority
by exchange partnersand the conveyance of signals
from the third party institution to the exchange
partners.

In the following section, wereview the literature
on the major third party institutions of trust. They
are cultural, politico-legal and non-governmental
(professional) organizations.

Trust emerging from cultural valuesis of
considerable economic value because it eliminates
the need for formal contracts that are costly to
negotiate, write, monitor, and enforce. People
internalize beliefs about appropriate and right
behaviorin the process of socialization. Compliance
with cultural norms of non-malfeasance is secured
by the threat of exclusion or non-inclusion
(Kandori, 1992), and by incentives for sustainable
benefitsin comparison to short-term gains of non-
compliance. In high-trust relationships, agents do
not even worry about maximizing profits in the
short run, because they are confident about regular
and future gains (Fukuyama, 1995).

The enforcement costs in an informal network of
mutual self-control are less than those in a law-
based third-party system (Calvert, 1995a, 1995b).
The intuitive idea is that excommunicating non-
compliers is cheaper than selecting, training, and
maintaining a cadre of experts specifically charged
with enforcement responsibilities.

In this perspective, trust is a crucial ingredient of
a country’s social capital, defined as the sum of
norms and networks that improve the efficiency
of coordinated actions for common purposes
(Putnam 1993). The more social capital there is,
the more productive the economy will be. Knack
and Keefer (1997) find that trust is strongly
correlated with GDP growth per capita and with
the ratio of investment to GDP.

Culture-based trust supports economic growthby
reducing transaction costs in particular in countries
with less developed legal systems. While some
individuals trust according to a common set of
cultural norms, some others, in particular when
they do not know each other, cooperate only under
a system of formal rules that coerce the issuer of
promise to do what is committed.

Historically, the economic growth has mainly
occurred in countries with reliable institutions of
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lawsand enforcement mechanism that support and
safeguard trust between agents (Lyons & Mehta,
1997).Economies with less developed rules and
enforcement systems generally  deter
exchange.Marakkathand Attuel-Mendes (2015)
discuss how the regulatory environment might have
a constraining or leveraging impact on the
microfinance crowdfunding to achieve social
innovation and reduce financial exclusion.

Contract is the symbol of a politico-legal institution.
It stands for atightly written form of agreement
between two or more parties according to the codes
of law, intended to be legally binding (Lyons and
Mehta, 1997:241).

Because consumers transfer the endorser’s
credibility onto the endorsed brand or organization,
firms that obtainthe seal of conformance to the
standards and principles bylegitimacybuild
customer trust, positively influence consumer trust,
attitude, intentionand opinions(Sternthal et al 1978,
McGinnies& Ward, 1980, Harmon et al. 1982,
Moore et al. 1986, Ohanian, 1991). Endorsement
of trustworthiness by theself-determining
institutions engenders customer trust because they
have no direct stake in the reputation of the
inspected firms (Sternthal et al., 1978).

Endorsement by the third-party institutionsis
however gradual and corresponds to different levels
of approval. Obviously, when a high degree of
endorsement generates trust, a low degree may
suggest mistrust (Cook, Luo 2003).

Government agenciesandnon-governmental
organizations such as financial-rating agencies,
corporate-conscience agencies, and consumer
agencies are allcredible for inspecting, testing, and
evaluating and deliveringcertification and
endorsement. Clients often trust government and
professional institutions without being in a position
to check their expertise, standards, procedures or
trustworthiness (Lala et al., 2002, Cook, Luo 2003).

As we have already reviewed the impact of state-
based institutions on trust building, we focus in
this section on the non-governmental professional
institutions. Examples abound:
Underwritinglaboratories which test and grant an
approval mark to electronics manufacturers,
agencies like Moody which rate public or private
organizations, and Web seals, Such as Better
Business Bureau, TRUSTe,that promote feelings
of trust (Houston & Taylor, 1999; Palmer, Bailey
&Faraj, 2000) and influence users’ intents to
purchase online (Kovar et al., 2000; Mauldin
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&Arunachalam, 2001; Wakefield, 2001). Internet
users likely assign higher levels of value to seals
from endorsing firm that they consider highly
credible, trustworthy, or expert (Hoxmeier, 2000).

Research Design of Experimentation on
the Internet

The inquiry we started with was to find out whether
different types of third-party trust builders have
(dis)similar impacts on individuals’ trusting
behavioron the two-sided markets of online
crowdfunding.To answer to this inquiry we adopt
the method of experimentation.

The method of experimentation consists of
controlling conditions for observing the impact of
the independent (experimental) variables’
manipulation on the dependent variable’s response.
If a change in independent variable(s) causes
changes in dependent variable, then a “cause-effect”
relation is identified between them. All variables
are controlled, so that the effect can be attributed
to some of them as causes. In this method
independent variables are usually designated by
X, and dependent variable by y.

Online experiments return similar results -but not
identical- to conventional experiments (Krantz and
Dalal, 2000) at faster speed and lower cost (Reips
2002). Slater et al. (2006) reproduce the Milgram
obedience experiments in the online virtual space
and report similar behaviors in virtual and
onsite environments. It is worth reminding that
the Milgram experiment (1963) aimed to investigate
how far people could go in obeying an instruction
if it involved harming another person. Kozlov and
Johansen (2010) also observe similar behaviors
in virtual, lab and field environments.

Researchers progressively exploit the technical
possibilities of the Internet for deploying online
experiment. Fogg et al. (2001) conduct two online
experiments on Web site credibility. They firstly
find that Web banner ads reduce the perceived
credibility of a Web page’s content. They also find
that attribution elements such as author
photographs affect the credibility of Web content.
This is similar to the experiment of Johnson (2007)
on credibility of participatory journalism in which
ordinary citizens produce content on web sites,
such as ohmynews.com. Johnson’s experiment
(2007) aimed to test whether or not the presence
of information about a writer on a participatory
journalism web site affects the perceived credibility
of the story.
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Kamali and Loker (2002) implemented three levels
of interactive design involvement on a mock Web
site, T-shirt.com, in an online experimentation.
Treatment one, the control, simulated a customer’s
involvement at traditional retail stores or Web sites.
It offered five ready-to-wear garments with three
pre-designed variables: style, color, and graphic
images. Treatment two, limited customization,
simulated custom T-shirt shops where customers
had a limited choice of components. Participants
were able to mix and match from components of
style (2), color (5), and graphic images (5) making
a total of 50 possible combinations (i.e., 2 X 5 X
5). Treatment three, advanced customization,
offered five neckline options, five sleeve options,
20 color options, three bodice lengths, five graphic
images, and five placements/sizes or from 37,500
possible combinations (i.e. 5Xx 5Xx20X3X5X5
= 37,500). Participants in the limited and advanced
customization treatment groups were able to
combine a variety of design components and view
them using the interactivity of the Web site.

Bainbridge (2007) asserts that the online virtual
worlds have great potential for research in the
social, behavioral, and economic sciences, as well
as in human-centered computer science. Bainbridge
(2007) examines a number of research
methodologies that scientists explore in the virtual
reality of Second Life and World of Warcraft,
including formal experimentation, observational
ethnography, and quantitative analysis of economic
markets or social networks. Kozlov and Johansen
(2010) present virtual reality as an ideal space
for experiments because it provides a significant
level of control and a less contrived context.

Hooley et al. (2012) plot a matrix with synchronous
and asynchronous on one axis and text-based
and multi-media on the other. Wiersma creates a
similar matrix with “lab” particular online
environment (equivalent to a conventional lab) and
“field” (actual online behavior of individuals) on
one axe and “web-based” and “virtual reality”
(Second Life and World of Warcraft) on the other.

Mosteller et al (2014) also consider the field of
websites to build on fluency theory according to
which if people easily comprehend ideas or
information, they are more likely to believe them.
They examined how perceived fluency of the verbal
online information impact on consumers’ choice
satisfaction with an online shopping task. Their
experiment shows that cognitive effort and positive
effect influence judgments about the perceived
quality of the choice made.
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For engaging participants in an experiment, Hooley
et al. (2012) suggest to use some kind of payment
or incentive. Accordingly, they provide the example
of a case study (Suri and Watts 2011), which uses
micro-payments to recruit participants.

An experimental design consists of: Identifying
independent and dependent variables, Defining
levels of experimental treatment, designating test
units and their affection into different groups, and
finally minimizing (eliminating, if possible) the
influence of bias, extraneous and confounding
factors, on the results of the experimentation. We
adapt all these components to our research.In our
study, the independent variable is the third-party
source of trust, and the dependent variable is the
behavior of granting of qualified people who visit
a specialized website to decide to whom the funds
should be granted. The dependent variables are
the website stickiness that refers to two factors:
time spent in general and number of visited pages
on a website. For our experimentation, we consider
a period of 15 days.

We conducted the experiment in a "natural setting",
i-e out of computer lab. The platforms were
evidently fictitious, but highly plausible. Our design
considered three different levels for independent
variables, knowingly network of acquaintance (group
pressure), label of certification designated by the
non-governmental professional organization, and
the politico-legal authority. Consequently, four
different platforms were constructed according to
the three source of the third party-based trust:

Website India Donates 1- Plain story

Website India Donates 2- Friends

Website India Donates 3- Government

Website India Donates 4- Regulator certifications.

The objective was to observe the effect of each
level of manipulation on the dependent variable
(jury visitors’ granting behavior). The “test unit”
in our experiment is the visitors of a platform
specialized in grant distribution. These visitors,
as elected and qualified jury members, decide to
affect the Website’s collected funds to candidates
whose cases and/or photos are posted.

Consequently, the experiment was based on
observing the behavior of jury members visiting
four versions of a touristic website. One version,
the control group, is the platforms without any
signal of third-party source of trust. The other
three versions are each based on a specific signal
of third-party source of trust. Except these signals,
different versions are all similar.
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India Donates

3. State Website

4. Certifier Website

Figure 1: Platforms of Control and of Experimentation

We Stated Three Hypotheses

Hi. People grant more to candidates who are
observed in the time of experimentation by
acquaintances and relatives than to those who
postulate for grants, independently.

H2. People grant more to candidates who are met
in the time of experimentation on the websites,
which are labeled by the non-governmental
professional certifiers.

H3. People grant more to candidates who are met
in the time of experimentation on the websites,
which are observed by the politico-legal authorities.

Participants were recruited from students of
different institutions in three different cities in
the state of Maharashtra, India.

a) Tata Institute of Social Sciences, Mumbai (TISS)
: These students are pursuing their Masters
degree in Social Sciences and come from various
states of India.

b) College of Engineering, Pune (COEP) : These
students are pursuing their Bachelor's degree
and come from various districts of Maharashtra
State, India.

¢) Sinhagad Institutes, Pandharpur (SKNSBS) :
These students are pursuing their Masters
degree in either Business Administration or
Computer Application and come from Western
part of Maharashtra, India.

Participants received emails and were invited to
visit the platforms at their convenience within a
period of 20 days, from October 14, 2014 to
November 3, 2014. Participants were divided into
four setsand randomly assigned to different
platforms of experimentation. We finally conducted
the experiment with about 179 students.

Participants were initially introduced to the
purpose of the study by a letter as follows:

India Donates is a specialized crowdfunding
website for supporting and assisting young adult
students in their basic initial projects of education,
entrepreneurship and family building. India
Donates helps talented students to get rid of
financial needs in perspective of successfully
integrating society and achieving their dreams.
India Donates plans to be operational on the
Internet in the spring of 2015. Prior to launch,
the company wants to test its website with potential
customers.

Then, participants were asked to visit the assigned
website. The online behavior of each participant,
in terms of spent time and page views, is
automatically recorded. A pilot test was conducted
with students to check the manipulations of all
variables and questionnaire.

After the visit, participants were invited to fill a
short questionnaire where they mainly indicated
their gender, origin, age and general feeling about
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the websites. This questionnaire contained a few
more “distracting” questions to avoid the Hawthorn
Effect, an experimental effect that is caused by
the participants knowing that they are being
watched and not as a result of the experimental
intervention directly.
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The collected data, analyzed by the software
program Google Analytics, offeredinsights on time
spent on each story, the donations received for
each story, and page views.

Table 1: Questionnaire at the End of Website Visiting

9. What do study in higher education?

10. What is your grade?

1. For me the general visual appearance of the site is... (1 = very unappealing, 5 = very appealing)

2. For affecting a grant, I find the content displayed on the website (1 = not informative, 5 = highly informative)

3. Which of the following best describes your reaction to the trustworthiness of the website? (1 = not
trustful, 5 = highly trustful)

4. How do you evaluate the general level of trustworthiness of the student candidates on the Website? (1 =
not trustful, 5 = highly trustful)

5. Has visiting the website have you like crowdfunuding more? (Yes/No/Can’t say)

6. Does the website content help to affect grants? (Yes/No/Can’t say)

7. In your opinion, do the students who receive the funds use them in a proper way as it is announced in

their case profile presentation? (1 = very unlikely, 5 = most likely)

8. Which of the following age groups do you belong to? (<19, 20-25, 26-34, 34-49, 50+)

Results, Findings and Discussion

For data analysis, we first proceed to the tabulation
of frequency distribution of all the assigned
variables. We then performed ANOVA (Analysis
of Variance) test to explore if there are any
differences in the impact of different types of
websites on visitors/jury’s behaviors. ANOVA,
developed by Ronald Fisher, is a pertinent
statistical tool for our experimentation because it
allows to find out whether observations on different
groupings of independent variables of types of
websites bearing different third-party trust builders
explain variance in the dependence variable (time
spent, pages visits, donation amounts). Accordingly,
the two following tables illustrate simple statistical

tabulations of data collected on stickiness (time
spent and number of pages visited by visitors),
and on amount of donation made per website. We
remind that our experimentation lasted over a
period of 20 days.

As the table 2 shows the bare-bone website of
experimentation control, without any third party
witness, is less visited in time and number of pages
called on. The websites bestowed by third-party
trust builders display different performance.

The rank number one is attributed to the website
supported by public authority (government) for
the independent variable “time spent”; and to the
website supported by friends for the variable “pages

Table 2: Time Spent (in Seconds) and Number of Pages Visited by Visitors on the
Websites by Type of Independent Variable

Platform India Donates | # Visitors Time Spent Pages visited by visitors
Total Average/visitor Total Average/visitor
Control platform 44 12833 201.65 284 6.45
Friends platform 40 12509 312.72 529 13
Government platform 38 14584 383.78 388 10.21
Certifier platform 54 19001 351.87 417 7.72
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visited”. For the rank number two, the website
certifier stands for the variable “time spent”; and
the website government for the variable “pages
visited”. The website with the friends’ presence,
and that of certifier hit the third place, respectively,
for “time spent” and “pages visited” variables.

We continue our data analysis to determine
whether time that visitors spend and number of
pages they call on are statistically significant among
different declinations of the website India Donates.
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For the time spent among the four website versions,
the hypotheses are:

« Ho: There is no difference in the length of time
visitors spent on the four websites.

« Hzi: There is a significant difference in the time
that visitors spent on the four websites.

The below table 3 shows that the significance value
is 0.0 -so less than 0.05. Hence, the null hypothesis
is rejected, and the alternate hypothesis is accepted:

Table 3: ANOVA Test for Time Spent Across the Four Website
Versions of India Donates

Sum of Squares Difference Mean Square F Significance

Between Groups 142803.876 3 47601.292 8.304 .000
Within Groups 9257589.751 1615 5732.254

Total 9400393.627 1618

“There is a significant difference in the time visitors
spent on the four websites”.

After the variable “time spent”, we apply ANOVA
Test to the variable of number of pages visited.
The hypotheses are:

® Ho: There is no difference in the number of
pages visitors call on among the four websites.

® Hi: There is a significant difference in the
number of pages visitors call on among the four
websites.

Once more, as the table 4 displays with the
significance 0.00, the null hypothesis is rejected,
and the alternate hypothesis is accepted. Thus:
There is a significant difference in the number of
pages visitors call on among the four websites.

Table 4: ANOVA Test for Page Views Across the Four Website Versions of India Donates

Sum of Squares Difference Mean Square F Significance
Between Groups 1506.857 3 502.286 10.124 .000
Within Groups 80128.528 1615 49.615
Total 81635.385 1618

According to the above analysis, we conclude that
there is significant difference between these two
variables. In other words, the third-party trust
builders have significant impacts on the juries’
behavior in terms of time spent and pages visited
on the platforms.

Now, the question is whether the impact is the
same on donation behaviors. For the simple
tabulation, the table 5 plainly displays that the
website India Donates-Friends receives the highest

amount of donation for all categories (total, average
per website, and average per number of visitors
donated), whereas the website India Donates-
Control receives the lowest- with a considerable
difference of less than the half. Visitors’ behavior
for donation is clearly like their behaviors regarding
number of pages visited per website.

Our ANOVA Test now considers whether there are
statistically significant differences on amounts of
donation among the four website versions.
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Table 5: Analysis of the Donations (in Rupees) Made by the Jury (Visitors) Per Type of
Website (Independent Cariable)

Platform India Donates # Visitors Total Average Donation Average Donation
Per Website Per Jury
Control platform 44 61350 632 1394
Friends platform 40 154000 1033 3850
Governmentplatform 38 131800 1021 3468
Certifierplatform 54 116650 948.37 2160

The hypotheses are, thus:

® Ho: There is no difference in the visitors’
donation behaviors among all four websites

® Hi: There is a significant difference in the
visitors’ donation behaviors among all four
websites.

From table 6, it is clear that the significance value
0.181 is greater than 0.05. Hence we reject the
alternate hypothesis and accept the null hypothesis
that “There is no difference in the visitors’ donation
behaviors among all four websites”, even though
the previous simple tabulations seemed suggestion
that the donation behaviors are different among
the experimentation websites.

Table 6: ANOVA Test for Donations Across the Four Website
Versions of India Donates

Sum of Squares Difference Mean Square F Significance
Between Groups 11310004.748 3 3770001.583 1.632 .181
Within Groups 1140831320.554 494 2309375.143
Total 1152141325.301 497

The ANOVA analyses reveal unexpected results.
While there are significant differences on behaviors
of time spent and pages visited across the
experimentation websites (the alternate hypothesis
H1 validated), the behavior of donation does not
present any significant difference at the time of
experimentation among the control website and
the three other declinations, which are supported
by different third-party builder of trust (the null
hypothesis Ho validated).

The differences in donation behaviors appeared
in the simple tabulation (table 6) are not
statistically significant. Thus, it can be stated that
the different types of third-party trust builders
do not alter the magnitude of donation behaviors.
They, however, do alter the stickiness behaviors.

One plausible explanation is that different thirds-
party institutions of trust, friends and relatives
(culture), politico-legal organs (state and

Table No. 7: Visiting Behavior

Visiting Behavior

Website India

Time spent (second) on platform

Number of visited pages

Donates (%, rounded)

Male Female Male Female
1. Control website 3723 (290%) 9110 (71%) 119 165
2. Friends 7965 (64%) 4544 (36%) 323 206
3. Government 8508 (58%) 6076 (42%) 243 145
4. Certifier 12869 (68%) 6132 (32%) 327 90
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governments), and professional certifiers, quickly
ensure the visitors to decide whom to donate. So,
they indifferently provide trust to donors. The other
explanation is that visitors do not need to be
supported by third-party sources of trust for
donating. In other words, in presence of trust
building factors, people with donor mindset explore
more profiles to donate.

From Table 4, the significance value of 0.000
indicates that results are statistically significant
for different trust factors and the hypothesis H3
stands validated. In other words, when different
trust factors are involved people with donor
mindset explore more profiles and donate to more
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candidates.

From Tables 8 and 9, it was found out that the
contribution of males in the total amount of
donations was higher than that of females except
in the case of Website IndiaDonates 1- Plain story.
Women donated more when the network of friends
was involved as in the case of Website
IndiaDonates 2- Friends while men donated more
when the Regulatory certifications were involved
in the websites. Similar pattern was observed in
terms of time spent by men and women on these
websites. Men contributed more to the total time
spent on all the websites except in case of Website
IndiaDonates1- Plain story.

Table 8: Donation Behavior

Donation Behavior

Website India In value, Indian rupees Number of time of donating
Donates (%, rounded)

Male Female Male Female
1. Control website 29500(48%) 31850 (52%) 40 57
2. Friends 99150(64%) 54850 (36%) 81 68
3. Government 76750(58%) 55050 (42%) 82 47
4. Certifier 99500(85%) 17150 (15%) 95 28

Conclusion

We began this exploratory research by wondering
whether different third-party sources of trust
builders,cultural, politico-legal and independent
certifying institutions, have different impact on
individuals’ trusting behavior. We settled that the
different types of third-party trust builders do not
alter the magnitude of donation behaviors; however
they doalterthe stickiness behaviors.

Our results might yield to actionable policies to
build trust beyond the sector of crowdfunding,
which was our field of research. Consequently,
marketers and business responsible managers can
proactively contribute to build trust, in order to
ease and speed up transactions and exchanges.
In this perspective, the results can support the
fours patterns of services innovations in financial
institutions that Martovoy and Mention suggest
(2016): the bank’s response to a problem, the
proactivity-driven innovation, the market emphasis
and the strategy-based service generation.

Though quantitative analysis is used, the article
leaves unclear some other quantitative aspects of

trust. Different questions relative to measurement
and cost of trust building can be raised: what is
the relation between the cost of a marketing
strategy for building trust and the impact of the
created trust on sales? While the causal relation
between trust and transaction is self-evident, one
should get some interest in exploring regression
analysis, between amount of trust and that of
marketing outcomes. Other quantitative inquiries
can also be considered.
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Green Human Resource Management Models: Review and Proposal
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Abstract

The objective of this study is to review the existing
research models of green human resource
management (Green HRM) and then conclude the
paper with a comprehensive research model for
future study. This methodological aspect of this
study is qualitative and accordingly the study is
carried out based on the archival method. The
key components of the existing research models
were identified and discussed. The study is
supposed to contribute to the existing field of
research as this is the first kind of research in
this field. Research gaps and policy implications
are identified.

