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Focus

Organizational Justice as Predictor of Activity
of the Position, Achieving Result and Developing

Further Potential

GEETA RANA AND S. K. SRIVASTAVA

The management discourse has increasingly focused on
the performance of the organizations to meet the
challenges of global competition. The relationship between
organizational justice and managerial effectiveness in
terms of activities of the position, achieving the results
and developing further potential has received very little
attention in the literature. This is a survey-based empirical
study of 300 managers based in India. A step wise multiple
regression analysis was conducted to find out the results.
The results revealed that the distribution of rewards,
organizational policies and procedures and interpersonal
treatment determines the positive behavior patterns along
with emotional and cognitive balances while perceiving
the jobs calling and enjoying.

Geeta Rana is Assistant Professor, Roorkee Institute of Technology,
Roorkee, Uttarakhand, India and S.K. Srivastava is Professor,
Department of Psychology, Gurukul Kangari University, Haridwar.

The growth of international business has drawn increasing
interest in managerial effectiveness in the context of a
revolutionary organizational change process. Over the last
decades, managerial effectiveness is appearing as an
important factor for the accomplishment of organizational
goals and has been conceptualized in terms of
competence, satisfaction, conflict resolution, need
fulfillment, value realization and recognition (Srivastava
and Sinha, 2007). Managerial effectiveness has been
identified through three factors. First, it involves an
individual's competencies, which includes a set of
knowledge, skills and abilities (Shipper et al. 2003).
Second, this encompasses motivation to do the job and
third entails factor related to the work environment which
facilitate in performing the job effectively (Sethi and
Nicholson, 2001).

Gupta (1996) support the definition of managerial
effectiveness as “the ability of a manager to carry out the
activities required of his position while achieving the results
both currentand its terms of developing further potential”.
Earlier, factors such as organizational structure, reward
system, occupational variables, safe working conditions,
job satisfaction and commitment had a significant
motivational factor which influenced managerial
effectiveness. But in the present scenario these aspects
have become mundane and can be highlighted that
perception of justice as the demand of the present scenario
to meet the competitive edges while considering managers
as human beings and developing potential to exercise to
attain effectiveness. The importance of perceived fairness
and its effect on managerial effectiveness cannot be
overlooked. Managerial effectiveness and organizational
effectiveness both are interlinked because performing well
is prerequisite for today global managers within an
organizational dynamics. When managers perceive an
organization to be fair, they may react positively to the
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organization and would be more willing to work effectively
which also improve both organization’s effectiveness and
performance. Greenberg (1993) has defined organizational
justice that refers to the fairness of decisions made by
authorities, in respect to the outcomes and implementation
of the procedures. In a more comprehensive manner, we
can say that perception of justice within organizations
(Distributive justice, Procedural justice and Interactional
Justice) leads to high levels of job satisfaction,
commitment, reduced turnover intentions and attenuation
of counterproductive behavioral and cognitive dissonance.

A substantial body of research has examined the
impact of justice perceptions on outcomes such as job
satisfaction, organizational commitment, organizational
citizenship behaviour, productivity, and withdrawal
behaviours that consistently illustrate the importance of
justice in the workplace (Charash and Spector, 2001). The
purpose of this investigation is to explore the relationship
between perceptions of organizational justice and
managerial effectiveness dimensions. If modern managers
focus on justice issues, they will be healthier and more
productive at workplace and will create long term
performance cultures which lead to sustainability.
Implications from this research can help organizations
advance processes and prepare managers to facilitate
organizational decision that impact policies and procedures
to maximize their competencies.

Concept of Organizational Justice (OJ)

Cropanzano etal. (2001) defined organizational justice as
the fairness perceptions of employees in organizational
decision making. They linked the justice perceptions to
commitment level of employees, job performance,
withdrawal and organizational citizenship behavior. Fairly
treated employees, compared to the ones who are unfairly
treated, demonstrated organizational citizenship behavior,
show higher job performance, are more committed and
have fewer turnover intentions (Rupp and Cropanzano,
2002). Folger (1994) linked justice to moral and ethical
standards and explained in his studies that individuals
prefer to be part of organizations that behave morally and
ethically than those that do not. Justice is considered to
be socially constructed which means that an act is
considered to be just if it is perceived so by the individuals
on the basis of empirical research (Cropanzano and
Greenberg, 1997). Organizational justice researchers have
consistently identified three different types of fairness
perceptions as: Distributive Justice, Procedural Justice,
and Interactional Justice (McDowall & Fletcher, 2004:;