Keywords: Green human resource management,
GHRM, research models, green management.

Introduction

Businesses are often coerced by industrial or
federal regulations to employ clean technologies
or environmentally-friendly production processes
to create ‘green’ products (Ozen & Kiiskii 20009).
To become a green business an organization should
carry out and produce not only green processes
and products, but also green human resources (HR)
practices. However, while there are an increasing
number of green technology adoptions green HR
initiatives are rare (Millard 2011).

Business organizations are under increasing
pressure to implement green initiatives, which are
an important aspect of corporate social
responsibility (Jabbour & Santos, 2008). Therefore,
effective engagement in green initiatives has

become an organizational obligation and an
important source of organizational competitive
advantage (Porter & Kramer, 2011).

Effectively managing a firm’s human resources
(HR) plays an important role in the successful
implementation of organizational strategies through
developing positive employee workplace attitudes
and behaviors (Guest, 2011). It has been suggested
in the literature that organizations should adopt
effective green human resource management (green
HRM) to promote and elicit employee green
behavior with the aim of achieving organizational
green goals (Jackson and Seo, 2010).

In the past two decades, a worldwide consensus
has emerged around the need for proactive
environmental management (Gonzalez-Benito and
Gonzilez-Benito, 2006). Building upon this green
concept numerous literatures on Green marketing
(Peattie, 1992), Green accounting (Bebbington,
2001; Owen, 1992), Green retailing (Kee-hung et
al., 2010), and Green management in general
(McDonagh & Prothero, 1997) have impregnated
the field of management. Moreover, the active
participation of corporate sector in adoption of
environment management strategies (Boiral, 2002;
Gonzéalez-Benito & Gonzalez-Benito, 2006), made
way for green management prospective.

Though a substantial extent of existing literature
deals with the topic of Green HRM, there is still
ambiguity associated with the effective
implementation of green HR management policies
in organizations round the globe to attain absolute
green corporate culture (Ahmad, 2015). Again,
although there are a number of research models
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of green HRM available, the extensive and concrete
research model is still absent in this field. This
study aims at reviewing the existing research
models and literature of green HRM and then
proposes a comprehensive research model for
future study. Thus the study is carried out in
five steps. First, relevant models and literature
were collected. Second, the collected models and
literature were scrutinized based on the objectives
of the study. Third, the securitized models were
reviewed. Fourth, we proposed a comprehensive
a research model based on the analysis of existing
research models and literature. Finally, research
gaps were identified.

Objectives

The main objective of this study is to review the
existing research models of green human resource
management and then propose a comprehensive
research model for future study. However, the
study also analyzes the existing literature of green
human resource management and sets the fields
for future research by identifying the research gaps.

Rationale of the Study

There is a growing and strong debate among the
HR practitioners regarding the term ‘Green HRM’.
Organizations are now placing importance on the
integration of environmental sustainability into
their HR strategies.

Accordingly a growing number of studies are being
conducted to justify the viability as well as the
applicability of Green HRM. This study attempts
to analyze the existing models of Green HRM. Thus
this study is supposed to contribute to the field
of Green HRM literature. First, the study will help
the HR professionals in adopting and implementing
Green HR strategies. Second, it will help the unions
and employees to adopt Green HRM policies and
practices that help safeguard and enhance worker
health and well-being. Third, the study is supposed
to open the doors of future research as a
comprehensive research model is presented in the
paper. Fourth, it will help the academics by
revealing additional data to the existing literature.
Finally, this study will help the HR professionals
in adopting and implementing a suitable Green
HRM model.

Methodology

This study aims at reviewing the existing models
of Green HRM. Thus this is a qualitative research
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based on the extensive analysis of existing models
and literature of Green HRM. Literature review
is adopted as it enables to structure research and
to build a reliable knowledge base in this field
(Tranfield et al., 2003). In order to achieve the
stated review objective, a systematic review of
literature was conducted by using an archival
method. This paper employs a methodology to
review the articles cited in the databases like Sage,
Taylor and Francis Online, Springerlink,
ScienceDirect, JSTOR, Wiley Online Library, and
Emerald. The other sources of data include books,
journals, e-papers and websites. Contemporary
research papers were given priority in analyzing
the existing literatures. Research papers and
models were delimited from the review if they did
not have a focus on environmental management
as it pertains to management, employees, work
organisations, and the wider social arena. A
systematic review of collected literature was done
in detail.

Literature Review

The Green HRM literature is largely a western
one and, given the importance of Asian economic
development for environmental management, this
is an important gap for future studies to reduce
(Renwick, Redman, & Maguire, 2013, p. 3).
Fayyazia et al. (2015) said that there is a
requirement for the amalgamation of
environmental management in Human Resource
Management (HRM) because it is essentially or
very important rather than just desirable.
Successful environmental management in an
organization needs special efforts of human
resource management (Rothenberg, 2003).

Similarly Jabbour and Santos (2008) also stated that
effective environmental performance results need
human resource practices that support the whole
execution and preservation of environmental
management systems in the organisations. The extant
literature in the HR field on the topic of sustainability
suggests that more and more HR executives are keen
to modulate their corporation as such to become
exclusive environmental champions.

Opatha & Arulrajah, (2014) idewnified some studies
that focus on the linkage between HRM functions
and environmental management. See table 1.

A great extent of empirical research highlights the
impact of environment management practices on
performance of the organization using different
parameters (Iraldo, Testa, & Frey, 2009; Yang et
al., 2010). Literature has given importance to
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Table 1: Research Linking Specific HRM Functions and Environmental Management

Author

Specific HRM function

Finding

Wehrmeyer (1996)

Recruitment

Recruitment practices can support effective environment management
by ensuring that new recruits understand an organization’s environmental
culture and share its environmental values.

Stringer (2009)

Recruitment

Graduates and other job applicants pay attention to the environmental
management practices and performance of companies and use such
information when deciding where to apply.

Phillips (2007)

Recruitment

Increasingly, firms are beginning to recognize that gaining a reputation
as a Green employer is an effective way to attract new talent.

Ramus (2002)

Training

Environmental training and establishing a culture in which employees
feel they are accountable for environmental outcomes were the most
salient HRM practices for achieving environmental goals.

Milliman and
Clair (1996)

Incentives management

Tying incentive pay to the attainment of environmental goals helps focus
managers’ attention and invigorate efforts aimed at achieving them.

Ramus (2002)

Incentives management

Recognitions and financial incentives can be effective in motivating
employees to generate eco-initiatives.

Source: (Opatha & Arulrajah, 2014)

adoption of environmental practices to identify the
human resource management practices (Cherian

& Jacob, 2012).

Serafin) Bibler (2010) highlighted the some
environmental management models along with the

references of supporting studies. See Table 2.

Table 2: Overview of Environmental Management Models

Publication, Model Context Method According Type According Type
Risk Mitigation Entrepreneurial
Petulla (1987) Approaches to EM Empirical Crisis /Cost oriented Enlightened EM
Hofstra et al. (1990) Stages of completion Empirical Inspection, [...] [...], total integration
of EM
UNCTAD (1993) Management approaches Empirical Compliance oriented Sustainable
(reactive), [..]]| development
Elkington (1994) Stages of response to Empirical Ignorance, awakening Integration
environmental problems denial, guilt Reduction, [...]
Crosbie & Knight (1995) Strategic option for Conceptual Do nothing, de fensive Sustainable business
management posture, [...]
Hart (1997) Environmental Strategies Conceptual Pollution prevention, [...] Clean Technology
Ehrenfeld (1998) Environmental Strategies Conceptual Business as usual, Sustainability
compliance, [...]
Winn & Angel (2000) Corporate greening Empirical Reactive greening Proactive greening
Rosen (2001) Environmental strategy Conceptual Compliance driven Strategic environment
management
Van Marrewijk Framework for corporate Conceptual Compliance driven Entrepreneurial driven
et al. (2004) sustainability and
responsibility
Dunphy, Griffiths and Environmental strategies Conceptual Compliance corporation Sustainable corporation
Benn (2007)
Pedersen (2010) Corporate environmental Empirical Reactive — compliance Proactive — make a
and social strategies Driven and risk avoidance difference

Source: Bibler, S. (2010)
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Various contemporary scholars have augmented
the understanding and studies on Green HRM in
recent years (Berrone & Gomez-Mejia, 20009;
Jabbour, Santos, & Nagano, 2010; Massoud, Daily,
& Bishop, 2008; Renwick et al., 2008; Stringer,
2009). Green HRM depends on the unique and
identifiable patterns of green decisions and
behaviors of HR managers (Jackson et al., 2011).
The incorporation of environmental objectives and
strategies into the overall strategic development
goals of a company helps in arriving at an effective
EMS (Haden et al., 2009). There are various
researchers who support the HRM practices to be
effective for promotion of human capital and
results in providing to contributors of
organizational performance and competitive
advantage (Boselie, Paauwe, & Jansen, 2001).

Contemporary Research Models of Green
HRM

A proposed research model of a research paper is
always a subject-matter of interest and further
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research. This generally articulates the macro-
scenario of the subject. Since green HRM is
relatively a new phenomenon in the research field,
it is quite logical and interesting to review the
existing proposed research models. Although this
is a challenging task, we provide an extensive
endeavor to conduct this study. In the following
sections, we analyze the fifteen selected proposed
research models of green HRM with their special
features and propositions in short.

Model 1

This is the most comprehensive and elaborative
research model of Green HRM so far. In this model,
Zoogah (2011) stated that green decisions of HR
practices are the outcomes of environmental
situations and green behavior. These decisions lead
to the adoption of suitable business strategies that
result in organizational effectiveness. Zoogah (2011)
also identified the active anf inhibitory relations
among the variables.

Interactions among Cognitive, affective,
motivational and self-regulatory process elements |
—— —
¥ f”-’:---'-l .~ -~
. . ~
1. _r// X p //
kran el A - Y ol Grsen
5 { ' '\#"H‘_“‘"" ™ e r/- ™y Behavior
wh — & ExY | / Green Pls J" o
b— ./G v b ) | Decision » " Role
3«,_\_\_ I I * |'., Use of HR | Behavior
A .
~—, - - Practices |
! Ilr v l"}} / b /UI'- Enactment
4- A ' ; S
\\ _— Aff ry
. \ Iy
" Tmme -:'\-._,--" - R —— ~
) e e LT e Environmental
Environmental T 1 G Inf t Management
Situations I L reen Information ' i g
. 5 . 5 . r
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v £ Development Performance Innovation Quahty .
Q Cost-reduction competitive
Exp: Expectancy, V: Value, G: Goals, g_'
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Scripts 8

Source: Zoogah, B. D. (2011).

Model 2

In the following model, Sharma & Gupta (2015)
showed the relations of HRM functions and

employee’s green behavior. The essence of this
model is that every function of green HRM has
an effect on employee’s green behavior.
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Talent _.-":
Development 4

Green
Recruitment
and Retention

Management
of Green

of
Organization

Designing
of Green
Jobs

Desired Green
Behavior from
employee

7" Top manager
following green
modeling

Parameters and
Performance

Information
sharing
technique and
empowerment

Source: Sharma & Gupta (2015)

Model 3

This is another comprehensive model of Green
HRM developed by Sudin in 2011. In this model,
Sudin (2011) highlighted that environmental
management service has an effect on green

Management Review

Checking and Corrective Action

Implementation and operation

Planning

Policy

Top Management Services

Assessment based Recruitment and

>

Performance based Appraisal System

Training and Development

Employee Relations

Reward Systems

Green Relationship Capital

Green Social Capital
Green HR Capital

Assessment
Based HR
Interventions

intellectual capital. Both the green HR functions
and environmental management services lead to
corporate environmental citizenship. This
environmental citizenship can be classified into
three types: regulative, normative and cognitive.

Environmental
Management
Service

Regulative

Corporate
Environmental
Citizenship

Normative

Cognitive

Green
Intellectual
Capital

Source: (Sharma & Gupta, 2015)

Model 4

In this model, Uddin & Islam (2016) stated that
environmental inputs make an employee as a green

employee that helps him/her to carry out the HR
functions effectively. This helps a firm attainment
the desired goals.
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HR Functions
Goal Attainment
I ts f th . Training & Performance )
EI;I::ilrf)nI;g?nt ¢ s Development | [Management & Appraisal » Environmental
L) | .| Sustainability

« Employees ]

Employee Relations ‘ Pay & Reward

Source: (Uddin & Islam, 2016)
Model 5 collective result of people engagement as well as

society engagement. People’s shared service and
sustainability are also critical here. All these actors
affect each other.

This model was developed by Mandip in 2012.
Here, Mandip (2012) stated that green HR is the

People People Shared

Engagement Service
Green HR or
People and

Society
Society Sustainability
Engagement
Source: (Mandip, 2012)
Model 6 invocation. Here she wanted to show that there

is a relationship between green HRM and

In the following model, Rimi (2016) stated that L
organizational outcome.

Green HR functions lead to the green employee
performance that ultimately results in service

Green HRM
« Recruitment & Selection L.

Training & Devel HR Outcome Organizational Outcome
* Lrammng eve op.Inent » (Employee Performance in (Service Innovation in Green
« Performance Appraisal, and Green Banking) banking)

« Compensation

Source: Rimi, N. N. (2016)

Model 7 environmental-related attitude, stakeholders’
pressure and green resource readiness. So the HR
manager should consider these factors in adopting
green HR policy.

In this model, Sawang and Kivits (2014) highlighted
that a green HR initiative adoption policy is
affected by three factors. These factors are
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Environmental-related attitude

Stakeholders Presssure Green HR initiative adoption

Green resource readiness

Source: Sawang, S., & Kivits, R.A. (2014)

Model 8 produce certain positive outcomes like increased
savings, special focus on CSR, and improved social
change. Verma (2015) also provided some examples
of green HRM practices in this model.

Verma (2015) proposed this research model in
2015. According to this model, Green HRM Systems

Increased Savings

Green Focus on Corporate Social
Responsibility

A 4

Green HRM Systems

Improved Social Change

r h ¥ ¥

- . : Car Pooling, Public Transport, Recycling, E
Green Printing, Green Qayroll \gcifi(éeg)olgieclfl?dcill?g Company Transport, filing, Energy
& Green manufacturing J Flexi Work Efficient offices

Source: Verma, R. (2015)

Model 9 reciprocal interactions between working life and
private life occurs what they termed as a “green
work-life balance concept”. The concept offers
chances not only for the environment, but also
for the company and its employees by increasing,
for example, work motivation and job retention.

In the following model, Schrader and Muster (2011)
stated that employees learn different kinds of
behavior not exclusively at the workplace, but also
in private life. According to this model, there are

‘Work-to-Life:
Promoting environmentally
Friendly consumer behaviour

Environmental attitudes and
behavior of employees

Work Life Private Life

Life-to-Work:
Encouraging employees to bring in
green ideas and experiences

Source: Schrader, U. & Muster, V. (2011)
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Model 10

Yusoff et al. (2015) worked on the relationship
between e-HRM and green HRM. According to
this model, there are some assessments of e-HRM.
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These assessments along with the HR roles make
up the employee attitude towards green HRM
which is critical for the successful implementation
of green HRM policies.

Perceived Ease of Use

[Perceived Usefulness

FY

E-HRM Trust

HR Roles

« Administrative Expert
« Employee Champion
« Change Agent

« Strategic partner

Attitude

Successfulness of
Green HRM

Source: Yusoff et al. (2015)

Model 11

In the following model, Shen et al. (2016) showed
an inter-relationship between perceived
organizational support and perceived green HRM.

Perceived
Organizational Support

Perceived Green
HRM

Organizational
Identification

L 4

Both these organizational support and perceived
green HRM constitutes the organizational
identification that ultimately contributes to the task
performance and organizational citizenship
behavior.

Task Performance Organizational
Citizenship Behavior towards the

vy

Organization Intention to Quit

Source: Shen et al. (2016)

Model 12

Haynes and Fryer proposed the following model
in 2000. This model suggests that green HRM

determine the employee commitment and employee
competence. Employee commitment and employee
competence lead to customer satisfaction which

. . . ultimately results in increased financial
policies and other factors like physical property Y
performance.
Other Factors
Physical property and amenities
Green HRM policies and
Practices Emplovee . .
Recuitment confmi}’;ment & Customer Pjrlfrcl)?gf;fllce
Performance management Employee -+ Satisfaction & ™ (Revenue &
& performance appraisal competencies customer delight operating Profit)
Training & development

Sources: Haynes, P & Fryer, G. (2000).
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Model 13

In the following model, De Prins (2011) showed
that sustainable HRM framework is composed of
four perspectives. These perspectives are
psychological perspective, sociological perspective,
strategic perspective, and green perspective. De
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Prins (2011) argues Sustainable HRM focuses on
optimally utilizing and respecting human
workforces within the organization, in which an
explicit relationship is built between an
organization’s strategic policies and its
environment.

Sustainable HRM Framework

Psychological Perspective

Focus what drives and characterizes

employees

Strategic Perspective

HR’s Contribution

\

Long term focus of the Organization s a

whole

Sociological Perspective
Explicit connection between the interests of

W

by S R Ty

Green Perspective

Employee management

ty

Planet

Source: De Prins (2011).

Model 14

Wong et al. (2013) proposed the following model
by highlighting the relationship among human
resource management, organizational performance,
environmental performance, and innovation
performance. According to Wong et al. (2013),

P1

innovation performance leads to environmental
performance which results in the effectiveness of
green HRM functions.

Here, OP = Organizational Performance, EP =
Environmental Performance, IP = Innovation
Performance

P4

IP

oP

EP

Source: Wong et al. (2013)



30

Model 15

The following model was proposed by Hosain and
Rahman in 2016. This model basically highlights
the functions of green HRM. In this model, Hosain
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and Rahman (2016) identified ten specific wings
of green HRM that collectively contribute to the
successful adoption and implementation of green
HRM policies.

Online Advertisement
& invitation of
Application Online

Green Recuitment
& Selection

Orientation

Green Performance
Management &
Evaluation

Green Learning &
Development

e ms——— L

Green Compensation & Reward >

Green
HRM

l&—— Maintenance of Employee Relation

e

Green Leadership Management

Green Health and Safety Management

Green Employee Discipline
Management

Source: (Hosain & Rahman, 2016)

Proposed Research Model

Although the field of green HRM is comparatively
new and is at the infant stage, there are a number
of models added to the literature. However, there
is no comprehensive research model on green HRM
still now. Majority of the models deal with the
nature of the green HRM. Based on the analysis
of the existing research models and literature, we
can propose the following comprehensive research
model.

In the proposed research model, we highlight that

Basic HRM
Functions
«HR Plan
«Recruitment &
Selection

Green HRM
Practices

«Training &
Development

«Performance
Appraisal

Green Printing,
Green Payroll &

the basic HRM functions and environmental
management are affected by each other in the
organizational context. Both the HRM functions
and environmental systems constitute the green
HRM practices. The level of green HRM practices
defines the environmental citizenship behavior.
This environmental citizenship behavior is critical
for the green HRM outcomes like increased savings,
quality of life, customer satisfaction, improved
social change, and so on. The final output of these
green HRM policies and practices is the
environmental sustainability.

Green HRM
Outcomes

Increased Savings

Green Focus on CSR

«Reward System
«Health & Sefety

F Y

A 4
Environmental
Management
System/Situations

« Environmental-
related attitude

Stakeholders
Pressure

Green resource
readiness

Society
Engagement

Green
manufacturing

Video Conferencing
7 Video Recording

Car Pooling, Public
Transport,
Company
Transport, Flexi
Work

Recycling, E-filing,
Energy Efficient
offices

Environmental : glr:proved Social Environmental
Citizenship ange Sustainability
Behavior + Customer ]
Reeulati Satisfaction « Better Society
+ Regulative . .
™ . ™|+ Quality « Better Life
* normative Improvement

« Cognitive

Source: Author

Quality of Life
Organizational
Effectiveness
Competitive
Advantage

Minimum conflict
with pressure groups

« Better People
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Conclusion

There is an inherent capacity of HRM functions
in greening employees and organizational
operations. From job design function to employee
relations, HRM has gigantic potential in greening
organization and its operations. The key challenge
in front of HR professionals is to understand the
scope and depth of green HRM in transforming
their organizations as green entities. This effort
ultimately leads to better environmental
performance of the organization. Green HRM is
new phenomenon in the field of HRM. It creates
some new challenges for HR professionals. The
study tried to explore the concepts, processes,
requirements and challenges of Green HRM
identified in the existing models and literature.
The study found that Green HR can adopt various
green processes and practices in different HR
functions like HR planning, acquisition of human
capital, their induction, training, performance
management, reward management and better
industrial relations which will have a bearing on
the overall achievement of the organization’s goals.

It was found that distinct HR policies, top
management commitment, teamwork,
empowerment, positive management behavior and
transparent merit systems are associated with the
successful implementation of Green HR strategies.
HR professionals face a number of challenges
regarding Green HRM. However it is clear from
the study that the HR Professionals must address
the environmental needs in crafting HR strategies
and implementing the HR policies and practices
in alignment with environment management. This
study is concluded with a comprehensive research
model of green human resource management. Thus
this study is supposed to help the researcher to
identify the areas of Green HRM that are yet to
be researched.

Research Gap and Scope for Future Study

This study was conducted based on the extensive
analysis of existing models and literature of Green
HRM. The authors have tried to organize the
concepts, process, requirements and challenges of
Green HRM in a constructive manner so that it
can help the interested readers, researchers and
academicians. However Green HRM is an
emerging philosophy. Indeed, there are many gaps
to be filled in respect of green HRM. Such gaps
include an informative guide on the emergent
literature, its scope and coverage, and a process
model and research agenda in this field.
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Theoretical and empirical studies are needed to
enhance the body of knowledge of Green HRM.
The interested contributors/researchers can do
extensive quantitative and/or qualitative research
on Green HRM. More importantly, the researchers
and academics area highly welcome to do the
extensive research and/or validate the research
model as proposed in this paper.
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Effects of Online Buyer Characteristics on e-Service Quality

Adil Rasool* & P. Rajmohan**

Abstract

In addition to customer perception and
expectation, e-service quality take account of all
possible communication stages connecting
customer and e-Service providers’ website.
Keeping this in view, present study was conducted
and data were collected from 703 online buyers
Jfrom three states of India following the guidelines
of diffusion of Innovation theory (Rogers, 1983).
The result of the present study reveals that
Perceived overall Service Quality depends on
group of factors such as Propensity of Online
Buying, Actual Online Buying, Understanding
levels of e-Shopping, Perceived Security on e-
Payment, Preference for Physical Payment and
Intensity of Internet Usage among Online Buyers.
More specifically, Understanding levels of e-
Shopping among Online Buyers in e-Retailing is
found to be having significant superior effect on
Perceived overall Service Quality. Similarly,
Perceived Security on e-Payment among Online
Buyers in e-Retailing cause’s significant good effect
on Perceived overall Service Quality in e-Retailing.
However, Actual Online Buying, Preference for
Physical Payment and Intensity of Internet Usage
are not found to be significant.

Keywords: E-Service Quality, Online Buying,
Service Quality and Online Buyer characteristics.

Introduction

Service Quality

Service Quality is the result of customer perception
and customer expectation; expectation towards

service they use and perception about service
provider (Gronroos, 1984). Service Quality can be
understood as the methods of handling the customer
during the service delivery; it comes out by the
repeated experiences through communication
between customers and retailers. While getting the
service from the retailers, customers can easily
distinguish among past and present quality level
of service offered by the retailers and rate the Service
Quality accordingly (Seth et al., 2005).

E-Service Quality

E-Service Quality includes all communication levels
between customer and e-Service providers’ website
and the resultant operations initiated due to such
communications (Batagan et al., 2009). Thus, the
aspects related to the delivery of the services
through appropriate physical or virtual medium
is a major consideration in estimating the Quality
levels of e-Services (Zeithaml et al., 1988). Different
forms of services provide different options to e-
Service providers on delivering the process
attribute of such services to the customers and it
is that attribute that decides the suitability of the
medium to deliver such services (Behjati et al.,
2012). A few studies have established reliable
parameters separating service from goods on the
basis of intangibility, heterogeneity, perishability,
inseparability of production and consumption
(Zeithaml and Bitner, 2003; Lovelock and
Gummesson, 2004). Accordingly, some of the
popular delivery channels adopted by different e-
Service providers include e-channels, physical
delivery through logistics and point of service
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consumption. However, the choice of this service
delivery method is purely driven by the nature of
the services dealt and hence, it varies from one
form of e-Service providers with others (Chang
and Wang, 2008). Hence, estimating Service
Quality levels of e-Service offered is a complex
procedure that needs full understanding of the
nature and attributes constituting the service in
addition to understanding the quality levels of
communication between customer and e-Service
providers’ website.

Online Buyer Characteristics in
e-Retailing

Buyer characteristics can be understood as the
personal characteristics of the buyers that can
influence the actual buying decision (Aramstrong,
2015). Some of the potentials factors affecting the
buyer characteristics include cultural factors, social
factors, demographic factors and psychological
factors. The potential Online Buyer characteristics
that are found to be influencing buyer participation
in e-Retailing include Intensity of Online Buying,
Intensity of Internet usage, Online Payment
Concerns and Understanding levels of e-Shopping
(Rajmohan and Sayel, 2011). While Online Buyers
have the distinctive ability to extract the advantages
offered in e-Retailing, the characteristic identified
varies significantly among them. The varied level
of understanding on e-Shopping causes limitations
in exploiting the fullest advantages of e-Retailing
(Keisidou et al., 2011). Similarly, the Online
Payment concerns causes variations in the
Perceived Security on e-Payment systems which
in turn affects the online purchasing intentions
very often. Further, varied intensity levels in
Internet surfing which is a fundamental skill
needed on the part of the Online Buyers gives
scope for variations in exploiting the fullest
advantages of e-Retailing features (Luo and Zhang,
2012). Also, Online Buyers will have natural
variations in the Intensity levels of Online Buying
due to various reasons. For instance, varying needs,
economic factors, demographic factors and Service
Quality levels of e-Retailers could be some of the
potential reasons contributing towards these
variations. The details of the aspects constituting
these Online Buyer characteristics as follows;

1) Intensity of Online Buying

Intensity of Online Buying represents the actual
volume of Online Buying made by the Online Buyers
in a specific period. Some of the key parameters
determining the intensity levels of Online Buying
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include the quantum of money spent and the actual
number of online purchases over a period, number
of online shops dealt by the Online Buyers over a
period and the possibilities of initiating online
purchase in future.

2) Intensity of Internet Usage

Intensity of Internet usage represents the actual
time spent by the Online Buyers in accessing
Internet for a specific period. Some of the key
parameters determining this intensity levels include
Internet usage experience, frequency of Internet
usage and the actual time spent on accessing
Internet in a day.

3) Online Payment Concerns

Online Payment concern is the inhibitions on the
part of the Online Buyers to initiate e-Payment
without the fear of security breach in the Internet
mediated environment. Some of the popular e-
Payment systems in India include credit card, debit
card and net banking applications. Most of the e-
Retailing enterprises in India are providing facilities
to pay through COD (Cash on Delivery) options
for the orders initiated through e-Retailing
websites.

4) Understanding Level of e-Shopping

Understanding level of e-Shopping is the fluency
levels of Online Buyers to initiate purchase through
e-Retailing web site and pay for it in the Internet
mediated environment. Some of the key parameters
determining these understanding levels include
hedonic experience in the website, ability to
manage user account in the e-Retailing portal,
knowing the procedure to redeem promotional
codes; gift vouchers; loyalty points etc., ability to
track the orders and knowing the product return
procedure.

Literature Review

Many studies in the past have contributed
significantly towards shaping the knowledge on
the factors influencing Online Shopping. Some of
the important factors identified by the previous
studies include price, convenience, life content of
the product, security, vendor quality, IT education,
purchasing intentions, behavioral control, online
buying experience, website design, fulfillment
aspects, demographic factors, shopping orientation,
brand equity, place of e-Retailing operations,
warranties offered, customization, informative
shopping experience, refund systems, auctioning
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features, search engines, web appealing,
satisfaction, loyalty and trust.

The theoretical and empirical framework for the
study on consumer attitudes towards Internet-
based e-shopping was found in the works of Liao
and Cheung (2001). Through the survey data
generated from Singapore, the above study
measured the initial willingness of the consumers
to do shopping in the Internet and reported that
life content of the products, transaction security,
price, vendor quality, IT education and Internet
usage significantly affect the initial willingness of
the Singaporeans to e-shop on the Internet. In
the context of the above study, the availability of
infrastructure facilitating e-Commerce with a
minimum threshold size of the virtual market place
is a prerequisite for the successful incorporation
of B2C e-Commerce.

In predicting consumers’ Internet purchasing
intentions while searching the information about
the product through Internet, Shim et al. (2001)
conducted a study in 15 U.S metropolitan areas.
The findings of the above study represents that
intention to use the Internet to search for
information is not only the strongest factor of
Internet purchase intention but also plays a
mediating role between purchasing intention and
other factors such as attitude toward Internet
shopping, perceived behavioral control and
previous Internet purchase experience. Also, the
finding shows that there is a both direct and
indirect relationship between two antecedents
namely attitude toward Internet shopping and
previous Internet purchase experience with actual
Internet purchase intention.

Towards finding out the factors affecting Online
Buyers while shopping online, Shergill and Chen
(2005) have identified factors such as website
design, website reliability, fulfillment and website
security/privacy playing major role in online buying
intentions. The results of the above study mention
that all the four factors are found to influence
the consumer perceptions on the basis of the
categorization made on Online Buyers. While
classifying the Online Buyers in terms of trial,
occasional, frequent and regular online buying
behavior, the above study observers that different
categories have varied levels of reactions on some
of the factors identified. For instance, variations
could be noted on the aspects of website design,
website reliability and fulfillment and no such
variations are found in the aspects of security and
privacy issues in e-Retailing among the classified
Online Buyers.
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Towards identifying the consumer factors causing
the effects on the Online Shopping acceptance,
Zhou et al. (2007) have reported the effects of
demographic factors, shopping orientation, Internet
experience and perceived risk both from the
perspective of online and physical shopping. While
reporting the insignificant effects of demographic
factor and shopping orientations, the findings of
the above study reports the significant role of
Internet experience and perceived risk in online
shopping acceptance.

In order to investigate the role of extrinsic cues
towards risk taking during online purchase, Cheng
et al. (2008) conducted a study and identified three
exogenous factors such as e-Retailers brand equity,
Place of e-Retailers presence and Warranties
offered affecting risk taking behavior of Online
Buyers. Also, the findings of the above study shows
that these identified factors influence perceived
e-Service Quality, which in turn influences purchase
risk perceived by online customers.

In an attempt to probe the relationship between
e-Retailing attributes, e-Satisfaction and e-Loyalty,
Chung and Shin (2008) have conducted a study
and identified five important factors such as
shopping convenience, Product selection, informative
shopping experience, price and customization of
e-Retailing contributing to the relationship conceived
in the above study. Based on the data collected
from 238 online customers, the study reveals that
e-Satisfaction is affected by shopping convenience
and informative shopping experience. While
observing e-Loyalty getting affected by informative
shopping experience, price and customization, the
above study proves that e-Satisfaction is strongly
influenced by e-Loyalty.

To investigate factors influencing Consumers’
attitude towards shopping online, Akbar and James
(2010) identified nine factors such as Price, Refund,
Convenience, Auctioning, Security, Brand, Search
engines, Promotion and Web appealing playing a
major role while shopping online. The findings of
the above study represent that all the above
mentioned nine factors have positive significant
effect among Internet users to accept online
shopping. While price of the product sold is
identified as the strongest influence on the
willingness to shop online, the web appealing
contribute insignificantly towards this willingness,
Further, the above study observes significant
variations between males and females on two of
the 9 factors such as Auctioning features and Web
appealing affecting the willingness to shop online.
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Some of the suggestive remarks on the operations
of e-Retailers towards enhancing customer service
could be noted through the findings of the above
study.

To know the factors that influence the attitude of
customer towards e-Commerce through shopping
online, Jusoh and Ling (2011) conducted a survey
and collected data from 100 respondents in Saudi
Arabia. The result of the above study shows that
there is no significant difference in attitude towards
online shopping among age group but attitude
towards online shopping among income group
shows significant difference. Also, it’s mentioned
that there is no significant difference in attitude
towards online shopping among occupation group
and types of product categories. A further finding
of the above work relates experience of the Online
Buyers, product perception and customer service
with that of the positive attitude on Online
Shopping. Some of the Online Buyer characteristics
such as risk taking behavior and Intensity of
Internet surfing is found to be with less significant
effects on the Online Shopping behavior of Online
Buyers.

In an effort to understand the willingness to buy
online and intention to recommend, Yildirim and
Cengel (2012) have conducted a study with
reference to perceived risk and value of Online
Buying. The findings of the above study reports
the existence of relationship between willingness
to buy online with that of lesser perceived levels
of risk and higher levels of value. Similar such
relationship could also be established in the above
work for the factor intention to recommend. While
willingness to buy was estimated on the basis of
propensity to buy online, the intention to
recommend was identified in the above study
through the possibility of better word of mouth
about e-Retailing among the Online Buyers.

In order to find out the motivating and demotivating
factors that encourage or inhibit customer’s to go
for online buying, Prajapati and Thakor (2012)
collected data from the respondents of Ahmadabad
in India. The study result shows that Internet is the
phenomenon gaining popularity among the people.
Some of the potential reasons identified in the above
study for customer of online shopping include the
aspects of Convenience and time saving. Some of
the motivational aspects stimulating customers to
shop online found in the above study include Internet
surfing, television advertisement of e-Retailing firms
and word of mouth.
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In an effort to understand the online shopping
intentions, Rahman (2012) developed and tested
a customer intention model in B2C context. The
results of the above study show that online
purchase intention depends on customers’ attitude
toward online shopping. The customer attitude is
identified to be driven by factors such as trust,
belief and perceived consequences in online
environments. Further, the above study reveals the
importance of controlling risk variables causing
de-motivation in online purchases towards creating
better buying intentions. Also, the findings of the
above study reveal that the online customer’s
intention can make positive impact towards online
buying behavior if there is social support, positive
media role and family support.

The role of trust in e-Retailing is important towards
its sustainability. In this regard, Dolatabadi and
Ebrahimi (2010) have conducted a study in Iran
and collected data from 625 customers to identify
key factors influencing customers trust while
purchasing through Internet. The result of the
above study confirms that the perceived risks are
found to play a major role while building the
consumers trust during online shopping. It also
represents that perceived security protection and
perceived reputation are also found to improve
the customer trust in Internet shopping. Further,
the above study also identifies that individual
characteristic such as propensity to trust occupies
a moderating role while building relationship
between trusts during Internet shopping and the
Online Buyers’ perceptions of the antecedents to
trust.

In an attempt to explore the reasons on consumers
buying product online, Keisidou et al. (2011) have
conducted a study on consumer attitude towards
e-Shopping on the basis of different product types.
The findings of the above study report that IT
knowledge, self efficacy, perceived security, privacy
and product involvement are the major factors
affecting the online purchasing intentions.
However, these factors are reported to be causing
varied levels of influence over the online purchasing
intentions on the basis of product types such as
books, e-tickets, electronic goods and subscriptions.
The above study reports factors such as IT
knowledge and product involvement affecting
purchasing intention of books, whereas product
involvement alone for e-tickets. While the
purchase intentions of electronic goods are
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reported to be affected by factors such as IT
knowledge, perceived security and product
involvement, the above study identifies factors such
as IT knowledge, self efficacy and product
involvement affecting online subscriptions.

Despite the availability of congenial environment
and associated benefits for e-Commerce in Europe,
11 percent of the prospective online buyers have
not used e-shops in Czech Republic. In this regard,
Michal (2012) reports that 89 percent of customers
use e-shops for buying products in the Czech
Republic in which 32 percent of them are
identified to be using Internet for regular purchases
and 57 percent of them for irregularly purchases.
Further, the above study observes that the
customers who think rationally use on-line
shopping because of money saving, speed delivery
and the possibility of product comparison. The
factors such as security and personal information
are observed in the above study to cause significant
influence on online consumer behavior in B2C and
B2B markets.

To explore the factors that influence customer
intention while purchasing products or service
through Internet, Haq (2012) conducted an
empirical study in India and identified four
important dimensions such as website quality,
commitment factor, customer service and security.
Based on the results of the above study, healthy
relationship has been established between
consumers’ perceptions of the factors that influence
their intention to buy through e-Retailing. More
specifically, consumers’ perceptions of the customer
service, commitment and web security of online
purchasing contribute significant relationships with
their online buying intention. Further the above
study reveals that the perception of online shoppers
is independent on their ‘age and gender’ but
dependent on their ‘education and gender’ and
‘income and gender’.

Aspects related to the perceived security of e-
transactions could be noted in the works of Javadi
et al. (2012) in terms financial risk and non-delivery
risk among the Online Buyers in Iran. Based on
the survey data generated among 200 Online
Buyers, the above study proves the negative effects
of perceived security of e-transactions towards the
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intentions to shop online. While establishing the
negative effects on the intentions to purchase, the
positive influence for e-Shopping could be noted
on aspects related to domain specific
innovativeness and subjective norms. Some of the
potential suggestions noted for e-Retailers in the
above study include the considerations for reducing
the negative effects and actions mediating the
positive effects for enhancements in Online Buyer
characteristics among the potential Online Buyers.

Methodology

Objectives and hypothesis

O,: To identify effects of Online Buyer
characteristics on Perceived overall Service Quality
in e-Retailing.

H : Perceived overall Service Quality among Online
Buyers in e-Retailing does not depend on
Propensity of Online Buying, Actual Online Buying,
Understanding levels of e-Shopping, Perceived
Security on e-Payment, Preference for Physical
payment and Intensity of Internet usage.

Sampling and Reliability

The nature of the topic and the objective framed
warrant Online Buyers as sample for this study.
On the basis of Social Articulation levels, three
segments that are identified as relevant sampling
areas for the purpose of this work were located
on random basis. They are Metropolitan Cities or
1%t tier cities out of which Delhi as one of the
sampling places is finalized on random basis, 214
tier cities or Other Cities which are mostly the
State capitals in India. Out of these cities Srinagar
which is a capital of Jammu and Kashmir State
as one of the sampling places is finalized on
random basis and Sub Urban places, out of these
places, Chidambaram as one of the sampling places
is finalized on random basis.

The survey instrument was validated with
appropriate reliability analysis comprising the
computed value of Cronbach alpha and the alpha
value for all the study variable taken up in the
survey instrument is found to be well above the
suggested value of 0.6 (Nunnally, 1978). The
specific, details of alpha value for each of the study
variable constituting the present work is shown
in the Table-1.
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Table 1: Details of Cronbach Alpha Value

S. no. Factor Cronbach Alpha
1 Intensity of Online Buying 0.776
2 Intensity of Internet usage 0.733
3 Online Payment concerns 0.765
4 Understanding levels of e-Shopping 0.821
5 Overall Service Quality 0.923

Dependent variable

Service Quality (S Q)

Independent variable

Intensity of Online
Buying (O,)

Intensity of
Internet
usage (1)

Online Payment
concerns (O,)

Understanding level
of e-Shopping (U,)

Figure 1: Model to find out Effects of Online Buyer Characteristics on Service Quality

SQ:B0+BIOB+B21U+BSOP+B4UE+M (1)
Where,

So : Perceived Service Quality in e-
Retailing

0O, Intensity of Online Buying

I, : Intensity of Internet usage

O, Online Payment concerns

U, Understanding levels of e-Shopping

B, B, B, B, : Regression coefficient which is
dependent normal variable with
zero mean and corresponding
variance

B, : Constant

u : Standard error

Detail of Statistical Tools

The statistical tools employed for the present work
comprise the basic descriptive details of the study
variables in addition to Multiple Regression models
were tested through SPSS as part of analysis.

Multiple Regression Models

1. Multiple regression model for dependency effects
of Overall Service Quality on Online Buyer
characteristics corresponding to equation-1.

Based on the research model assumed and the
corresponding statistical tools, hypothesis
formulated in this work is tested and provided
with corresponding results in the subsequent
sections.
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Construct Validity

Standardized scale for measuring e-Service Quality
in e-Retailing was used, the scales for measuring
Online Buyer characteristics such as Intensity of
Online Buying, Intensity of Internet usage, Online
Payment concerns and Understanding levels of e-
Shopping are far from maturity. Hence, to establish
construct validity for the online buying
characteristics, Exploratory Factor Analysis (EFA)
were performed. In this regard, 6 items considered
for measuring Intensity of Online Buying, 6 items
considered for measuring Online Payment
Concerns, 4 items considered for measuring
Intensity of Internet usage and 11 items considered
for measuring Understanding level of e-Shopping.
Several well-recognized criteria for the factorability
on the basis of item correlations were used
separately for each factor. The reasonable
factorability of the model could be ensured with
the pattern of correlations obtained among the
items. Also, the Kaiser-Meyer-Olkin measure of
sampling adequacy for each online buying
characteristics was above the recommended value
of 0.60 (Nunnally and Bernstein, 1994) and the
test of sphericity was significant at 5 percent level.

During the repeated procedures of factor analysis
on the basis of Principal Component Analysis for
measuring the Intensity of Online Buying, an item
with a factor loading value of below 0.5 was
eliminated and the remaining 5 items got extracted
and loaded in two factors. After examining the
details of the items loaded in each of the factor,
the factor 1 was named as ‘Propensity of Online
Buying’ and the factor 2 was named as ‘Actual
Online Buying’. Similarly, for measuring Online
Payment Concerns, two items got eliminated and
the remaining 4 items got extracted and loaded
in two factors. After examining the details of the
items loaded in each of the factor, the factor 1
was named as ‘Perceived Security on e-Payment’
and the factor 2 was named as ‘Preference for
Physical Payment’. Also, for measuring the
Intensity of Internet usage, an item with a factor
loading value of below 0.5 was eliminated and
the remaining 3 items got extracted and loaded
in single factor and for Understanding level of e-
Shopping, four items with a factor loading value
of below 0.5 was eliminated and the remaining 7
items got extracted and loaded in single factor.