Erdogan et al. 2006; Zhang et al. 2009; Klendauer and
Deller, 2009). Brief introductions of the three dimensions
of organizational justice have been discussed below

Distributive Justice

Distributive justice concern people’s perceptions of the
fairness of the distribution of resources between people
(Greenberg and Baron 2003). Furthermore, Rahim et al.
(2001) found that when perceptions of distributive justice
were high, employees used more cooperative conflict
management styles when interacting with their supervisor.
Managers is concerned about the equity aspect of work
loads, working hours, working condition, incentives,
remuneration, promotions, career development. The
manager's perception of whether the outcome is fair or
unfair is the basis of the concept of distributive justice.

Procedural Justice

Procedural justice refers to the perceived fairness of the
means used to determine the amount of benefits (Folger
and Konovsky, 1989). These procedures should be
consistent, bias free and take into account the concerns
of all parties and be morally acceptable (Leventhal, 1980).
Here the managers are concerned about whether the
decision process is fair and the process used to determine
the outcome is just. It is mainly concerned with the fairness
of the means that an organizations uses to determine
outcomes. Importantly, the view of managers about whether
procedural justice should be reflected in a decision-making
process plays a crucial role. We expect that procedural
justice perceptions will enhance the level of managerial
effectiveness. Procedural justice in the workplace helps
to managers which they operate same set of rules,
regulation and procedure to maintain equity and
harmonious environment for achieving organization
excellence.

Interactional Justice

Justice research began to focus on interactional justice
that focus on the fairness of the interpersonal treatment
the individual receives from the decision maker (Ambrose
etal. 2007). The perception of the supervisor as supportive
and respectful of subordinates’ dignities in the interaction
process will improve perceived interactional justice and
positively influence subordinates’ trust in supervisor (Wat
and Shaffer, 2005). If managers perceive the interactional
justice perception their morale, trust, respect among the
coworkers lead to a greater satisfaction. Interactional
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justice (interactional and informational justice) which help
the managers to perceived equity, strengthen peer group
cohesion and feel some recognition lead to the managerial
effectiveness.

Concept of Managerial Effectiveness

For any successful business organization issue of
managerial effectiveness is very important, although
managerial effectiveness varies organization to
organization and it is also vary to different job position and
hence the topic of effectiveness needs to be studied
carefully. Balarman (1998) defined managerial effectiveness
in behavioral terms which evaluated managers on selected
job oriented criteria such as communication, cost
awareness, delegation of work, labour relation, planning
and scheduling, securing interdepartmental cooperation,
training subordinates and utilizations of capacity. Nair and
Yuvaraj (2000) defined managerial effectiveness is to
analyze organizational design, cultural imperatives, people
problems and performance systems that produce results.

In the present scenario of mergers and acquisitions,
downsizing, layoffs, restructurings, up-gradation of
technology are examples of fundamental organizational
change which need to focus and restore on the issue of
managerial effectiveness. Rastogi and Dave (2004) defined
managerial effectiveness is not only a personality
characteristic but it is related to performance and output.
Tyler and Lind (1992) proposed that managers care about
justice within the organization criteria because depending
on justice perception managers will arrive at different
conclusions about their recognition, standing, and trust
by management. Anumber of studies have focused on the
characteristics and skills of the individual managers (Katz
etal. 1978; Balaraman, 1989). Gupta (1996) suggested
three important aspects of effectiveness: activities of the
position (communication and task assignment, networking,
colleagues management, informal communication,
management of market environment, conflict resolution,
integrity and communication, motivating, delegation,
welfare management and consultative) achieving the
results (such as discipline, client management and image
building) and developing further potential (confidence in
subordinates, and inspection and innovation).