Results and Discussion

Service Quality dependency on Online Buyer
characteristics

The dependency effects of Perceived overall Service
Quality on factors like Propensity of Online Buying,
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Actual Online Buying, Understanding levels of e-
Shopping, Perceived Security on e-Payment,
Preference for Physical Payment and Intensity of
Internet usage among Online Buyers in e-Retailing
is defined in hypothesis-1, taken up and its results
are shown in the table-1, as an outcome of
regression model conceptualized. From the results,
it can be inferred that the F value of 91.722 is
found to be significant at 5 percent level and hence,
the hypothesis-1 is rejected. These results suggest
that Perceived overall Service Quality depends on
group of factors such as Propensity of Online
Buying, Actual Online Buying, Understanding levels
of e-Shopping, Perceived Security on e-Payment,
Preference for Physical Payment and Intensity of
Internet Usage among Online Buyers. While these
factors are identified to be causing influences on
customers commitment to the e-Retailing web site
and actual purchase behavior (Park and Kim,
2003), the finding that Service Quality has
dependency with these Online Buyer characteristics
establishes the basis to link Service Quality in e-
Retailing with that of commitment and purchase
behavior. Further, the adjusted R square value
of 0.665 from the table-1 indicates that 66 percent
of Perceived overall Service Quality among Online
Buyers in e-Retailing is significantly dependent
on these groups of factors. Also the ‘t’ values of
3.269, 19.264 and 4.475 corresponding to the
factors Propensity of Online Buying, Understanding
levels of e-Shopping and Perceived Security on e-
Payment are found to be having significant effects
on the model conceived.

More specifically, Understanding levels of e-
Shopping among Online Buyers in e-Retailing is
found to be having significant superior effect on
Perceived overall Service Quality with highest ‘t’
value of 19.264. Similarly, Perceived Security on
e-Payment among Online Buyers in e-Retailing
cause’s significant good effect on Perceived overall
Service Quality in e-Retailing with the next higher
‘t’ value of 4.475. The ‘t’ value of 3.269 obtained
for the Propensity of Online Buying among Online
Buyers in e-Retailing significantly causes
considerable dependency effect on the Perceived
overall Service Quality.

However, the ‘t’ values of -0.525, -0.185 and 0.292
corresponding to Actual Online Buying, Preference
for Physical Payment and Intensity of Internet
Usage are not found to be significant at 5 percent
level. Hence, it can be inferred that the Perceived
overall Service Quality do not depend on factors
like Actual Online Buying, Preference for Physical
Payment and Intensity of Internet Usage in the
regression model conceived.
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Table 2: Results of the Regression for Hypothesis-1

Model Unstandardized Coefficients| Standardized t F Adjusted

Coefficients R Square
B Std. Error Beta

(Constant) 64.686 3.953 16.362% 91.722% 0.665

Propensity of Online Buying 0.752 0.230 0.094 3.269*

Actual Online Buying -0.072 0.137 -0.015 -0.525

Understanding levels of e-Shopping 1.579 0.082 0.601 19.264%

Perceived Security on e-Payment 0.987 0.221 0.137 4.475%

Preference for Physical Payment -0.035 0.187 -0.005 -0.185

Intensity of Internet usage 0.044 0.149 0.009 0.292

Dependent variable: Overall Service Quality; * Significant at 5 percent level;

Source: Computed from primary data

Further, the above results confirm that higher
Understanding levels of e-Shopping, higher
Perceived Security on e-Payment and higher
Propensity of Online Buying among Online Buyers
in e-Retailing contribute to higher Perceived overall
Service Quality levels in e-Retailing.

Conclusion and Implications

Perceived overall Service Quality on e-Retailing
among Online buyers has significant dependency
on Online Buyer characteristics such as Propensity
of Online Buying, Actual Online Buying,
Understanding levels of e-Shopping, Perceived
Security of e-Payments, Preference for Physical
Payments and Intensity of Internet Usage. Out of
these characteristics Understanding levels of e-
Shopping, Perceived Security of e-Payments and
Propensity of Online Buying is found to be having
significant dependency effect on Perceived overall
Service Quality in e-Retailing.

The finding that Perceived Service Quality among
Online Buyers has dependency with Online Buyer
characteristics gives scope for enhancements in
Online Buyer characteristics towards better
realization of the services offered by e-Retailers.
While some of these characteristics such as
Propensity of Online Buying and Actual Online
Buying are the resultant of the e-Retailers’
competitiveness in the market, the other Online
Buyer characteristics such as Understanding levels
of e-Shopping, Perceived security on e-Payment
Systems and the Intensity of Internet usage are
the resultant of the e-Readiness of the market
place. Also, enhancements into these characteristics
of the Online Buyers are beneficial on
macroeconomic perspective of the region and
hence, Interventions to achieve better Online Buyer

characteristics becomes the responsibility of both
the Governments and the e-Retailers operating in
various regional places
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Determinants of Purchase Intention of Private Brands in India:
A Study Conducted on Hypermarkets of Delhi
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Abstract

The present study proposes to study the impact
of factors that affects the purchase intention of
customers toward private brands with the broad
objective to assist managers and marketers to
gain good insight about the behavior of Indian
buyers so that they can formulate effective
strategies to improve the overall performance of
private brands in terms of customer acceptability
in hypermarkets. Based on extensive review of
literature seven independent variables namely
percetved price, perceived quality, perceived risk,
perceived value ,store image, store brand
familiarity, shelf space allocation are identified
to analyze the purchase intention towards private
brands as dependent variable. The study was
conducted Sep to Dec, 2017. For this research Delhi
city is the main focus of this study as there are
many hyper markets operate in this city. As well
Delhi is full of multi-social class of people.
Therefore, this research is to study Indian
consumer attitude towards private brands. The
research design used is causal research design.
Data was collected from the customers through
primary sources using questionnaire as
instrument. A survey questionnaire was prepared
using five point Likert scale to measure the
response on continuous scale. Sample frame
constitutes the customers of two hyper retail stores
(Big Bazaar and Easy Day) who purchased the

private brand in their purchase. Sampling
techniques was judgemental and the effective
sample size was 369. Descriptive and inferential
statistics was used as data analysis tool. The taken
model explains 76.2% variably of purchase
intention of private brands by identified seven
variables. Six independent variables viz., Perceived
price, Perceived quality, Perceived risk, Perceived
value, Store image and Store brand familiarity
have significant impact on purchase intention
towards private brands while one independent
variables viz., Shelf space allocation have no
significant impact on purchase intention towards
private brands. Perceived risk & Perceived price
is negatively related with purchase intention
towards private brands. Store image has highest
impact followed by Store brand familiarity and
Perceived value. On the basis of the results of
this research, it can be recommended the
hypermarket retailers should try to enhance the
image of their store and their private brands.
They should also create the brand value which
means that the benefits sought must overweigh
its cost. As price and perceived risk are negatively
related so the retailers should be vigilant about
the price and perceived risks by the customers
of private brand customers.

Keywords: Private brand, Purchase intention,
Price, Perceived quality, Perceived risk, Perceived
value, Store image, Store brand familiarity and
Shelf space allocation.
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Background of the Study

The cut throat competition in retailing market
forces companies to have competitive strategies
in order to differentiate their products from others
rivals, achieve customers’ loyalty and gain long-
term profit. Today the middle class group customer
has become more sensitive to prices as they try
to spend less money purchasing, they still tend
to seek higher quality from the products.

To deal with these difficulties, the hyper market
retailers start to produce products their own brand
and only sell them intheir own stores (specific chain
of stores). These products are called as private
brands or store brands, classified as consumer
products and are manufactured on behalf of
retailers, branded with retailer’s brand or
trademark and sold through their own retail outlets
(Jaafar and Lalp, 2012). The retailer design types
of goods, packaging and marketing of the products
in order to create the relationship between the
products and the store’s customer base. Private
brands provide the more alternatives to the
customers to evaluate and purchase products with
the same quality but at lower prices.

Private brands are generally cheaper than national-
brand products, because the retailers can maximize
the production to suit consumer demand in their
stores and also cut down promotion costs and
transfer the benefit to customers. Most stores sell
some combination of national brands as well as
private brands. Private brands are of particular
interest to these retailers, because these help the
stores in differentiating their merchandize, increase
the potential sales by attracting more customers
and they may help control costs and build up store
loyalty (Vahie, 2006). Increased shopping
frequency has been associated with greater brand
familiarity, and thus a greater incidence of private
brand purchasing (Shannon, 2005).

Private brands become popular because the price
is cheaper than national brands. Due to the price
of the private label products, the popularity of
this kind of products has increased in many
countries since nineteenth century (Chakraborty,
2011).In the past two decades private label brands
have shown a big increase which has influenced
consumers’ shopping and purchase behaviors all
over the world and also enabled private brands
to become strongly competitive against
manufacturers’ brands. Today retailers with their
private brands have penetrated into almost every
single product category striving to attract and
capture increasing number of consumers and have
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their market share increased as well. The growing
importance of private label brands also impacted
manufacturer-retailer relationships by increasing
and strengthening bargaining power of retailers.
Binninger (2008) noted that consumers today are
more willing to purchase private label brands and
are delighted to have them available in stores in
which they usually shop.

The expansion of private brands is driven by two
factors viz., consumers’ familiarity towards private
brands and retailers’ motivation for higher profit
along with retailers’ capability to manage private
brands effectively. The market share of private label
brands is still on increase in Indian market. Sales
of private brands in Indian market have not peaked
yet, and are still growing making Indian market
a compelling space to study, analyze, and predict
the future success and growth of private brands.

Statement of the Problem

The Indian retail industry is estimated at USD
520 Billion in 2013 and projected to grow at a
rate of 13 % and will have a market size of USD
950 billion by 2018 (E&Y, 2014). Retail sector has
become competitive with the emergence of
organized retail players. Currently retailers are
focusing on developing their own brands or private
brands to enhance customer loyalty, to add
diversity and for better margins. Categories like
packaged foods, refined edible oils, breakfast
cereals, ketchups and sauces account for 75% of
total sales of private brands (Hindustan Times,
2013). So this makes these categories attractive
to organized retailers to develop their own private
brands or store brands. Future group has private
brands in apparels, electronics, food and personal
care segment. Tata group has own brands in
apparels and electronics segment. We have players
like ITC, Koutons, Shoppers stop and other foreign
players like Lifestyle, Zara in apparel segment who
have their own store brands. Reliance group, Aditya
Birla, has private brands limited to food, grocery
and personal care products. RPG group have
private brands in food, personal care and apparels.
Even though private label preference is increasing
it requires an in depth study to understand the
major factors that influence the consumer purchase
as there are very limited research on the topic.
Hence this study tries to fulfill this literature gap
with the purpose. The research proposes to study
the impact of factors that affects the purchase
intention of customers toward private brands in
two hyper markets of Delhi namely Big Bazaar
and Easy Day as they have private brands in
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multiple product lines.From research findings,
managers and marketers would gain good insight
about the behavior of Indian buyers so that they
can formulate effective strategies to improve the
overall performance of private brands in terms of
customer acceptability.

Research Objectives

1. To identify the various factors that affects the
purchase intention of customers toward private
brands in Delhi

2. To analyze the significance of these factors on
the purchase intention of customers towards
private brands.

Literature Review

Purchase intention

Consumers’ buying decision is very complex.
Usually purchasing intention is related with
consumers’ behavior, perception and their attitude.
Purchase behavior is an important key point for
consumers during considering and evaluating of
certain product (Keller, 2001). Intentions represent
motivational components of a behavior, that is,
the degree of conscious effort that a person will
exert in order to perform a behavior (Ajzen1991).
Purchase intention is used widely as an indicator
of consumer purchase behavior after considering
and evaluating the product (Grewal et al, 1998).
Ghosh (1990) stated that purchase intention is an
effective tool use in predicting purchasing process.
Once the consumers decide to purchase the product
in certain store, they will be driven by their
intention. However, purchase intention might be
altered by the influence of price, quality perception
and value perception (Zeithaml, 1988) and Grewal
et al (1998). In other words, purchase intention
reflects the likelihood in which theconsumers will
buy certain products or services in the short-term
buying decision (Wu, Yeh, & Hsiao, 2011).

Factors Influencing Purchase Intention
Towards Private Label Product

In modern hypermarkets consumer purchasing
behaviour is changing over time (Besharat, 2010).
Consumers have wider options in terms of products
selection in terms of manufacturers’ brand and
private brands. In developed countries, some
consumers chose to purchase private brand due
to price (Oh, 2003). In US, private brands hold
nearly every four items sold in the supermarket
and promotion of these items remains active
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(Liljander et al., 2009). In Malaysia, the
consumptions of own brand have also shown
significantly increasing since 2009 (Ganesah, 2010).
Several studies point out that perceived risk,
perceived value for money, perceived quality, price-
consciousness, trust, familiarity are prime
determinants of customer attitude and purchase
intention towards private brands (Zeithaml, 1988;
Dick et al, 1996; Baltas, 1997; Diallo et al ,2013).
some researches highlights on price factor (Burton
et al, 1998) while other argue that non-price factors
may explain the private label proneness of
consumers better than price indicator and are
proven predictors for purchase intention (Hoch
&Banerji, 1993; Sheau- Fen et al., 2012).

Perceived Price: Private brands’ lower prices
are most frequently anticipated as major selling
point than manufacturer’s brands. Baltas et al.,
(2007) concluded that price sensitivity has a
positive and significant relationship with the
intention to purchase brands. Hoch and Banerji
(1993) inferred that decrease in aggregate
disposable income leads to increase in share of
private brands with no change in overall level of
perceived quality of a product. Consumers who
have better attitudes towards private label brands
are extremely price conscious essentially
minimizing other factors in brand evaluations
(Burton et al. 1998). The study of Ailawadi et al.
(2001) proposes that consumer’s decision whether
to buy private label brand is driven by economic
(savings) and hedonic (product quality) benefits
which are reflected by psychographic traits, such
as price consciousness and quality consciousness
and used to identify private label brand prone
consumers.

Berges. et.al (2014) study among French retail
consumers confirmed that consumers are sensitive
to price when they purchase high quality Private
brands compared with National brands in
categories like Pasta, biscuits and jam. The study
looked into few categories only. The study by Singh
and Agarwal (2013) among consumers of Noida
region concluded that price consciousness and
impulse buying determine private label purchase
in food and grocery items. The other factors like
store loyalty and value consciousness also
determine private label purchase. Machavolu and
Raju (2013) studied private label purchase among
consumers of Andhra Pradesh concluded that Price
is one major factor followed by quality that
determine private label purchase in food and
apparel segment. Sathya (2013) studied store brand
preference among consumers of Chennai and found



Volume 9, No. 2

that price, quality, store name, promotions,
extrinsic and intrinsic cue determine purchase in
food and grocery segment.

Perceived Quality: Perceived quality is the
consumer’s judgment about the superiority or
excellence of a product(Zeithaml, 1988). Perceived
quality refers to customer’s evaluation of a product
or a brand that meet an individual’s expectation
(May, Yoon and Kim 2011). Perceived quality is
an important element of brand equity and
determines it as overall and intangible feelings
about a brand that is usually based on underlying
dimension including characteristic of products such
as performance and reliability (Aaker, 1996). Chen
(2008) argues that consumers hope to spend less
money on products, but they can acquire at least
the same quality as other high-priced products.
Perceived quality is very significant determinant
of private label products success (Sprott and Shimp,
2004) and was found that have a substantial impact
on purchase intention(Bao et al., 2011). Sethuraman
and Cole (1997) stated that a perceived quality
difference is an important reason for consumers
to pay more for the national label products.
Richardsonet al. (1996) found that a perceived
quality difference between private label products
andnational label products influenced consumers’
propensity to purchase private labelproducts.
Perceived quality differential is one of the major
factors that determine the private label purchase
in products like cheese, cookies, flour, frozen pizza,
jams, jellies and ketchup, among US consumers
(Sethuraman and Cole (1999).

The study by Machavolu (2014) among retail
consumers of Reliance retail outlet in Andhra
Pradesh concluded that quality is an important
factor that determines private label purchase in
food, grocery and apparel segment. Singh (2014)
study among retail consumers of NCR region found
that quality and brand image determines consumer
preference of private brands in apparel segment.
Permarupan.et.al (2014) studied Private label
purchase among consumers of Malaysia and
concluded that familiarity and perceived quality
as major factors that determine store brand
purchase in general. This study didn’t look at any
category. Gala and Patil (2013) concluded that low
quality is one factor that reduces private brands’
purchase in general. The study by Nandi (2013)
among consumers of Kolkata confirmed that quality
and reliability are the major factors that determine
private label purchase in categories like durables,
personal care, apparels and consumable products.
However, consumers tend to make trade-off
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decisions between quality and price when choosing
different products in similar category. If consumers
see little quality difference between private label
products with other products or if they think the
price difference is larger than the quality difference,
they may prefer to purchase the private label
products.

Perceived Risk: Consumer behavior is associated
with a risk in the sense that any action of
aconsumer will have consequences which he cannot
predict with certainty, and some ofwhich at least
are likely to be unpleasant (Bauer, 1960). Perceived
risk is the uncertainty of a desired performance
that all customers experience when making
purchasing decisions (Dowling, 1986). Risk may
manifest itself in a variety of ways such as fear
that product may not posses’ deliverable attitudes,
a sense that the purchase of particular brand may
invite social disapproval or uncertainty regarding
brand performance (Dick et al., 1995).

Mitchell (1999) contends that perceived risk is
actually a multidimensional phenomenon which
can be segmented into various different risk
components. Financial risk describes the
probability when the buyer is anxious about losing
money after purchasing aparticular product
According to the Schiffman and Kanuk (2010)
financial risk is the risk that the product will have
on it is price that is not in accordance with the
consumers’ costs to get it. Performance risk appears
when consumers are afraid that the product does
not perform satisfactorily or notprovide benefits
as promised. Bettman (1973) believes that
consumers tend to use their own knowledge
andexperience to judge the performance of a
specific product. Especially, if the consumers
purchase a product at thefirst time, there is a
significant increase in their risk perception due
to lack of information or expertrecommendation
(Arslan, Gecti, &Zengin, 2013).Physical risk reflects
the concern of negative consequences that can
damage the heath or injure physically theusers
after using a typical product (Mitchell, 1998).

Veronika (2013) concluded that the financial risk
perception has a positive andsignificant effect on
purchase intention. Richardson et al. (1996)
advocated that the level of perceived risk in a
specificproduct segment is a vital factor in private
label product purchases. Thus, certaincategories
of merchandise are more suitable for private brands
than others. Pastresearchers indicated that
consumers’ perceived risk negatively influence the
intention topurchase private label products (Dursun
et al., 2011; Bao et al., 2011; Jaafar et al.,
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2012;Rizkalla and Suzanawaty, 2012; Tih and Lee,
2013,Mierer et. al2006; Wu et al., 2011; Sheau-
Fen et al., 2012; Arslan et al., 2013 ).

Perceived Value: According to perceived value
means consumer assessment on the utility of
product what is received and what is given (Cronin
et al., 2000). Burton et al. (1998) contend that
consumers also may consider the ratio of quality
received to price paid for an item, and they are
thus value conscious. According to Garretson et
al. (2002), consumers who balance price and
quality in their purchase decisions, have a more
favorable attitude toward private brands. Therefore,
for private label brands, all other things being
equal, greater consumer value consciousness lead
to higher levels of intention to purchase and choice
of private label brands. Kittilertpaisan and
Chanchitpreecha (2013) indicated thatperceived
value is very important in the processof purchasing.
Therefore, consumers are willing to purchase if
they perceived worthvalue in high quality level and
low in price (Chen, 2008).Veronika (2013) reported
that the value of consciousness has apositive and
significant effect on purchase intention consumers
pay attention to a private label attached in their
minds. Murali and Gugloth (2013) studied private
label purchase among consumers of Bangalore and
concluded that consumer prefers private brands
due to cost effectiveness and belief that they
provide value. Factors like offers, packaging and
unavailability of national brands also influence
private brand purchase. Past researchers
indicatedthat consumers’ perceived value positively
influence the intention to purchase privatelabel
products (Diallo et al., 2013, Chang and Wang,
2011, Beneke et al., 2013, Jaafar etal., 2012,
Veronika et al., 2013, Chandon et al., 2011).

Store Image: Store image is defined in the
shopper’s mind, partly by the functional qualities
and partly by an aura of psychological attributes.
Store image develops from consumers’ objective
and subjective perceptions learned over time
(Martineau, 1958). Lindquist (1974) conceptualized
store image structure across nine dimensions which
are service, merchandise, clientele, promotion,
convenience, store ambience, institutional factors,
physical facilities and post transaction satisfaction.
Consumers use a store’s image to evaluate that
store and it will also affect their purchase intention.
Store image has a positive relationship with
patronage intentions and consumers’ purchase
intentions (Grewal et al., 1998). Whereas, Chien
et al. (2014) indicates that the higher store image,
the higher the consumers’ perception of the quality
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of the private label products and hence the higher
their intention to purchase it.

According to Richardson et al. (1994) product
provides a bundle of cues which indicate its quality
to consumers. Those cues are classified as being
two types — extrinsic (store image or product’s
price) and intrinsic (aroma or ingredients) of a
product. Store image, as an extrinsic cue, can
then be as a determinant quality of private label
brand which further shapes purchasing behavior
towards it. A study of Delgado-Ballester et al.
(2014) agreed with a research done by Richardson
et al. (1994) that in case of private brands,
consumers put more emphasis on such extrinsic
cues as name, price, package, design or store’s
identity than then harder to process intrinsic cues,
because they are more easily recognized, integrated
and interpreted.

Chandon.et.al (2011) study in France concluded
that store image perceptions and private label price
image perceptions along with factors like value
consciousness and perceived quality determine the
private label purchase in food and groceries.
Factors like store image and product signature
positively impact consumer’s quality perception
which determines the private label purchase
(Bao.et.al, 2011) in drugs and electronics among
US consumers. Krishna (2011) study in Indian
context with respect to apparels concluded that
private label purchase is determined by image of
the store, brand awareness, cheaper prices,
discounts, comfort, durability, ambience and store
atmospherics. Gupta. et.al (2014) study among
retail consumers of Madhya Pradesh found that
brand image of retailer can influence the perceived
quality and risk associated with private label
purchase which can determine the purchase. It
didn’t look into the category factors. Fischer et.al
(2014) studied private label purchase among
German consumers concluded that private label
share is more related to store loyalty in relatively
higher involvement categories. The study was
limited to food and general merchandise. Rathod
and Bhatt (2013) in their study of retail consumers
of Ahmadabad concluded that store image and
private label brand image can influence loyalty
which determines the purchase of store brands.
The study was limited to apparel category. Kumar
and Jawahar (2013) studied retail consumers of
Coimbatore and concluded that store brand
preference depends on retail patronage. The study
was limited to food, grocery and general
merchandise.
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Store Brand Familiarity: Familiarity is one
among the major factors that influence store brand
purchase. This is determined by product knowledge
and brand comprehension. Familiarity is
conceptualized that “the number of product related
experiences that have been accumulated by the
consumer (Alba & Hutchinson, 1987). Store
brandfamiliarity increase with the information
available about it which can increase store brand
proneness due to reduction in perceived risk and
perceived quality variation associated with these
brands in products like margarine among US
consumers (Bettman, 1974). Raju’s (1977) study
in US context concluded that when consumers are
familiar with the products it can enhance the
consumer confidence which can be detrimental for
purchase. Product familiarity was related positively
to the degree of confidence in brand selection in
a purchase situation for categories like stereo
receivers. This can be applied to private label also.
The study has limitations in terms of looking into
the extent to which information are available with
the consumers and its influence on purchase
decision.

With respect to private brands, familiarity is
empirically proved as an important factor that
motivates private labelproneness by declining
uncertainty. When private brands are more familiar
to the buyers, the difference of riskperception
between national brands and private brands
becomes smaller (Mieres et al., 2006).Mieres et
al. (2006) believe that familiarity factor motivates
the buyers tojudge private brands as high quality
alternatives when they lack experience about these
products. This is to say,when consumers get more
knowledge or information about private brands,
they perceive their quality to be lessdifferent in
comparison with national brands (Richardson et
al., 1996). Sheau- Fen et al. (2012) concluded
that familiarity is the most significant determinant
that has effect onconsumer purchase intention
toward private label directly and indirectly through
perceived quality as well.

Shelf Space Allocation: Shelf space allocation
is a factor that indirectly affects the purchase of
private label purchase. Shelf space allocation can
enhance the visibility of private brands or store
brands. Retailers always place their store brands
in shelvesadjacent to National brands. Dursun.et.al
(2011) found that shelf space allocation contributes
significantly in enhancing product familiarity and
perceived quality. Zameer.et.al (2012) stated that
Private brands are placed near to national brands
to make consumer.

47

Conceptual Framework

Based on extensive review of literature seven
independent variables namely Perceived price,
Perceived quality, Perceived risk, Perceived value
,Store image, Store brand familiarity, Shelf space
allocation were identified to analyze purchase
intention towards private brands as dependent
variable. The objective is to analyze the impact of
impact of Perceived price, Perceived quality,
Perceived risk, Perceived value, Store image, Store
brand familiarity and Shelf space allocation on
purchase intention towards private brands. The
conceptual model is shown in fig 1

From the conceptual framework following
mathematical model can be developed:

PITPB = Bo + P1 PP + B2 PQ + B PR + B4 PV +
B5 SI + B6 SBF + B7 SSA + U
Where,

VETI = Voluntary employee turnover intention in
Private Banks

B = is intercept & constant

B1 — B6 =Coefficients

PP = Perceived price

PQ = Perceived quality

PR = Perceived risk

PV = Perceived value

SI = Store image

SBF = Store brand familiarity
SSA = Shelf space allocation
U = Random error

Research Hypothesis
H :Perceived price has a significant impact on

purchase intention towards private brands.

H:Perceived quality has a significant impact on
purchase intention towards private brands.

H _:Perceived risk has a significant impact on
purchase intention towards private brands.

H :Perceived value has a significant impact on
purchase intention towards private brands.

H_:Storeimage has a significant impact on purchase
intention towards private brands.

H_: Store brand familiarity has a significant impact
on purchase intention towards private brands.

H_: Shelf space allocation has a significant impact
on purchase intention towards private brands.



48

Perceived Price
Perceived Quality
Perceived Risk
Perceived Value
Store Image

Store Brand Familiarity

Shelf Space Allocation
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Fig. 1: Conceptual Model of the Study

Research Methodology

In India, Delhi city is the main focus of this study
as there are many hyper markets operate in this
city. As well Delhi is full ofmulti-social class of
people. Therefore, this research is to study Indian
consumer attitude towards private brands. The
research design used is causal research design with
the objective of identifying the impact of seven
independent variables (perceived price , perceived
quality, perceived risk, perceived value, store image,
store brand familiarity and self space allocation)on
dependent variable (Purchase intention towards
private brands). Data was collected from the
customers through primary sources using
questionnaire as instrument. A survey

questionnaire was prepared using five point Likert
scale (1= strongly disagree; 5= strongly agree) to
measure the response on continuous scale. Sample
frame constitutes the customers of two hyper retail
stores (Big Bazaar and Easy Day) who purchased
the private brand in their purchase. Sampling
techniques was judgemental and the total sample
size was 385. Descriptive and inferential statistics
was used as data analysis tool. Pilot study was
conducted on 25 customers to check the reliability
and validity of the questionnaire. Reliability was
used using Cronbach alpha to understand how
closely the set of items are related as a group or
factor. The Cronbach alpha of various factors
ranges from .79 to .91 which shows that the
questionnaire is highly reliable.

Table 1: Descriptive Statistics of Customer Responses on Independent Variables &

Dependent Variable

Variables Nature of variable N Mean Std Deviation
Purchase intention towards Dependent variable 369 3.97 1.12
private brands

Price consciousness Independent variable 369 4.13 0.95
Perceived quality Independent variable 369 4.38 0.91
Perceived risk Independent variable 369 4.39 0.94
Perceived value Independent variable 369 4.83 0.81
Store image Independent variable 369 4.85 0.65
Store brand familiarity Independent variable 369 4.68 0.76
Shelf space allocation Independent variable 369 3.98 0.78

Analysis & Discussion

Out of 385 questionnaires distributed to the
respondents 369 were found to be complete and
were successful after data cleaning.

Table 1 shows the summary of descriptive statistics
is provided in which identifies the summary of
measurements. The table shows that Perceived
value of brand, store image and store brand
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familiarity are the most important perceived factors
of purchase intention towards private brands while
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self space allocation was perceived as least
important factor.

Table 2: Model Summary of Regression

quality, Perceived risk, Perceived value, Store
image, Store brand familiarity, Shelf space
allocation DV-Purchase intention towards
private brands

Variables R R? Adjusted R? | Std. Error of | Durbin-Watson
the Estimate
IV —Perceived price consciousness, Perceived 0.873 762 .756 .1475 1.480

Table 2 depicts the model summary. It shows that
the all independent variables explain 76.2%
variability on customer satisfaction. The difference

between R2 And adjusted R? is .006 which is very
less; it means that the model can be generalized
for total population i.e. customers of private
brands.

Table 3: Analysis of Variance of Customer Satisfaction on Service Quality Variables

Variables Sum of df Mean F Sig.
squares squares
IV —Price consciousness, Perceived quality, Regression 25.003 7 3.571 11.229 .000
Perceived risk, Perceived value, Store image, Residual 114.817 361 .318
Store brand familiarity, Shelf space allocation Total 139.819 368
DV-Purchase intention towards private brands
Table 3 states that F value is on the higher side explains significant variability on Purchase

and p value is .000 which shows that model

intention towards private brands

Table 4: Coefficients of Independent Variables

Unstandardized Coefficients t Sig. Collinearity Statistics

B Std. Error Tolerance VIF
(Constant) 0.159 0.110 1.44 .131
Perceived price -0.351 0.061 -5.75 .001 .613 1.631
Perceived quality 0.352 0.052 6.76 .001 .456 2.193
Perceived risk -0.465 0.065 -7.15 .000 .539 1.855
Perceived value 0.504 0.069 7.30 .000 .678 1.474
Store image 0.615 0.066 9.31 .000 .621 1.611
Store brand familiarity 0.535 0.069 7.75 .000 .631 1.585
Shelf space allocation 0.096 0.071 1.35 .103 .543 1.842

Table 4 shows the regression coefficients taking
seven independent variables into account namely
perceivedprice,Perceived quality, Perceived risk,
Perceived value, Store image, Store brand
familiarity and Shelf space allocation. The Purchase
intention towards private brandsincreases by .159
when keeping other seven independent factors
influence at zero and this increase is insignificant.
It means that if the stated factors are not present
then there is insignificant purchase intention.

The effect of each independent variable can be
discussed simultaneously by taking each result by
keeping others not changing (constant).

Table also infers that Perceived risk& Perceived
price is negatively related with Purchase intention
towards private brands. It means that as Perceived
risk & Perceived price increases, purchase intention
towards private brandsreduces.
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Looking at t value indicates that Store image has
highest impact (t = 9.31) followed by Store brand
familiarity (t = 7.75) and Perceived value (t = 7.30)

Six independent variables (Price consciousness,
Perceived quality, Perceived risk, Perceived value,
Store image and Store brand familiarity) have
significant impact on purchase intention towards
private brands as p < .05. One independent
variables (Shelf space allocation) have no
significant impact on purchase intention towards
private brandsas p > .05

The colinearity statics shows that the independent
variables are not highly correlated and it verifies
the divergent validity of constructs.

Regression model can be summarized as:

PITPB = Bo + B1 PP + B2 PQ + B3 PR + B4 PV +
B5 SI + B6 SBF + B7 SSA + U

PITPB = .159 - 0.351 PP + .352 PQ + -0.465PR +
0.504PV + 0.615SI + 0.535SBF

Hypothesis Testing

From table 4 hypotheses can be tested, as:

H_: Perceived price has a significant impact on
purchase intention towards private brands as .001
= P < .05. Hypothesis is accepted.

H,: Perceived quality has a significant impact on
purchase intention towards private brands as .001
= P < .05. Hypothesis is accepted.

H_: Perceived risk has a significant impact on
purchase intention towards private brands as .000
= P < .05. Hypothesis is accepted.

H,: Perceived value has a significant impact on
purchase intention towards private brands .000
= P < .05. Hypothesis is accepted.

H_: Store image has a significant impact on
purchase intention towards private brands .000
= P < .05. Hypothesis is accepted.

H_: Store brand familiarity has a significant impact
on purchase intention towards private brands .000
= P < .05. Hypothesis is accepted.

H_: Shelf space allocation has a significant impact
on purchase intention towards private brands .103
= P > .05. Hypothesis is rejected.

Discussion, Conclusion and
Recommendations

The research highlights on the factors which affects
the purchase of private levels in Indian
hypermarkets.The taken model explains 76.2%
variably of purchase intention of private brands
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by identified seven variables.Six independent
variables viz., Perceived price , Perceived quality,
Perceived risk, Perceived value, Store image and
Store brand familiarity have significant impact on
purchase intention towards private brands while
one independent variables viz., Shelf space
allocation have no significant impact on purchase
intention towards private brands. Perceived risk
& Perceived price is negatively related with
purchase intention towards private brands. Store
image has highest impact followed by Store brand
familiarity and Perceived value. The research tests
seven hypothesis out of which six are accepted
and one is rejected.

On the basis of the results of this research, it can
be recommended the hypermarket retailers should
try to enhance the image of their store and their
private brands. They should also create the brand
value which means that the benefits sought must
overweigh its cost.Price,Perceived quality and
Perceived risk are other factors that are also to
be looked into. As price and perceived risk are
negatively related so the retailers should be vigilant
about the price and perceived risks by the
customers of private brand customers.

Results of this research contribute for both retailers
and manufacturers, since the private label products
are increasing in Indian market at high pace so
the hyper market retailers should know influencing
factors on which they have to look into to compete
to the manufacturers’ brand, while manufacturer
brand,whose market position is experiencing more
seriously threatened by private label products also
need to develop strategies to maintain their
products on the researched factors.

This research however has more rooms for
improvement. Further research could be conducted
to a different segment of consumers or expanded
to other hyper markets or geographical area so
that the result of our research may be verified
whether they are reflective of the actual buying
pattern of consumers in India.
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Why Repeat the Failed Experiment? The Logic & the Economic
Cost of the Note Ban

Jiten Kumar Mishra*

Abstract

Demonetization is not new in India. Though twice
tried earlier and failed, it was of late attempted
again for the third time to fight black money,
corruption and counterfeit currency. The recent
note ban was however unique and unprecedented
unlike the previous experiments owing to several
factors. One major difference was its devastating
impact on the lives of millions of people across
our country. The acute liquidity crunch literally
brought the informal sector of India to a standstill
position. The study tries to understand the logic
of using the demonetization exercise again, and
analyzes its economic cost in the light of data
and evidence available. More so, the study
examines the arguments of the advocates of
demonetization and draws a realistic conclusion
with an alternative proposal. It questions if the
government could have avoided this painful
exercise and done it differently to achieve the goals
it desired.

Keywords: Note Ban,
Demonetization, Currency
Counterfeit Notes.

Black Money,
Withdrawal,

Introduction

The abrupt announcement on 8 November 2016
to scrap all 500 and 1000 rupee notes, more than
86% of our currency, at one go with no sign of
hyperinflation or currency devaluation, or even a
war like situation was quite unprecedented and
shocking for millions of people across our nation.
The notes on which the majority of our populace

depended on for their daily livelihood got invalid
overnight. The mayhem it caused in the country
was indeed immense. Though demonetization was
twice experimented in the past in 1946 and later
in 1978, none of them had caused so much pain
to the common man. High value currency notes
of 1000, 5000 and 10000 rupees were scrapped
in both instances to curb black money and
corruption. The history of Reserve Bank of India
(RBI) and the media coverage clearly indicated
that both the experiments had failed miserably
to achieve the desired results (Shankaran, 2016).
In fact, Sir Chintaman Deshmukh and Dr.I.G.Patel,
the sitting governors of RBI during 1946 and 1978
respectively, were both skeptical of demonetization
to control black money in the economy (Shankaran,
2016). Even recently, the report on measures to
tackle black money (2012) by a committee of the
Central Board of Direct Taxes noted the criticism
of the experts on the failure of past demonetization
experiments to fulfill its intended objectives. It
said that currency ban could not be a solution to
tackle black money menace. Less than 15% of the
high value notes were only exchanged during the
previous note bans and the rest never reached the
banks, the report said. Interestingly, the National
Institute of Public Finance and Policy (NIPFP) had
estimated black money to be Rs.11870 crores in
1975-76 and post demonetization, in 1980-81, its
estimation rose to Rs.23678 crores. This again
indicated the utter failure of note ban to curb the
black money. Unlike the recent note ban, both
the earlier experiments had affected the affluent
class only as the majority of the people did not
have the financial capacity to have the high value
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currencies. Despite the past failures and the visible
pain of the common man due to the recent note
ban, we would not draw any conclusions straight
away. Rather, this study will examine the logic of
imposing the same experiment again and analyze
its economic cost based on data and evidences
available so far.

Research Methodology

This is a theoretical and descriptive type study
based on the secondary data extracted from a
number of published sources such as the
documents and the White Papers of the
government, international bodies, and think tanks;
the articles and other publications of the
economists, scholars, and the experts; as well as
the data from both print and electronic media.

The Rationale of Demonetization

A. Preliminary Comments

India is basically a cash-based economy. The 2015
study of PricewaterhouseCoopers reported that
68% and 98% of the total transactions in India
by value and volume respectively are done in cash
(Jain, 2016). Therefore, the cash crunch created
by demonetization, as it wiped out a substantial
part of our currency, shattered the entire gamut
of economic activities particularly those of the
informal sector. The excessively slow supply of
the new currency, the non-functional state of the
automated teller machines mainly due to the
smaller size of the new denominations, caused
enormous pain and misery to the ordinary citizens
of the country. So much so that more than 100
persons from across the country lost their precious
lives. More than 93% of the workforce that worked
in the informal sector was unable to receive their
meager wages as their employers did not have cash
to pay them and thousands among them even lost
their jobs. Innumerable small businesses that
bought raw materials, sold products, and did all
transactions in cash faced heavy loss of revenue
and virtually collapsed. Clearly, the lives of lower
middle class and the poor became distressing
though the upper strata of society did not face
much inconvenience due to their easy access to
electronic transactions. It became evident that the
informal sector that contributed almost half of
India’s gross domestic product (GDP), along with
the people employed therein suffered the most.

Obviously, question arises if the government with
all its highly qualified advisors envisaged the
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magnitude of the demonetization impact on
economy and the lives of common man. Quite
likely, the government understood the potential
difficulties as it was hinted in the Prime Minister’s
address to the nation. What was the logic then to
take such a risky step? Well, the same old objectives
were repeated. The Prime Minister stated that it
was to fight against corruption and black money,
and the counterfeit currency used by the terrorists.
The government probably assumed to confiscate
large sums of money that would justify invalidating
a substantial part of our currency. The study will
examine if demonetization was indeed a logical
step keeping its transaction cost in view and if it
fulfilled the objectives as desired.

B. Black Money & Counterfeit Currency

No one disagrees on the need to eliminate black
money from our economy. The question is if
demonetization was able curb the illicit money or
destroyed it partly. The World Bank had estimated
in 2007 the size of the black economy to be 23.2%
of India’s GDP. The researchers of NIPFP later
estimated the unaccounted GDP (2011-12) to be of
25.4% of Indian economy (Mukherjee & Rao, 2015).
So, approximate calculation of 25% of India’s
nominal GDP of Rs.135 lakh crores (2015-16) is
about Rs.34 lakh crores that seemed to be
unaccounted. Numerous studies suggest that the
unaccounted wealth consisted of real estate, gold,
jewellery, part of it sent out of country through
illegal channels and laundered in tax free havens
and some cash stored clandestinely within the
country. The cash component stored in the country
is however miniscule, at best about 6% of the total
black money (Harriss-White, 2017). Though the
exact cash percentage is unknown, there is
agreement among the researchers of its small share
in the black wealth. Even, a study on behalf of the
Ministry of Finance (2012) found that cash is the
least preferred medium of storing black money due
to its negative rate of return (Rai, 2016). There is
no data or evidence so far to suggest that the recent
demonetization was able to drastically reduce the
expanse of the unaccounted money of this enormous
size or at least unearthed a sizeable part of it.

RBI’s press release of 13 December 2016 stated it
had received back Rs.12.44 lakh crores of the
scrapped notes until 10 December. This is more
than 80% of the total Rs.15.44 lakh crores of the
currency ceased to be legal tender, as reported to
Parliament by MoS Finance AR Meghwal. A few
weeks later, in January 2017, both the Press Trust
of India (Nair, 2017) and Bloomberg (Singh &
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Pradhan, 2017) reported that RBI had already
received back 97% of the invalidated currency by
30 December 2016. Though these media reports
were never confirmed by RBI, the figures did not
seem to be unbelievable as 80% of the banned
notes had already been returned almost three
weeks earlier. Later, the Economics Times reported
on 14 January 2017 that “RBI’s Own Figures
Indicate Return of 15 Lakh Crore of Banned Notes”
and explained the details of its calculation.
Evidently, the majority of the scrapped notes had
returned back to the banking system. It at once
demolished the government’s earlier proposition
that a sizeable part of the black money would be
smothered out of the banking system through
demonetization. It also crushed the hope of the
government of a windfall gain which would result
from RBI’s reduction of liability on account of non-
return of a good number of scrapped notes and
eventual transfer of dividends to it. Ironically, while
defending the government in a public interest
litigation (PIL) against the note ban, the Attorney
General had told Supreme Court that the
government expected to unearth about Rs.4-5 lakh
core of black money in the demonetization exercise
(Vyas, 2016). The return of the majority of scrapped
notes to the banks however did not signify that
there was no black money in the deposits. It simply
meant that those who hoarded it were cunning
enough either to exchange it, or convert it to other
assets, or even to push it into the banking system
through others without getting caught. Its clear
evidences are the raids and the seizure of
substantial amounts of the new currency, the
suspension of numerous bank officials, the large
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amount of deposits in the Jan Dhan and other
no-frill accounts and so on. Though the
government claimed that the tax department would
investigate all the suspicious deposits, yet it seemed
to be extremely difficult due to the voluminous
number of the transactions and the limited
infrastructure of the investigating agencies. Even
if it happened eventually, the demonetization drive
in that case would be at best regarded as a one-
time tax exercise.

The government in fact cited in its reply, the five
year data from 2012-13 to 2015-16, of undisclosed
assets search and seizure statistics of the
Department of Revenue. The data revealed that
the assets confiscated every year ranged from only
5.6% to 7.5% of the total undisclosed income of
the corresponding year (Bose & Dasgupta, 2016).
The cash component of the seized assets most
probably would have been a miniscule percentage.
However, no separate evidence was given to the
court to show the proportion of seized cash or if
there was any increase in cash hoardings over the
years. Even if, one assumed that the unaccounted
cash would have been a substantial proportion of
the undisclosed assets seized, the amount would
be at best in the range of a few hundred crores.
In fact, the search and seizure statistics of 2006-
2012 cited in the White Paper on Black Money
(2012) prepared by the Finance Ministry revealed
that the amount of annual cash seizures ranged
from 3.7% to 7.4% of the corresponding annual
undisclosed wealth. The question is how would
the government justify scrapping of Rs.15.44 lakh
crores to unearth the black cash of only a few
hundred crores?