With the above discussion a lacuna has been
observed in the management discourse, where managerial
effectiveness at workplace has always been an agenda.
An urge has been expressed to provide work environment
which leads to managerial effectiveness while delineating
major behavioral pattern as organizational justice within

organizations while establishing managers to be marked
as fully functioning and flourishing towards their roles. Thus,
it can be hypothesized that perception of justice
(distributive justice, procedural justice and interactional
justice) leads to managerial effectiveness in terms of
activities of the position, achieving the results and
developing further potential.

Methodology
Sample

The present study was carried out on a randomly selected
sample of 300 managers belonging to the government,
public and private sectors. Majority were from the middle
level of management. However, there was a general mix
when it came to the functional areas, age groups, years
of experience, educational background and income
groups.

Measurement

Two questionnaires were used for the present study. These
were:

(1) “Managerial Effectiveness Questionnaire
(ME)"developed by Seeta Gupta (1996). It consists
of 45 items, which describes managerial behaviours,
incorporating 16 factors with three dimensions of
managerial effectiveness, mainly activity of the
position, achieving result and developing further
potential. This is a 5-point likert scale. The reliability
of the scale is .73

(2) “Organizational Justice Questionnaire (OJ)" by
perception of justice within organizations was
measured by using three scales, which purports to
identify the three dimensions of organizational justice
as distributive justice, procedural justice, and
interactional justice. Distributive justice was
measured with the 5-item scale Index, developed by
Price and Muller (1986). The reliability of the scale is
.90. Perception of procedural justice was measured
by using 15-item scale developed by Niehoff and
Moorman (1993). The scale has reported reliability
for .90. Perception of interactional justice was
measured by using a 9-item scale developed by
Moorman (1991).This 9-item scale measures the
interpersonal treatment that the employees receive
during the enactment of organizational procedure. This
is a 7-point scale and the scores on the scale ranges
from 1=strongly Disagree to 7=Strongly Agree. With
the reliability reported as .98.

Productivity « \ol. 54, No. 3, October—December, 2013

225




Table 1: Mean, Standard Deviation, and Intercorelation between Organizational Justice and Managerial Effectiveness Dimensions

(N=300)

Variables Mean S.D ACTP ACHR DFP DJ PJ IJ

1. ACTP 5478 19.21 1 8= .90™ .60™ .62** .66™*
2. ACHR 16.17 58 .88** 1 .86™* T i .60™ .63*
3. DFP 19.52 6.63 .90 .86** i .58 B .64*
4, DJ 23.11 8.05 .60™* - .58** 1 .82* .86**
5. PJ 41.5 15.28 .62 .60** B 82 1 .88**
6. IJ 41.09 14.36 .66™* B3 .B4* .86™* .88™ 1

**Significant at .01 level (2-tailed)

ACTP -Activity of the position, ACHR-Achieving the results, DFP-Developing further potential, DJ-Distributive justice, PJ-Procedural justice, |J-

Interactional justice

Result

Table 1 presents the mean, standard deviation and
intercorelation for all the variables. It can be observed that
our hypotheses is generally supported by the strong
correlations between each of the independent variables
and the dependent variables, the strength of this
relationship varies widely between .57 (lowest) and .90

(highest). A significant relations has been found between
organizational justice (OJT) and managerial effectiveness
(on over all basis) with the calculated correlation value as
r=.67** (p<.01 level). The relationship of organizational
justice (on overall basis) has been displayed through graph
(Figure 1).
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Figure 1. Graph Showing Relationship Between MET and OJT
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To identify the genuine and most critical predictors
of managerial effectiveness, therefore, it is necessary to
go beyond the zero order correlations and undertake
multivariate analysis. This was done with the help of
stepwise multiple regression technique. The dimensions
of organizational justice were entered for the stepwise
multiple regression equation and it was found that all the
dimensions of justice i.e., distributive justice, procedural
justice and interactional justice were significant for the
activity of his position, achieving the results and developing
further potential.

On the basis of Table 2, the results of stepwise
multiple regression reveal that among all the dimensions
of organizational justice, distributive justice predicted
activity of his position, with multiple R as .60 (F=167.86**
p<.01, p=.60, R?=.36); procedural justice with multiple R
as .64 (F=105.95"", p<.01, B =.41, R?=.41); interactional
justice multiple R as .67(F=80.34**, p<.01, B =.44, R2=.44)
and jointly explained 44 % variance in the prediction of
activity of his position. And as a whole, distributive justice
has been found as the strongest predictor of activity of his
position with the calculated Beta value as .60.