Table 1: Search and Seizure Statistics

Year Number of Total Assets Seized Undisclosed Income Proportion of Assets
Groups Searched (Rs. Crore) Admitted u/s 132(4) Seized to Undisclosed
of the Income Tax Income (%)
Act (Rs. Crore)
2012-13 422 575.08 10291.61 5.6
2013-14 569 807.84 10791.63 7.5
2014-15 545 761.7 10288.05 7.4
2016-16* 445 712.68 11066.24 6.4

(Taken from the Article of Bose & Dasgupta, 2016) *Provisional Figures

Original Source: Department of Revenue (Cited in Govt. Affidavit to Supreme Court)

Apart from the cash hoardings, the other important
aspect to ponder is about the routine generation
of black money accomplished through numerous
illegal ways viz. corruption, tax evasion, fictitious
transactions and assets, manipulation of accounts

etc. To understand if demonetization was effective
to curb the process of generation of black money,
we are inclined to float a few questions. First, could
the simple note ban capture the complex loopholes
in our systems that are discreetly used to generate
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illicit wealth? Could this experiment seal those
loopholes in the system that is constantly abused
by the tax evader? Even, the hard core proponents
of demonetization would admit that nothing short
of comprehensive structural reforms could give a
halt to the process of generation of black wealth
on a long term basis.

The other objective of demonetization was to
eliminate counterfeit currency used by the
terrorists. Again, responding in one of the PILs
against demonetization, the government affidavit
before the Supreme Court cited the 2016 study of
Indian Statistical Institute and declared that the
value of Fake Indian Currency Notes (FICN) in
circulation was about Rs.400 crores approximately
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and the amount remained somewhat unchanged
for the last few years (Bose & Dasgupta, 2016).
Clearly, the amount of fake notes reported is a
very miniscule percentage of the huge amount of
currency scrapped by the government. It literally
meant that the currency invalidation exercise aimed
to cancel about two dozen fake ones among a lakh
of currency notes. Does not it sound utterly
irrational? The following diagram based on RBI
annual reports portrayed clearly that there was
hardly any growth of fake currency during the last
few years. Surely then, demonetization could not
be considered as a prudent decision nor could it
be the only option to annul a meager volume of
counterfeit notes.
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Figure 1: FICN as % of Notes in Circulation (NIC)

(Taken from the Article of Bose & Dasgupta, 2016)

Original Source: RBI Annual Reports

There has been widespread media coverage quoting
the intelligence sources that the cash crunch had
badly hit the operations of the hawala agents,
terrorism related violence and the left-wing
extremism. Though the sudden note ban crippled
all these nefarious activities that thrived
predominantly on dirty money and fake currency,
their recommencement is only a matter a time.
The criminals would be back in business with the
fake version of the new currencies as soon as the
masterminds get access to the new technology. In
fact, the introduction of Rs.2000 note would make
it rather easier for them to store high volume of
cash more conveniently.

Findings

A. Growth Projections

Most of the international agencies such as the
World Bank, International Monetary Fund (IMF),
and the European Union initially welcomed the

demonetization initiative of our government to curb
black money and corruption. However, the IMF,
World Bank, and the Asian Development Bank
(ADB) acknowledged the negative impact of the
cash crunch though they claimed that the slowdown
of the Indian economy would remain only short-
lived. In October 2016, IMF had projected 7.6%
GDP growth for India in 2016-17 whereas post
demonetization in its dossier on “A Shifting Global
Economic Landscape” it cited a lower projections
of 6.6% growth for the said year due to sharp
decline in business and private consumption.
Similarly, both World Bank (Pasricha, 2017) and
ADB (Mishra, 2016) lowered their growth
projections for Indian economy in 2016-17 to 7%
only. The World Bank cited decline of
manufacturing, private investment, credit and
consumption for cutting down the growth rate.
Several other rating agencies also downgraded
India’s GDP growth rate for 2016-17 as shown in
the graph below.
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Figure 2: GDP Growth Projections for India in FY 17

(Taken from the article of Mishra, 2016)

Original Source: Live Mint Research

B. Cost & Benefit Analysis

To understand the economic implications of
demonetization, it would be necessary to study
both its cost and benefits to the nation. The Centre
of Monitoring Indian Economy (CMIE), an Indian
independent think-tank, studied the demonetization
exercise and made a conservative estimation as it
claimed, of its transaction cost. It estimated the
loss of wages of all those who stood in queue for
hours and days to get cash, the cost of printing
and transportation of new currencies, the
operational overheads of banks for overworking
and recalibration of ATMs, the loss of business
revenues based on calculation of trade bodies, and
quoted the transaction cost of the 50-days
demonetization exercise to be a massive 1.28 lakh
crore rupees (Vyas, 2016). Mahesh Vyas, the
Managing Director of CMIE, said that the study
had narrowed down the calculation of the
transaction cost to the 50-day period only until
30 December 2016 though the effect of the liquidity
crunch, business dislocation and loss of consumer
confidence would be felt for a longer period.
Further, in a separate study, CMIE stated that
the steep fall of automobile sales by about 18%
and the statements of numerous FMCG and
consumer durable companies on loss of their sales
and production cuts amply testified the
consumption disruptions in the economy (VyasA,
2017). It stated that since most of the cuts were
in non-essential commodities, therefore it might
not be easy for the consumption level to return
back to normalcy unless liquidity was restored fully;
and the consumers regained their confidence by
beginning to spend. CMIE projected in another

study the downturn of Indian economy for a longer
period, and its GDP to slide to 6% not only in
2016-17 but also to continue to remain so in the
next five years (VyasB, 2017). The CMIE projection
is actually much lower than those of IMF, World
Bank and ADB. CMIE studies reported that the
sharp reduction in private final consumption
expenditure (PFCE) from 7.5% in 2015-16 to its
projected estimation of 5.5% for 2016-17 and its
negative impact on investments would slow down
the growth of the economy for a longer period.

The advocates of demonetization have however put
forth several arguments as its benefits to Indian
economy. First, demonetization forced most of the
banned currency that included the unaccounted
cash, to return to the banking system and this
would eventually broaden the tax base, improve
government revenues, leading to higher allocation
to social programs. Second, the cash crunch and
the government incentives for digital payments
inspired the people to resort to technology and
electronic transactions, and the country has been
gradually moving towards a formal economy which
would bring about greater transparency, higher
tax compliance and GDP growth. Third, the idea
of demonetization was to change the mindset of
people and it may succeed if followed up with other
actions to fight corruption, and to promote financial
inclusion (Rogoff, 2016). Fourth, India’s cash in
circulation (CIC) to GDP ratio is high at 12.25%
(Mukherjee, 2016) as compared to many other
nations and demonetization would help reduce the
ratio which would be conducive for moving towards
a developed economy. Though there is no dearth
of publications on the benefits of demonetization
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though they are less in number compared to those
citing its flaws. However, since we looked for
neutral and objective arguments and avoided
biased and subjective opinions, therefore it became
a little difficult for us to find more number of
arguments. To be fair, we analyze these benefits
argued before reaching to conclusions.

First, demonetization did force all banned notes
to return to banking system and the cash-strapped
banks got a relief, and even their lending interest
rates got reduced. But then, the banks are unsure
if the cash would remain in the system for long
and if it remained, for how long? Further, the funds
lying in many accounts actually do not belong to
the account holders, making withdrawal a more
likely possibility. Hence, with such uncertainty,
the high non-performing assets (NPAs), and tepid
appetite for borrowing in the market, banks would
not be able to increase their lending significantly
regardless of their low interest rates. As regards
tax revenues, though extremely difficult, it may
be possible for the tax department to penalize
certain number of deposits in the time to come.
However, with weak capital base of the banks, the
decision to park extra funds with RBI or in
government securities with low return or pursuing
both partially would all depend on a host of factors
including government’s borrowing capacity for its
social schemes and other purposes. By the way,
how can the government justify the forceful
capitalization of banks by the money of the people
particularly the poor who struggled from dawn
to dusk to meet his daily needs?

Second, the cash crunch forced the people to adopt
digital payment options. As a consequence, the
business of digital payment companies got
multiplied by several hundred percent overnight
which may be good for the economy to some extent.
However, the government’s vigorous push to use
less cash and embrace the digital payments, though
laudable, seemed to be premature due to lack of
required digital infrastructure, large unbanked
population, poverty and illiteracy, lack of training
and awareness and many more crucial factors.
Interestingly, the RBI data revealed that compared
with last December, the number of digital
transaction fell in January by almost 15% and
continued to fall further in February. So, digital
transactions of February were about 25% less than
that of December 2016. This indicated that people
preferred cash due to various reasons. Low cost,
minimum book-keeping, swift realization,
compulsion due to meager profit margins, privacy
and security concerns were among the main
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reasons of using cash. Therefore, to treat all cash
dealings as black may be totally erroneous.

Anyway, movement towards less cash or formal
economy may not reduce corruption and generation
of black money automatically unless it is
accompanied by reforms in taxation, cyber security,
privacy protection, labour and commodity market,
work contracts and other related areas especially
of the informal sector. Any premature and forceful
action to digitalize everything in a short span of
time without preparation, training and robust
supporting infrastructure for security and privacy
protection of citizens would not only yield
insignificant results but also take a toll on the
health of our economy. Hasty actions would only
make the government more vulnerable resulting
in ceaseless amendments, likelihood of failure and
loss of credibility.

Third, though demonetization sent a strong
message to tax evaders, but the duration of its
impact would depend on other supplementary
measures to tackle the menace of black money
generation and fake currency. Fourth, it is unclear
whether low CIC to GDP ratio could really be the
mark of a developed economy as there were
countries like Japan, Switzerland, and Hong Kong
having higher or similar ratios as India and yet
scored high on World Bank rankings for ease of
doing business and regulatory compliance
(Mukherjee, 2016). Further, arguing that India’s
CIC to GDP ratio is high and then implying its
impact to its black economy and corruption may
also be fallacious as cash intensive economies are
not necessarily corrupt. The clear evidences are
again the above three countries with low corruption
level as per the 2015 corruption perception index
of Transparency International. The size of black
economy of these countries is also much smaller
than that of India. Conversely, South Africa, Brazil,
and Mexico have high corruption despite their low
CIC to GDP ratios and the size of their shadow
economies is bigger than that of India (Kohli &
Ramakumar, 2016). Further, the Deutsche Bank
study of 2016 also indicated that high share of
cash payments did not necessarily indicate a large
shadow economy of a country (Kohli &
Ramakumar, 2016).

Conclusion

Over the last few months, the print and electronic
media, the newspapers, and magazines have been
flooded with data related to demonetization and
its impact on the economy. As observed, there are
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no two opinions among the experts on the short
term negative impact on the economy. The studies
are unanimous that note ban caused significant
damage to the informal sector which may take
sometime to recover. Media is full of stories on
the sad plight of small businesses, farmers, daily
wagers, and small service providers. However, in
the absence of precise data on the informal sector,
it would not be appropriate to comment on the
magnitude of damage caused to it. The views of
the experts vary as regards the duration of the
negative impact as well. The implications will be
clearer after completion of remonetization exercise
within a few months time.

It is rather strange that RBI has not yet disclosed
the final amount of the scrapped currency
deposited in the banks during demonetization. It
has asked for more time to provide the information
in response to the query of Public Accounts
Committee. However, it is likely that total deposits
were close to Rs.15 lakh crores as calculated by
the analysts based on RBI’s own figures released
periodically. If this is the case, then where is the
large amount of black cash that was claimed to
be smothered out of banking system? Though it
is wrong to argue that there was no black cash in
these deposits, yet the truth is there is no data so
far as to how much black cash was unearthed and
wiped out finally. What looks clear however is that
the government machinery was either ill prepared
or under equipped to detect the wrongdoings
swiftly. Whatever is the case, given this experience
of unpreparedness, the limited infrastructure of
the tax department, and the humongous number
of banking transactions, time will only tell us the
amount of tax revenue collected finally on the
unaccounted wealth. With regard to counterfeit
currency, post demonetization a positive scenario
emerged and that touched the heart of every
Indian. Due to cash crunch, there was a massive
downturn in violence and the activities of terrorists
and the naxalites. However, as discussed, it is a
matter of time for the business these criminals to
be as usual.

The argument that demonetization relieved the
banks from their difficult cash-strapped position
does not hold much ground. As the deposits are
involuntary, they may not remain for long in the
banks after removal of the withdrawal cap. Further,
keeping the cash requirements of the economy in
view, it is only logical to assume that a reasonable
size of deposits would be withdrawn for use in
business and other purposes though no one can
predict its scale as of now. Though lending rates
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are reduced due to surplus funds, yet no substantial
benefits are noticed so far in terms of credit
expansion.

The government’s push for formalization of the
economy should not just mean digital transactions
and tax. It has to be accompanied with
comprehensive reforms covering all crucial issues
for the economy particularly for the huge informal
sector. However, to be fair, whatever progress is
achieved with regard to formalization of economy,
no matter how minuscule, should be considered
as plus and the sign of an evolving economy. As
regards the argument to lower the CIC to GDP
ratio, it may be imprudent to act in this direction
hastily without understanding how it would affect
our cash dominated economy. Besides, there are
other macro economic concerns that are more
crucial to look into than the CIC to GDP ratio.

As regards the long term impact of demonetization,
though opinion is divided among the experts, there
is clearly a tilt towards positive effect but noted
mostly with the condition that it was dependent
on the introduction of supplementary reforms.
Most of the international monetary and rating
agencies have made positive comments that the
Indian economy would bounce back as a result of
the reforms initiated by the government. The IMF,
World Bank, and the ADB have projected India’s
GDP growth rate as 7.2%, 7.6% and 7.8%
respectively for the year 2017-18. However, since
no bigger economy has undertaken demonetization
of this magnitude, therefore long term impact
seemed to be largely speculative. The government
has already taken certain initiatives for disclosure
of black money stashed abroad, voluntary
declaration of unaccounted money, curbing of
fictitious transactions, and for mutual sharing of
banking information with various countries. We
are hopeful that the government will undertake
other required reforms as discussed to effectively
fulfill the same objectives it cited, as the goals of
demonetization.

Finally, under the above said backdrop, it is
apparent that demonetization did not fulfill any
of the objectives assigned to it nor was it logical
to undertake the failed experiment again in this
indiscreet manner. Even for an honest observer,
it would be hard to justify the sudden clampdown.
Keeping the pain and the misery of the citizens
as well as its massive transaction cost in view,
can the government claim assertively that
invalidating the colossal amount of Rs.15.44 lakh
crore was the only way to destroy the limited black
money and the meager volume of counterfeit
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currency? Did it justify the cost it entailed on the
economy? Clearly, the answer is no. As some
economists commented, how justifiable is it to use
a sledgehammer to Kkill the rats in the house or to
close down the banks for preventing robberies?
So, did the government have other options to
achieve the objectives it desired? Yes, the
government with well thought-out preparation
could phase out the old currencies gradually by
providing sufficient time to the citizens somewhat
like the discontinuation of 500 Euro bill by the
European Central Bank. There was absolutely no
need of any secrecy. The government could easily
scrutinize the suspicious transactions as it is doing
right now. In fact, the additional advantage in this
case would be the extra time for the tax department
to introduce probably some kind of robust
mechanism to detect and scrutinize the
transactions. Even, the routine unaccounted wealth
search and seizure operations of the department
of revenue could have been fine-tuned to do the
job. How apt is the statement of Prof.Kenneth
Rogof to cite here that the long-term gain of
demonetization depended on its implementation
not on government’s intentions (Karuturi, 2016).
Nevertheless, no action engenders only negative
outcomes. It is undeniable that demonetization did
create some amount of fear in the minds of black
money hoarders and could possibly become a
deterrent (Chakraborty, 2016) at least on a short
term basis. The biggest contribution of
demonetization is the bold message it conveyed
to the tax evaders that their business will not
remain as usual in the time to come and it is now
for the government to expedite comprehensive
reforms for effective realization of the objectives
it originally desired to accomplish.
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Quantification of Risk Appetite for Young Professionals:
An Empirical Study
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Abstract

The debate over quantification of risk appetite
of investor keeps evolving. As the modern portfolio
theory gained prominence, the area has grabbed
researchers’ interest world over resulting into
many significant contributions made so far.
However, this area needs exploration in Indian
context to add to the existing body of knowledge.

This paper is an attempt to contribute in this
direction by developing the instrument for
quantification of risk appetite. The final outcome
of the study is a questionnaire with twelve items
and four factors; 1. Psychological Perspective,
2.Financial Stability Perspective, 3.Societal
Perspective, 4.Tendency to Panic. The researchers
used Factor Analysis (EFA) to surface dominant
factors attributable to quantification of risk
appetite. The methodological framework included
identification of factors by using anti-image
correlations and Varimax Rotated Component
Matrix. The sample of 160 young professionals
from Rajkot and Ahmedabad were found adequate
as per Kaiser-Meyer-Olkin Measure of Sampling
Adequacy. As the study pertains to quantification
of complex behavioral aspect, Chronbach’s Alpha
of fifty percent was considered satisfactory.

The researchers believe that the study will
predominantly facilitate Portfolio Management
Services (PMS) to categorize investors based on
their risk appetite. This would also be of relevance
for Asset Management Companies (AMCs) to

structure the schemes according to the risk profile
of the investors.

Key Words: Portfolio Management Services, Risk
Appetite, Behavioral Finance, Quantification of
Risk, Attributes.

Introduction

With the increasing importance of wealth
management in India, many unsophisticated
investors need to make sound investment decisions.
Understanding risk tolerance has always attracted
financial service providers and consumers. The
tendency towards risky investment alternative and
hence risk tolerance is escalating. Snelbecker,
Roszkowski, & Cutler (1990) cited that risk
tolerance is an important factor that influences a
wide range of personal financial decisions.
Understanding risk and risk tolerance is essential
in apt portfolio management. Choosing a portfolio
not consistent with risk tolerance capacity may
result in investor disappointment.

Despite its importance in the financial services
industry; there remain some unresolved questions
with respect to the “determinants” of risk tolerance.
Factors like homogeneity of risk amongst investors,
investment and age, home country bias of investors,
investors, and wealth etc. have been researched.
In spite of the fact that a number of factors have
been proposed and tested, a brief survey of the
results reveals a distinct lack of consensus. As
Haliassos and Bertaut (1995) inferred, “the current
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body of theoretical literature does not adequately
describe the behavior of individual investors”.
According to risk-tolerance researchers (e.g. Droms,
1988) and financial planning practitioners (e.g.
Opiela, 1996), the ongoing problem of personal
finance is absence of well documented and accepted
instrument for risk assessment. However,
considerable attempts are made to address this
research gap, but systematic efforts are yet to be
put, especially in Indian context with well
diversified individual profiling.

In recent years, investment managers, portfolio
managers, financial planner and researchers have
taken an improved interest in understanding
investor risk tolerance. Much of this interest has
evolved because of advances 1in the
conceptualization of investment management
models. Modern investment decision making
models require investment managers to use, at a
minimum, four factors as inputs into the
development of financial and investment plans.
These inputs include investors’: (a) goals, (b) time
horizon, (c¢) financial stability, and (d) risk tolerance
(Garman & Forgue, 1997; Hallman & Rosenbloom,
1987; Trone, Allbright & Taylor, 1996).

Risk tolerance and risk appetite are seemingly
similar phrases. Researchers, for the purpose of
this study present different view points for similar
phenomena. Risk tolerance is individual’s capacity
to accept loss on the event of market crash (i.e.
the point where investor says, “enough”). Risk
appetite is individual’s willingness to take risk with
anticipation of generating superior returns. This
study is designed to address the phenomenon of
risk appetite. However, the studies measuring risk
tolerance are also of immense help for this study.

Thus quantification of risk appetite becomes a key
importance. The multi-dimensional nature of risk
appetite makes it a challenge to measure. Although
the importance of accurately assessing the financial
risk and its appetite is well documented, the
practice remains not so accurate due to the very
subjective nature of risk taking. The purpose of
this study is to present research findings that
attempts to quantify risk appetite which would
facilitate professional portfolio managers for
decision making with respect to allocation in risky
assets vis-a-vis risk profile of the investors.

Literature Review

Majority of the literature review encompasses
works of authors who have surfaced various
dimensions pertaining to risk tolerance, risk
appetite and various investment decisions.
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Kogan and Wallach (1964) designed the
questionnaire to assess risk preferences through
the use of hypothetical scenarios. Twelve items
using an open-response format, it stated that risk
tolerance is the willingness of an individual to
engage in a behavior where there is a desirable
goal but attainment of the goal is uncertain and
accompanied by the possibility of loss.

Cutler (1995) classified as “myth” the idea that
financial risk tolerance is a simple one-dimensional
attribute. According to Cordell (2001), risk
tolerance is multi-faceted. It is a function of
propensity, attitude, capacity, and knowledge. Of
these, attitude and capacity are most significant.

Using a sample of white collar clerical 220 workers
Grable & Joo (2000) determined that financial
knowledge, income, education, ethnic background,
financial solvency, number of dependency & home
township can be used to predict a personal financial
risk tolerance.

Demographics play important role in determining
risk appetite. Studies have revealed that women
are more conservative than men, and this difference
is attributed to a personality trait in men referred
to as “thrill seeker or sensation seeker”
(Roszkowski, Snelbecker & Leimberg, 1993)

Hanna, Gutter & Fan (2001) mentioned that there
are at least four methods of measuring risk
tolerance: asking about investment choices, asking
a combination of investment and subjective
questions, assessing actual behavior, and asking
hypothetical questions with carefully specified
scenarios.

Weber, Blais, and Betz (2002) conceptualized a
person’s attitude toward taking financial risks to
include risk perception and attitude toward
perceived risk.

Corter & Chen (2006) investigated a new
instrument designed to assess investment risk
tolerance, the Risk Tolerance Questionnaire (RTQ).
The study showed that RTQ scores were positively
correlated with scores on two other investment
risk measures, but were not correlated with a
measure of sensation-seeking which was in line
with Zuckerman (1994) suggesting that investment
risk tolerance is not explainable by a general cross-
domain appetite for risk.

Sulaiman (2012) in his paper has contradicted the
belief that financial risk tolerance of individual
investors decreases with their age. He has taken
several demographic factors like marital status,
formal education, income etc. to measure the risk
tolerance.
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Sreekumar and Ladha (2014) described key non
economic investor characteristics that affect risk
tolerance. They inferred that collectivism,
religiosity, and environment attitude are the key
attributes of Indian investors that influence their
pursuit of non-economic investment goals.

Cooper, Kingyens, and Paradi (2014) characterized
risk by its four distinct elements; propensity,
attitude, capacity, and knowledge. Over 180
individuals were surveyed and their responses were
analyzed to confer results that the
multidimensionality of risk must be considered for
complete assessment of risk tolerance.

Research Methodology

Optimization: Journal of Research in Management

Geetha and Vimla (2014) studied the association
between demographic characteristics and risk
taking capacity of the investors. They proved no
significant relationship between gender and risk
taking capacity of the respondents and significant
relationship between educational qualification and
risk taking capacity.

Kannadhasan (2015) in his paper has classified 778
retail investors with various investment experiences
in terms of financial risk tolerance and risk taking
behavior. He has used the demographic factors viz.,
gender, age, marital status, income, occupation, and
education resulting in terms of financial risk
tolerance and risk taking behaviour.

Research objectives Primary:

young professionals.
Secondary:

To facilitate portfolio managers to decide the fund allocation based on risk appetite of

Quantification of Risk Appetite of young professional.

Data collection

Primary

Criteria for sample selection

Questionnaire was sent to only those respondents who were expected to be of less than 45
years of age and minimum graduate. However, responses received not satisfying these
criteria were removed from data analysis.

Research design

Sample includes investors from the region of Ahmadabad and Rajkot. (Respondents are
young working professionals and investors).

Sampling size : 160 investors

Sampling method: Convenient and Snowball Sampling

Instrument used for data analysis: Factor Analysis (EFA)

Rationale for EFA: Research intended to determine the number of latent constructs underlying
a set of items that defined risk quantification. Being a variable reduction technique, research

aimed at finding the factors affecting the choice of investment depending on the risk.

Table 1: Demographic Profile of Respondents

Age Group 20-30 31-45 Total
Responses 91 69 160
Less Graduate Post Graduate More than Post
than Graduate
Education Graduate
Responses 0o 13 96 51 160
Less between between 51000 greater than
than 26000 to to 100000 100000
Monthly Income 25000 50000
Responses 35 69 27 29 160
No. of Dependent Less 2t03 4 more than 4
Family Members than 2
Responses 64 53 32 11 160
Residence Ahmedabad Rajkot
91 69 160
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Data Analysis and Interpretation

Pertaining to the objective of quantification of risk
appetite of the young professionals, the detailed
questionnaire was constructed. The researchers
defined young investors with the age of less than
45 years. The respondents were selected based on
this criterion. However, further bifurcation is also
made where 91 respondents were found to be in
the age range of 20-30 years and 69 respondents
were from the age range of 31-45 years. This
bifurcation was made to extend the scope of study
in future. By professional, researchers defined
minimum graduate as their qualification. Table —
1 exhibits the demographic profile of the
respondents.

Factor analysis was used for data reduction and
factorization. The process pursued for scale
development was as follows: Initially the tool
(questionnaire) of twenty eight items was
constructed to quantify the risk appetite of the
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investors. Scores were generated for all the items
in the questionnaire to perform appropriate
analysis. The factor analysis was applied on the
responses received. Applying the criterion of fifty
percent anti-image correlation, the items with lower
correlations were removed from the tool. The items
with cross loading in rotated component matrix
were also deleted from the tool.

As the researchers are keen on producing a
questionnaire with comparatively higher accuracy
and reliability, the Cronbach Alpha was used for
reliability test. In that process the items which
were making the instrument less reliable were
removed to make a final questionnaire with
comparatively better reliability and accuracy. Since
the study intends to map the qualitative
phenomenon of risk appetite, fifty percent
reliability was considered to be quite satisfactory.

The final instrument for quantification of risk
appetite was a questionnaire with twelve questions
bifurcated in four factors.

Table 2: KMO and Bartlett’s Test

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .668
Approx. Chi-Square 115.192
Bartlett's Test of Sphericity
Sig. .000

The researchers attempted to ensure the
heterogeneity of the samples included while having
the study. The sampling adequacy of 66.8 percent
was found satisfactory considering the
heterogeneity of the respondents. The Bartlett’s
Test of Sphericity was used to prove the presence
of correlations among variables. Null hypothesis
was rejected to arrive at a conclusion of presence
of correlations among variables.

The VARIMAX - rotated component analysis factor
matrix is shown in Table — 2. The total amount
of variance extracted was 58.6 percent which
explains the level of confidence of the results.

Factor 1: Psychological Perspective

Psychological perspective for risk measures the
readiness to sacrifice for investment. This includes
four variables; Variable 17 (0.860), Variable 11
(0.582), Variable 27 (0.507) and Variable 2 (0.501).
Investment can also be synonymic with the phrase
“postponement of consumption” which requires
an immediate sacrifice. Its general belief that the

risk lover investor will be ready to accept more
postponement and risk averse investor will be
having a limited tendency for postponement.

Factor 2: Financial Stability Perspective

Financial stability perspective attempts to measure
the inclination of investor for financial stability.
This factor includes four variables; Variable 6
(0.685), Variable 19 (0.662), Variable 22 (0.602)
and Variable 12 (0.593). The foremost objective
of any investment is always safety of principal.
The investor more inclined for financial stability
will be more concerned about risk (risk averse
investors). On the flip side, risk lover will not be
so much concerned about financial stability.

Factor 3: Societal Perspective

Societal perspective represents the investors’
decision making based on their thinking from
societal view point. This factor includes two
variables; Variable 1 (0.860) and Variable 3
(0.758). Several times, people tend to take decisions
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Table 3: VARIMAX Rotated Component Matrix

Rotated Component Matrix*
Component
Factor 1 Factor 2 Factor 3 Factor 4 Communalities
VAROOO17 .860 753
VARO0O0O11 .582 .643
VAR00027 .507 424
VAR00002 .501 -355
VAR00006 .685 .578
VARO00019 .662 .586
VAR00022 .602 .401
VAR00012 .593 -552
VARO00001 .860 778
VAR00003 758 693
VAR00026 -753 .663
VARO00024 747 .602
Total
Eigen Values 2.824 1.582 1.421 1.200 7.027
% of Variance 23.531 13.184 11.845 9.997 58.557
Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.

* Factor loadings less than 0.50 have not been displayed

based on their comfort zone in society. This types
of investors are risk averse investors. Investors
who do not bother about such societal perspective
are risk lover investors.

Factor 4: Tendency to Panic

Tendency to panic elaborates the response of
investor while facing loss. This includes two

variables; Variable 26 (0.753) and Variable 24
(0.747). Panic is a perfect psychological factor
resulting into erratic decision out of indecisive
situation. It was observed several times that
investors tend to lose potential gains in tendency
of panic. This kind of investors are risk averse
while risk lover investors would stay calm at the
time of panic or create more long positions lower
down the average cost of investment.

Table 4: Reliability Statistics

Reliability Statistics
Cronbach's Alpha
Factor 1 -597
Factor 2 -549
Factor 3 .586
Factor 4 .520
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The study pertains to the area of behavioral finance
where the individual’s responses will be based on
so many identifiable and non identifiable factors.
The researchers set the target of having 50 percent
reliability as satisfactory. All four factors were
checked for acceptable and satisfactory reliability
scores of more than 50 percent.
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The final questionnaire consists of twelve items
having total score of 47. Based on the responses
that we have received and the mathematical tools
like, average, standard deviation, minimum and
maximum we present the summary for the scoring
of risk appetite in Table — 5.

Table 5: Score of Risk Appetite and Fund Allocation

Score of Risk Appetite Percentage of fund allocation
in risky assets

15-20 20%-35%

21-25 35%-50%

26-30 50%-60%

31-35 60%-70%

35-40 70%-80%

40 and above More than 80%

Conclusion

One of the most important decisions of portfolio
manager is to bifurcate the funds among risky and
risk free assets. This study brings forth the
instrument for quantifying risk appetite of the
investor. We strongly believe that the questionnaire
designed as the outcome of this study will help
portfolio managers to take this decision based on
risk appetite of their clients.However, the
researchers are well aware with the fact that the
sample size of the study includes respondents from
Rajkot and Ahmedabad only. Simultaneously it
included young professional respondents only. But
this instrument for quantification of risk appetite
is open for verification and validation with other
investors also. The researchers are keen on
extending this study in future in line with extending
the scope of the study.
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Demonetization (8" November 2016): It’s Impact
without any Prejudice

D.R. Agarwal* & Anshi Goel**

Abstract

The RBI Act empowers the central government
to demonetise any series of bank notes, but the
government can take this decision only on the
recommendation of the RBI (monetary authority
of the country). The government and RBI in
consultation took the decision to demonetise 86
percent of India’s cash in circulation (500 and
1000 rupee bank notes) to tackle endemic
corruption and counterfeits used by terrorist and
other anti social groups. Parallel economy could
be named as black, unaccounted, illegal,
unsanctioned economy and its impact are loss of
revenue to the state exchequer, consumption of
non essential items, investments in unproductive
channels like jewellery, bullion, real estate, luxury
housing and transfer of funds from India through
violation of foreign exchange rules and regulations
is an outcome of corruption. The main objective
of this paper is to examine the impact of recent
demonetisation on the nation’s economy through
the analysis of secondary data. Normalcy has
returned to the currency system post
demonetisation on the pace of cash withdrawals
has come down. The success of demonetisation
is not known to the monetary authority of the
country, but it claims that the move of
demonetisation was well planned.

Keywords: Sectoral cleanup, wider tax net,
Stemming Illicit outflows, Cashless society, Curb
Counterfeiting.

Introduction

There are two schools of thought — one given by
the Classical Economist and Father of Economics
in his masterpiece contribution “‘Wealth of Nations’
published in the year 1776 — there should be no
intervention of any kind by the government in the
economic affairs of an economy for its smooth
functioning. There was an automatic system of built
in flexibility to maintain the equilibrium at the
point of full employment in the economy. The basic
objective was wealth, more wealth and still more
wealth (maximization of wealth). As a result, the
working hours of labour were raised without a
corresponding increase in their wages, the logic
behind the idea was that if workers were paid above
the subsistence level, they would multiply and
ultimately their wages would be settled at the
subsistence level. Under this system, all the
resources of the economy are owned, directed, and
managed by the private enterprises in order to
maximise their profits. Market functioning is based
on price mechanism and all economic decisions
are taken in accordance with the price mechanism.
Private property and law of inheritance are the
two key features of this system. However, this
system leads to the inequalities in the distribution
of economic power because of exploitation of
labour in the hands of capitalists. A surplus is
generated by the labour and it is appropriated by
the capitalists. Society is divided into two groups:
haves and have-nots. Trade unions are the product
of the system leading to industrial revolution.
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Socialistic system is an outcome of the
consequences of the capitalistic mode of system.
Under this system all the resources of the economy
are owned, directed, and managed by the
government under the guidance of the plan
authority. The government for the maximization
of social welfare of the society takes all the
economic decisions. Private property and law of
inheritance both are missing in this system. The
system does not operate on the basis of price
mechanism, there are controls and regulations.
Resources are channelized in different directions
under the guidance of a public authority as per
the priorities set under the plan. Both the systems
have their own merits and demerits.

After the dawn of independence in the year 1947,
the basic problem was the rehabilitation of refugees
and breaking the vicious circle of poverty in order
to put the economy on the road leading to growth
and development. In 1948, Dr. SP Mukerjee (the
then Industrial Minister) gave a model of mixed
economy that is co existence of both private and
public sectors under a common economic plan.
The idea was to gain the merits of both the systems
of capitalistic as well as socialistic models. With
the success story of economic planning in USSR,
India also moved on the path of programme of
development by launching a series of five year plans
and the objectives were to establish a socialistic
pattern of society, removal of disparities of income
and wealth, eradication of poverty and
unemployment, maximization of social welfare and
social security to the most disadvantageous section
of the society and the most backward regions/areas.
Social and economic overheads were created in
the public sector in order to motivate direct
productive activities. Private sector was neither
willing nor capable to carry out the basic
infrastructural facilities because of the
requirements of huge amount of capital and a
sophisticated technology and above all a long
gestation period of such projects.

As a result, public sector gained the commanding
height in the economy without proving
accountability and transparency in the system. The
magnitude of black sector in the form of a parallel
economy developed with the objectives entirely
different from the social and economic objectives.
With the expansion of economic activities,
magnitude of black sector has grown and it has
become a source of power and prestige linked with
conspicuous consumption.

Optimization: Journal of Research in Management

Literature Review

“The conspicuous consumption of new black rich,
their vulgar display of pomp and opulence, their
unlimited accessibility to finance, their nest eggs
in various places and countries, their influence in
important places, all these are new common
knowledge”.* To understand the impact of black
economy, it is essential to have an estimate of
black income over a period of time. Several
attempts have been made to quantify black incomes

in India based on two approaches:

« Kaldor’s approach of quantifying non salary
incomes above the exemption limit of income
tax and

« Edgar L. Feige method of working out
transaction income on the basis of currency
deposit ratio and from it deriving the black
income of the economy

(i) Kaldar’s Estimate: N. Kaldor in his report
on Indian Tax Reform estimated the non-salary
income based on the breakup of national income
into (a) wages (b) income of self-employed (c)
profit, interest, rent etc.

= Compensation of Employees + Mixed Income
+ Operating Surplus

= Income from Work + Mixed Income + Income
from Property and Entrepreneurship

Non salary income = NDP — Income from Work

The difference between the estimated non-salary
income above the exemption limit and the actual
non-salary income assessed to measures the size
of black income.

(ii) Wanchoo Committee’s Estimate: Direct
taxes enquiry committee (Wanchoo committee)
followed the method adopted by Kaldor with
suitable modification. According to Wanchoo
committee estimated income on which tax have
been evaded would probably Rs. 700 crore and
Rs. 1000 crore for the years 1961-62 and 1965-66
respectively. Projecting this estimate future to
1968-69 on the basis of percentage increase in
national income from 1961-62 to 1968-69, the
income on which tax was evaded for 1968-69 can
be estimated at a figure of Rs. 1800 crore.

(iii) Rangnekar’s Estimate: Dr. DK Rangnekar
as member of Wanchoo committee, in his minute
of dissent considers the estimate made by the
Wanchoo committee as under estimates. The
projection of black money for 1968-69 and 1969-
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70 were Rs. 2833 crore and Rs. 3080 crore
respectively. The compound rate of growth of black
income was of the order of 13 percent per annum
at current prices, where the compound rate of
growth of national income for the same period
was 11 percent per annum.

(iv) Chopra’s Estimate: The crucial finding of
Chopra’s study is that after 1973-74, the ratio of
unaccounted income to assessable non-salary has
gone up, whereas the Wanchoo committee assumed
this ratio to be constant. Consequently, after 1973-
74, there is wide divergence between the estimates
of Wanchoo committee and those of O.P Chopra.

(v) Gupta’s study of black income using
Feige’s method of Transaction-Income ratio:
Poonam Gupta and Sanjeev Gupta have raised
some fundamental objections regarding Kaldor’s
methodology used in estimating black income in
India. Since the income generated in the illegal
economy is not reported for the calculation of
official GNP, the estimate of GNP, which are used
as a basis for estimation of black economy are
serious under estimates. Gupta made use of Feige
method of estimating the magnitude and growth
of the black market. Feige assumed that the ratio
of total transactions to total income was relatively
stable. According to this study, the absolute size
of the black income in India increased from Rs.
3034 crore in 1967-68 to Rs. 46867 crore in 1978-
79 that is by more than 15 times. The relative
share of the black economy was 9.5 percent of
GNP in 1967-68 but it has jumped to nearly 49
percent by 1978-79. The study further indicates
that 1 percent increase in overall taxes leads to
more than 3 percent increase in the black income
relative to official economy.

(vi) NIPFP study on black economy in India:
National Institute of Public Finance and Policy
conducted a study under the direction of Dr. S
Acharya, formerly of the World Bank; Dr. Raja
Chelliah was the overall supervisor of the study.
The study defines black income as aggregate of
incomes, which are taxable but are not reported
to tax authorities. It is the extent to which estimates
of national income and output are biased
downwards because of deliberate false reporting
of incomes, output and transactions for tax evasion,
flouting of other economic controls and relative
motives. NIPFP study concludes “A total black
income generation of Rs. 36786 crore or in round
number Rs. 37000 crore out of total GDP at factor
cost of Rs. 173420 crore seems to be on high side,
although it turn out to be less than 30 percent of
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GDP as against some extravagant estimates placing
it at 50 or even 100 percent of GDP”.

(vii) Suraj B. Gupta study of black income:
Dr. Suraj B. Gupta made a guess estimate of black
income for three selected years 1980-81, 1983-84,
and 1987-88. The estimate reveals that black
income was around Rs. 51000 crore in 1980-81
and it shot up to Rs. 85000 crore in1983-84 and
further skyrocketed to Rs. 149297 crore in 1987-
88. It would be desirable to calculate black income
as proportion of GDP of the non-agricultural sector,
since there is no scope for generation of black
income in the agricultural sector. The general
growth rate of annual black income was somewhat
higher than the annual growth rate of real GDP.

(viii) Arun Kumar (Understanding the black
economy and black money in India, Aleph
Book Company): The black money in the form
of cash was only about 1 percent of the black wealth
held in the country and as per official estimates
only 3.5 percent of the black income generated in
2016. Not only do a vast majority of Indians, rich
and poor, use cash and not credit cards for making
daily financial transactions but also businesses need
it for working capital to buy raw materials, pay
wages and other requirements for production and
sales. According to research in 2015, only 22% of
adults in India have access to internet. This means
vast majority, who do not have access..., will be
unable to use banking. Only 17% of Indian has
access to mobile phone banking. In a population
of 1.3 billion, there are 24.5 million credit cards
and 661.8 million debit cards. A large number of
Indians do not have access to credit or debit cards.
Most small business does not have card readers
so cashless economy cannot become a reality
overnight. 80 percent of the Rs.500 and Rs.1000
notes was white money used by businesses and
citizens.

The creation of a parallel economy as a
consequence of the growing proliferation of black
money in every sector of economy has been very
serious and in number of ways pernicious
influences on the working of the Indian economy.
The impact of black income could be seen with
loss of revenue, consumption of non-essential
articles, investment in jewellery and luxury housing,
black liquidity and the transfer of funds from India
through tax heavens.

It is the parallel economy, which does the backseat
driving, while the political leadership acts as the
mouthpiece of big business to justify the abolition
of controls or introduction of a dual system of
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prices in the name of productivity or national
interests. It was due to the pernicious impact of
black money on Indian economy and polity that
the Wanchoo committee concluded, “It is therefore
no exaggeration to say that black money is like a
cancerous growth in the country’s economy, which
if not checked in time, is sure to lead to its
ruination”.?

Objectives
The main objectives of this paper are as follows:

1. To examine the meaning of demonetisation as
a measure to curb black money

2. To examine the history of Indian Economy (post
independence) in relation to step of
demonetisation

3. To examine the impact on the national economy
and recent demonetisation dated 8.11.2016

4. To analyse the management aspect of
demonetisation

Research Methodology

This paper is based on secondary data taken from
authentic and standard sources like various issues
of Economic surveys, research papers published
in standard national and international journals of
report, daily newspapers and reports like direct
taxation enquiry committee etc. simple statistical
tools have been applied for the analysis of different
objectives.

Main Theme

Corruption appears as a factor reflecting deviation
from the avowed objectives of the state. According
to Rose Ackerman “institution designed to govern
the inter-relationships between the citizens and
the state are used instead for personal enrichment
and the provision of benefits to the corrupt”.s

Corruption raises the cost of development; it breeds
inefficiency in departments to produce inferior
quality goods. Corruption creates black or parallel
economy and thus a vicious circle. It is virtually
important that corruption should be eliminated
or considerably reduced, so that the phenomenon
of black economy does not destroy the vitals of
the society.

In 2014, the Lok Sabha election was fought mainly
on the issue of corruption and development. After
coal, 2G Spectrum, common wealth games exposed
by CAG and other agencies, the people of India
voted for the new government. Under the
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stewardship of Prime Minister Narendra Modi, who
promised that black money slashed abroad, would
be bought back within 100 days of coming to
power, but this did not happen due to n number
of reasons. If a survey is made for the measures
undertaken to unearth black incomes since
independence, the principal measures were:

> To check tax evasion (based on the
recommendation of various committees and
commissions set up by the government in
different years)

» Voluntary Disclosure Schemes floated by the
government (for converting black money into
white on payment of what turned out to be in
most cases, a small amount of conscience
money)

> Special Bearer Bond Scheme (such efforts as
the bearer bond scheme to tackle the problem
are only half hearted measures)

» Demonetisation (RBI Act empowers the central
government to demonetise any series of bank
notes.

However, the government cannot take this decision
on its own. The RBI needs to recommend it first.
The law provides for a 21 member board including
14 non-official members, but the bank has been
operating with less than half the prescribed
strength. There are 10 board members at present
on the board of RBI).