Table 2: Stepwise Multiple Regression Analysis showing Managerial Effectiveness as Dependent variable with the Dimensions

of Organization Justice as Predictor Variable (N=300)

Independent variable R Re SEm F-value DF 2 Value
1.D.V. ACTP

DJ 0.6 0.36 15.39 167.86 1,298 0.6
DJ,PJ 0.64 0.41 14.72 105.95 1,297 .25,.41
DJ,PJ,IJ 0.67 0.44 14.33 80.34 1,296 .07,.17,.44
2.D.V:ACHR

DJ 0.57 0.32 475 144 .54 1,298 0.57
DJ,PJ 0.61 0.38 4.58 91.88 1,297 .23,.41
DJ,PJ,IJ 0.64 0.41 448 68.71 1,296 .06,.18,.41
3.D.V:DFP

DJ 0.58 0.34 5.37 1567.39 1,298 0.58
DJ,PJ 0.62 0.39 547 91.17 1,297 .26,.39
DJ,PJ,IJ 0.65 0.42 5.06 72.56 1,296 .09,.16,.41

"ACTP : Activity of the position, ACHR: Achieving the results, DFP: Developing further potential, DJ: Distributive justice, PJ: Procedural justice,

IJ: Interactional justice

For achieving the results, distributive justice
predicted achieving the results with multiple R as .57
(F=144.54" p<.01, B =.57, R?=.32), procedural justice
with the multiple R as .61(F=91.88**, p<.01, p =.38, R?
=.38); interactional justice with the muiltiple R as .64
(F=68.71** p<.01, B =.41, R?=.41) and jointly explained
41 % variance in the prediction of achieving the results.
And as a whole, distributive justice has been found as
the strongest predictor of achieving results with the
calculated Beta value as .57. On the basis of the table
we can say that distributive justice is the strongest
predictor of achieving the resuit.

Lastly, developing further potential has been
predicted on the basis of dimensions of organizational
justice and has been found that distributive justice

predicted developing further potential, with multiple R as
.58 (F=157.39**, p<.01, B =.58, R?=.34); procedural justice
with multiple R as .62 (F=91.17**, p<.01, § =.39, R?=.39);
interactional justice with multiple R as .65 (F=72.56**,
p<.01, p =41, R?*=.42) and jointly explained 42 % variance
in the prediction of activity of his position. And as a whole,
distributive justice has been found as the strongest
predictor of developing further potential with the calculated
Beta value as .58. Among all the dimensions of justice
distributive justice has strongly support the managerial
effectiveness dimensions followed by interactional justice
and procedural justice. Hence, we can say that our
hypothesis has been retained at .01 levels while predicting
managerial effectiveness dimensions on the basis of justice
dimensions.
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Discussion

On the basis of the obtained results, it can be suggested
that there is a significant relationship between perception
of justice and managerial effectiveness. The findings have
indicated that positive perception of justice (distributive
justice, procedural justice and interactional justice) leads
to managerial effectiveness. It can be stated that
distributive, procedural and interactional justice related to
the fulfillment of the cognitive needs (thinking, growth and
decision making) and also affects task performance and
contextual performance of managers (Harrison et al. 2006).
Itis also evident from the results that perception of justice
at workplace plays a significant role in determining the
activities of the position, achieving the results and
developing further potential among managers, which in
combination increases managerial effectiveness. It can
be suggested that satisfaction of being treated fairly at
workplace generates positive emotions as self-respect,
pride, contentment and happiness (Burne, 2008) along
with personalize relationship increase job satisfaction and
effectiveness of managers which directly contribute to the
success of an organization (Tripathi and Tripathi, 2001).
When managers perceive their organization as fair they
are more likely to improve their skills, gain expertise on
competencies and proactive behaviors (Acquaah and
Tukamushaba, 2009), and are more willing to perform
effectively, which in turn increases managerial
effectiveness (Rana et al. 2011). Thus, organizational
justice is one of the most important factors for increasing
competency and individual’'s performance (Fathy & Tony,
2010).