The basic philosophy of demonetisation is based
on the assumption that all black incomes are held
in cash, but that is only a small part of the total
black incomes, which is held in liquid form. In
1946, demonetisation was resorted to but the direct
tax enquiry committee admitted, “Demonetisation
was not successful then, because only a very small
proportion of total notes in circulation was
demonetised (that is 11 percent)”. Another
demonetisation was attempted in 1978 of high
demonetisation notes (Rs. 1000, Rs. 5000 and Rs.
10000 notes) and these notes as on that aggregated
to Rs. 146 crore. Notes tendered to RBI amounted
to Rs. 125 crore as per data available until August
1981. Demonetisation thus again failed because it
could not make a dent on unearthing black money.

Indian economy and its tax base have long been
hobbed by a parallel economy running on cash
hoarded by people avoiding paying taxes. Use of
illicit money is so prevalent that raids on dishonest
politicians and businesses regularly turn up people
holding crore of rupees in cash, sometimes stashed
away in false ceilings and walls. Much of the illicit
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money in India is believed to be used in real estate
purchases, which make up more than 6 percent
of India’s 2.3 trillion dollar economy. According
to Mumbai based consultants, it has been estimated
that 30 percent of these transaction are done with
untaxed funds or black money. Successive
governments have struggled with under reporting
of taxes, seen as a major hurdle in expanding state
revenues, as well as growing undisclosed incomes
to avoid taxation. A substantial amount of black
money is secreted away to account overseas.
Moreover, fake bank notes have been a major
concern for India, because 250 of every one million
bank notes in circulation were fake. The
government in consultation process with RBI, as
per rules, took a decision on 8% November 2016
to demonetise 86 percent of India’s cash circulation
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(Rs. 14.2 trillion in currency notes of Rs. 500 and
Rs. 1000 was in circulation as on 31% March 2016,
according to RBI data).

There are divergent estimates about the black
money stashed abroad; some place it is at 10
percent of GDP, some others say that it is equal
to 100 percent of GDP (nearly 2 trillion US dollar).
CBI places this figure at $ 500 billion; the US
based global financial integrity estimates this to
be $ 440 billion. BJP made the estimates if all
that black money stashed returns, and then all
Indian would get 15 lakh each.4 (That was dubbed
to be merely an electoral phrase). Some person
blames the rate of taxation for the exponential
growth of black money. However, the table given
below does not prove this fact.

Table 1: Maximum Marginal Rate of Personal Income Tax-1994

Country Percent Country Percent
India 30.0* China 45.0
Denmark 65.0 South Korea 45.0
France 56.8 UK 40.0
Germany 53.0 Indonesia 35.0
Sweden 50.0 Brazil 35.0
Japan 50.0 Mexico 30.0
Egypt 48.0 Russia 30.0
USA 47.5 Singapore 30.0

*For 1997-98 onwards

Source: Tata services Ltd., Statistical outlines of India (1996-97)

If we examine the measures (other than
demonetisation), taken so far reveals that the
government has miserably failed to tackle the
problem created by black money. That is why this
move of demonetization was a welcome step to
eradicate the evil of parallel economy. The ban
will help to choke the flow of counterfeit high value
bank notes militant groups use to fund their attacks
against the country enemies from across the border
have run their operations using fake currency notes.
The government on 19.12.2016 allowed the use of
junked Rs. 500 and Rs. 1000 currency notes until
Dec. 30, 2016 for paying tax on disclosures made
under the tax evasion amnesty scheme. A holder
of unaccounted cash in Rs. 500/1000 notes could
deposit half of it (50 percent) in any of the 29

scheduled bank can accept income tax. A quarter
of the amount (25 percent) could be deposited in
cash in the non-interest rate bearing PMGK Deposit
scheme 2016. The remaining 25 percent could be
deposited in individual account.

Facts to be Highlighted

1. Total Value of currency notes in circulation
in March 2016 = Rs. 16,415 billion

= (47.8% of Rs. 500 + 38.6% of Rs. 1000 +
9.6% of Rs. 100 + 1.2% of Rs. 50 + 0.6% of Rs.
20 + 1.9% of Rs. 10 + 0.3% of Rs. 2 and 5) =
86.4% (Rs. 500 + Rs. 1000) + Rs. 218 billion
value of coins in circulation in March 2016

Source: Daily HT 10.11.2016, P-8
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2. Black Money Hardly Liquid
Table 2: Black Money Hardly Liquid (All figures in Rs. Crore)

Year Total Hidden Wealth Cash Component in Cash component in
Seized hidden wealth percentage
2012-13 10291 465 5
2013-14 10791 607 6
2014-15 10288 586 6
2015-16 11066 532 5
2016-17(31.10.2016) 7700 408 5

Source: Daily HT 12.11.2016, p-6

3. Cash is still king in India
Table 3: Cashless Around the Globe

Name of the Country Percentage (cashless transactions)
Singapore 61
Netherlands 60
France 59
Sweden 59
Canada 57
Belgium 56
UK 52
USA 45
Australia 35
South Korea 29
Spain 16
Brazil 15
Japan 14
China 10
India 02

Source: Master Card Advisors

4. Report Card

v' 86% of currency was sucked out of circulation by note ban

104 deaths (linked to demonetisation)

60 order related to demonetisation had been issued by 19 December, 2016

Rs. 14.2 trillion currency notes of demonetisation of Rs. 500 and Rs 1000 as on 31 March, 2016

AN N NN

Rs. 12.4 trillion is the amount banks had received since demonetisation as deposit till 10 December,
2016 (about 87% returned)

Source: Daily HT 26 December, 2016 p-13
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Impact of Demonetisation (8.11.2016):

(i) Growth and Employment: Milton Friedman,
the great Chicago economist, argued that the great
depression happened because of shortage of money.
Milton had a strong faith in free markets but he
did not believe that a market economy could
function, when there is an acute shortage of money.
One man’s expenditure is other’s income and so
on the process goes on. There is a cascading effect
on transactions, with the result that GDP shrinks
by much more than the original short fall in
liquidity. Economists often head where angels fear
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to tread to quantify the unquantifiable and put
out a precise number that a 1-2 percentage point
decline is likely in the growth rate due to
demonetisation. If the economy has been expanding
by 7.1%, the prospect is for it to slow down to
6.1% or worse to 5.1%. 2 percent cashless economy
cannot be built up as a 50 percent cashless
economy in short period. As a result:

Cash Crunch in an economy = Aggregate Demand
{ = Investment ¢ = Employment Volume { =
Income and Output { = Growth Rate

Table 4: Macroeconomics Fundamentals of India

Year GDP at Constant Fiscal Deficit CPI (% age) Sensex (% age)
Prices (%age) (% of GDP)
2012-13 5.6 4.8 10.1 8.2
2013-14 6.6 4.5 9.3 18.8
2014-15 7.2 4.1 5.9 24.9
2015-16 7.6 3.9 4.9 9.4
2016-17 7.1 3.5 5.06 5.07
(Estimates) (RBF) (Budget Estimates) (April-Nov. 2016) (till 30.12.2016)

Source: Daily HT, 31.12.2016, p-19 (The year in Review)

30

Macroeconomics Fundamentals of India

25 249

=4+ GDP at constant prices

20

(%age)

15

—f— Fiscal Deficit (% of GDP)

10

CPI (%age)

= Sensex (%age)

2012-13 2013-14 2014-15 2015-16

2016-17

Analyst polled by Reuters had expected a 6.4%
growth rate in the quarter to Dec. 2016. The pace
of growth did, however slow from 7.4% logged in
the second quarter of the fiscal year. The Centre
Statistics Office (CSO) retained its projection that
the economy will grow 7.1% in 2016-17 slowing
down from 7.6% in the previous financial year.
On 1.2.2017, CSO revised the 2015-16 GDP growth
number to 7.9 percent from 7.6 percent estimated
earlier except construction (2.7%) and financial
& real estate (3.1%) sectors, all other sectors grew
at a faster pace in the third quarter compared
with the preceding quarter. The first and second
quarter GDP growth estimates were also revised
upward by 10 basis points to 7.2% and 7.4%
respectively. Private final consumption picked up
in the third quarter to grow 10.1% against 5.1%
in the second quarter. Manufacturing was expected

to be hit due to falling consumption demand; it
grew 8.3% in Q3 against 6.9% in Q2.

India’s factory output as measured by the index
of industrial production rose 2.7% in Jan. 2017,
apparently shrugging off the impact of
demonetisation. Data released by CSO showed that
in Jan. 2017, mining, manufacturing, and electricity
output increased at the rate of 5.3%, 2.3%, and
3.9% respectively. Capital good production, a key
indicator of investment demand in the economy
also rebounded, growing by 10.7% in the month
of Jan. 2017. Consumer demand is yet to be picked
up, consumer goods production contracted by 1%
mainly because of a sharp fall in consumer non—
durable goods production. However, the impact
of demonetisation is not fully captured, as IIP
numbers do not factor in unorganised sector data
India’s economy 7% in the third quarters.
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World Bank CEO, Kristalina Georgieva, “To ban
high value bank notes as part of efforts to stamp
out corruption will have a profound and positive
impact on India’s economy. Demonetisation may
have caused some hardship to people living in the
cash economy but in long run the move will help
to foster clean and digitalised economy.”®

Today, India stands before a unique moment in
history. It could choose to squander its immense
potential with its antiquated socio-political system,
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heritage, democratic values, and a young
demography to transform the lives of its 1.3 billion
citizens. According to a study made by Pricewater
house coopers, “It will have to create jobs on a
scale that can absorb 10-12 million people, who
join the workforce every year, including members
of the emerging middle class- a billion strong by
2034. Only 1,35,000 jobs were created in 2015,
the lowest in seven years and 67% lower than the
number created in the last year of the UPA
government.

Table 5: Volume of New Jobs

Year

New Jobs Creation

2009

12,80,000

2010

8,70,000

2011

9,209,000

2012

3,21,000

2013

4,19,000

2014

4,21,000

2015

1,35,000

In one quarter of 2016-17, for which official data
is available 77,000 jobs were created, of which
50,000 were government jobs. In 2016, the
employment survey methodology was changed,
expanding it to all the states, unemployment rate
as of Feb. 3, 2017 was 6% (+1% higher in respect
to base Sept. Dec 2015). However, demonetisation
has adversely affected the unorganised sector and
casual daily wage labour. Negative perception about
employment is the highest since Modi government
took over. Data on rural wages, released by RBF,
shows that non-agricultural wages have done much
worse in comparison to agriculture wages in the
month of Nov. and Dec. 2016.7

(ii) Medical Tourists: Demonetisation of high
value currency notes has added to the problems
of several foreign nationals, who are in India for
medical treatment. They were facing in difficulties
in getting exchange for foreign currency and paying
hospital, food and accommodation bills. India has
become a hub of medical tourists because of the
factors namely: 1. Cost is a major driver for nearly
80% of medical tourists across the globe 2.
Availability of accredited medical facilities 3.
Among medical tourism corridors of Singapore,
Thailand, Malaysia, Taiwan, etc. India has the
second largest number of accredited facilities and
4. Chennai, Mumbai, Andhra Pradesh and Delhi
NCR are the most favoured medical tourism
destinations. The medical tourism industry in India
is valued at USD 2 billion in 2015, with India

issuing 1.3 lakh medical visas that year. Africa
account for more than half the overseas patients
(51.1%) followed by Asia and the Pacific (22.5%)
and the America (15.7%), shows- Ministry of
tourism data. This problem was an outcome of
the immediate effect of demonetisation.

(iii) Farmer’s Plight and Farmers Loan
Waiver: In chasing higher and higher GDP growth
rates, India tends to gloss over two facts (farm
growth cut poverty twice as fast as industrial
growth and a one percent rise in agricultural output
raises industrial production by 0.5% and national
income by 0.7%.in other words, the country’s
fortunes are structurally tied to its farmers. Two-
third of Indians relies on a farm-based income.
Policy makers celebrated the green revolution for
too long without realising it had run its course.
Delinking farms and rains still remains a challenge.
The rate of investment in agriculture in the 80s
and 90s was between 8-12 % with such a low
spending in agriculture, farm growth hobbed at
2.4 % or so. Even today, irrigated lands make up
only 40% of the country’s arable land, making 60%
of the net sown area vulnerable to monsoon failure.
Therefore, area cannot be expanded but only way
to go to raise productivity. Input subsidies cannot
help as per our expectations.

Investment —{ Rate of Growth ! farm incomes }

(farmers are disillusioned to abandon farming —
where do they go
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Share of agriculture in GDP (percent points) has
gone down from 38.6% in 1972-73 to about 14%
in 2012-13 and hen marginally up to 17% in 2015-
16. There is a leakage between GDP growth rate
and change in the sales of passenger vehicles, two
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wheelers, TV sets, and refrigerators (consumer
durables). Farm investment has now reached 20%
or so of the GDP but most of it comes from the
private sector. Experts recommend that public
investment must also go up.

Table 6: Trends in Agricultural Growth Rate

Year Growth Rate (%age points)
2012-13 15
2013-14 4.2
2014-15 -0.2
2015-16 1.2
2016-17 4.1 (Year after demonetisation but of good monsoon after two
consecutive droughts)

A UN report said one farmer commit suicide every
32 minutes between 1997 to 2005. So far, the
centre has waived farm loans twice in 1990 and
2008. Under the agriculture debt waiver and debt
relief scheme of 2008, the government waived
entire loan to marginal and small farmers (up to
2 hectares land holding) and offered one time relief
of 25% to other farmers. A 2015 International

Council for Research and International Economics
Relations (ICRIER) paper says that massive write
off loans in 2008 took its toll on the banks;
increasing the non-performing assets of commercial
banks, three fold between 2009-10 and 2012-13.
Despite government efforts to increase institutional
lending in rural areas, many still borrow from
moneylenders.

Table 7: Proportion of Sources of Lending in Rural Areas

Year Institutional Source (% age) Non-Institutional Source (% age)
1951 7.2 92.8

1961 14.8 85.2

1971 29.2 70.8

1981 61.2 38.8

1991 64.0 36.0

2002 57.1 42.9

2013 56.0 44.0

Source: NSSO, Quoted from Daily HT (28.12.2016), p-19

According ICRIER, generalised loan waivers should
be avoided as these impair the agricultural credit
channels.

(iv) Connection between high cash economy
and corruption: Cash in circulation in an
economy has little correlation with corruption, a
comparative analysis of World Bank and
transparency international data suggests, deepening
suspicious that those with black money prefer to
keep their ill-gotten wealth in other forms of assets.
While figures show that India holds 11.8% of its

economy is ranked a poor 76" in the global
corruption ranking. Germany, at the 9™ in the graft
ranking, has a 8.7% cash economy. Hindustan
times analysed the cash in circulation and GDP
of 26 countries- 12 top economies barring the US
and China, 12 very corrupt countries with stable
government and three midsized economies with
varying corruption ranks. Table given below clearly
establishes that there is no correlation between
cash in circulation as a portion of its GDP with
corruption.
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Table 8: Cash in Circulation as a Portion of its GDP with Corruption

Country GDP (in trillion Currency in circulation (in Currency in ratio to Corruption
dollar) billion dollar) the GDP (%age) Ranking
Japan 4.12 852 20.7 18
Germany 3.36 203 8.7 10
France 2.42 227 9.4 23
India 2.07 245 11.8 76
Ttaly 1.18 199 10.9 61
Brazil 1.77 68 3.8 76
Canada 1.55 59 3.8 9
Korea 1.38 77 5.6 37
Australia 1.34 54 4.0 13
Russia 1.33 139 10.5 119

The analysis of data showed up: Russia, the world’s
13 largest economy and Spain, the 14™ largest,
shared the same proportion of cash economy. Yet,
Russia is ranked 119 on the corruption index while
Spain is also cleaner at 36.

(v) Tax Evasion, undisclosed income to see
a decline: Demonetisation appears to have
provided the impetus for the expansion of formal
economy and has laid the groundwork for a
corruption free India by giving authorities an
insight into the income of taxpayers and the source
of their earnings. Direct tax collection soared from
6% in 2015-16 to 15% this year and is and is
expected to rise further primarily due to the
government’s crackdown on black money.
Demonetisation is also an exercise on the part of
the government to eliminate corruption, black
money, counterfeit currency, and terror funding.
While securing bank notes against counterfeiting
was cited as the objective of the withdrawal of
17,165 million pieces of Rs 1000 notes- valued at
Rs. 15.44 lakh crore, there was no official estimate
of fake note in circulation. However, a study

conducted by Indian Statistical Institute, Kolkata,
on statistical estimation of counterfeit notes
indicated that FICN in circulation was
approximately Rs. 400 crore and around Rs. 70
crore was been pumped into the system annually®.

The cash to GDP ratio in India is 12.2%, while in
most developed and developing economies it
remained between 2 to 5 %. Demonetisation has
also given huge push to digital money and thrust
towards a cashless economy and the thrust is now
on transparency, so many people will now come
under the income tax net.

Black money worth Rs. 14697.24 crore has been
unearthed in the April to Feb. period of 2016-17
against Rs. 11,226 crore during the entire financial
year of 2015-16. During the two months of
demonetisation from Nov. 2016 to Jan. 2017, the
government unearthed unaccounted cash worth
Rs. 513 crore, of this Rs. 110 was in new currency.
The direct tax collection has jumped from 6% in
2015-16 to 15% this year entirely on account of
action against black money.

Table 9: Heightened Tax Vigil

Year Total Undisclosed Income Admitted (Rs. Crore) | No. of Entities Raided
2012-13 10291.61 422
2013-14 10768.55 568
2014-15 10228.05 545
2015-16 11226.02 447
2016-17 14697.24 1037

Source: Daily HT, 20.03.2017, p-9
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(vi) Tax collection and government’s
expectations: Direct tax collections are likely to
fall short of budget target in 2016-17 with the
government managing to garner only 73% of the
estimated collections in Feb. 2017. Data released
by the finance ministry show that direct tax
collections in April-Feb. 2017 amounted to Rs. 6.17
lakh crore, a 10.7% rise from a year ago. After
adjusting refunds corporate tax collections grew only
2.6% while personal income tax collections were
up 19.5%. Indirect tax collections until Feb.
amounted to Rs. 7.72 lakh crore, a 22% rise from
the year ago period.®

Management of the Impact of Demonetisation

The Economic survey 2016-17, acknowledged that
demonetisation had influenced the economy in
short run and caused inconvenience, especially to
those in the informal and cash intensive sectors
of the economy, which have lost income and
employment. The long term benefits of reduced
corruption, greater digitalisation of the economy,
increased flow of financial savings and greater
formalisation of the economy, this could eventually
lead to higher GDP growth, better tax compliance
and greater tax revenue.

But the gross non performing asset level — loans
that have turned unproductive — increased to Rs.
6.3 lakh crore as on 30.9.2016 from Rs. 5.5 lakh
crore as on 30.06.2016 that is an increase of Rs.
79977 crore only in quarter. This issue is a very
serious issue and has to be addressed at the
earliest. That is why the government is going to
inject an additional Rs. 8000 crore into the cash
starved public sector banks by the end of 2016-
17, this is in addition to the prescribed
recapitalisation amount of Rs. 25000 crore for the
current financial year. New currency notes of Rs.
12 lakh have been pumped into the system since
9.11.2016 (the date of demonetisation). There may
not be a proportional relationship between supply
of money and credit money with the prices and
other related variables. But these are to be
managed in coordination with the monetary and
fiscal authorities of the economy in an effective
manner.

Despite the criticisms, quantity theory of money
has its own merits. Quantity theory of money has
not lost its validity in modern times, however, its
assumptions may not hold good.
MV + MV’

T
or PT =MV + MV

P =
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M - Quantity of Money, supplied by the
government / central bank

V — Velocity (no. of transactions made by a unit
of money M)

M’ — Credit Money and V’ is its velocity
T — Total volume of Trade and

P — General price level

Quantity of money 11,
Price level I, Volume
Value of Money of money U

(Other things being

equal) Quantity of money U,
Price level U, Volume
of money 11

Value of Money = Purchasing power = The no. of
goods and services which can be bought by a unit
of money and naturally there is an inverse
relationship between general price level and value
of money.

Conclusion

Many social disadvantages are associated with the
use of money, because it has been responsible for
large-scale corruption in modern societies. The
possessor of wealth and money has certain
disadvantages, which others do not have. Excessive
cash boosts parallel economy and that is why it
must be curbed. Demonetisation move was
primarily aimed at weeding out the ills of society.
Finance Minister Arun Jaitley said in the Rajya
Sabha “It is no credit to any economy that you
deal in cash.....cash has a lot of vices.”
Counterfeiting and to curb black money were cited
as the two main objectives of withdrawal of 17,165
million pieces of Rs 500 of 6,858 million pieces
of Rs. 1000 notes- valued Rs 15.44 lakh crore.
Demonetisation was planned, the decision was not
taken in a day. According to RBI governor, “the
government may be best to reply whether
demonetisation would curtail black money’.** Von
Mises, the German Economist remarked, “Money
is regarded as the cause of theft and murder, of
deception and betrayal. Money is blamed when
the prostitute sells her body and when a bribed
judge perverts the law”.*> A study of economic
history of the last century furnishes ample evidence
to show that money does go wild and at times
causes untold suffering. Thus, “money, which is a
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source of so many blessings to mankind, becomes,
also, unless we can control it, a source of peril
and confusion”.® Some people manage to drink
from many fountains while others go thirsty
because they do not know where to look. The
management aspect depends wupon good
governance, because the impact could be a mixed
bag of pains and gains. However, let the pains be
temporary and gains to be permanent.
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