Table 2 reveals that activities of his position have
been predicted by distributive justice with the joint effect
of procedural justice and interactional justice. The findings
suggest that if managers perceive fair treatment at
workplace which provide material motivation (monetary
incentives) (Jamaludin, 2009) and encourage managers
to voice their concern in the decision making process while
interactional justice facilitates managers’ positive attitude
toward information sharing and bring feeling of recognition
within organization (Jerusalim and Hausdorf, 2007). This
improves manager's activity towards professional front.
Further, achieving results has been predicted by distributive
justice with the joint effect of procedural justice and
interactional justice. The results suggest that positive
perception of organizational justice (distributive, procedural
and interactional justice) at workplace provides feelings of
deservedness which reduces turnover intentions (Lambert
et al. 2010) and counterproductive work behavior among

managers. This make managers disciplined and develop
achievement orientation (Barrick et al. 2005), and push
them for achieving the results. Lastly, developing further
potential has been predicted by distributive justice with
the joint effect of procedural and interactional justice.
Perception of justice at workplace lead to positive
outcomes, and these positive outcomes may either be
tangible (€.g., money, services) or non-tangible in nature
(social rewards, such as status and respect) (Cropanzano
& Ambrose, 2001) which further fosters personal values
and identity to managers. This creates meaning in
manager's work life and establishes standards of
excellence, and promotes high ideals.

Overall perception of distributive justice has a greater
impact on work-related outcomes including pay
satisfaction (Folger and Konovsky, 1989), job satisfaction
(Dailey and Kirk, 1992), job security and supervision
(Oldham et al. 1986), which make managers harmonious,
synergistic and efficient towards work (Orlitzky et al. 2003)
and fosters integrity and communication for reducing
personal bias and conflict. It is suggested that procedural
justice and interactional justice develop the feelings of
respect and pride and fosters group cohesiveness
(Janssens et al. 2003; Kickul and Troth, 2003) while
reducing communication gap and managers displaying
social sensitivity, respect, honesty, dignity, and politeness
(Konovsky, 2000) with increased effectiveness.

Conclusion

The present study initiated @ more in-depth analysis by
highlighting the psychological framework of managers in
terms of perception of justice at workplace, which is not
only a cognitive construct but also an affective and highly
personal for managers. It has become increasingly clear
that fairness, integrity, and sensitivity at work place create
organizational systems that are welcoming, inclusive, and
congruent while increasing self-esteem(competence and
worth) and feeling of achievement as a key criterion to
judge one's total potentialities and capabilities (Joshi &
Srivastava, 2009) among managers. The present findings
indicate that perception of distributive justice, procedural
justice and interactional justice generates a strong sense
of affiliation with organization and acknowledge managers’
personal responsibility for the outcomes such as clear
communication for resolving problems, with increased
managerial effectiveness in terms of activities of the
position, achieving the results and developing further
potential. It can be concluded from the present study that
work is a pervasive aspect of one’s life, where manager
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expects more than materialistic gain and experience
progress and momentum marked by a sense of learning
(greater understanding and knowledge) in the stimulated
market environment (Johnson et al. 1996) and help them
to develop in a positive direction and finally spurt one’s
self development, emotional literacy and emotional
alchemy and enable them to realize their full potential
towards organizational goal (Adekola, 2006; Williams and
Warrens, 2003; Ajaja, 2003). Thus, perception of justice
enhances the managers, skills, commitment,
effectiveness and productivity.
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IPQ grading is mandatory for raising capital in the Indian
stock markets. While pre-issue rating of IPOs is much
debated, there is no mechanism for reviewing the post-
issue performance of the company. The companies are
found issuing misleading prospectus, making false
statements and fraudulently inducing investors to invest
There is the growing problem of vanishing companies.
The article considers a sample of IPOs for the period
1992-95 for their long-run performance on the basis of
the pre-issue rating and post-issue rating. The findings
of the study indicate that the pre-issue rating can prove
to be an effective indicator for assessing the post-issue
performance of the companies. However, the post-issue
categorization of shares poses difficulty to the investor
in trading such securities at the exchange.
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Business magazines, journals and newspapers often
review IPOs/public issues. A complete review of the
company’s financial analysis and profile is present and
an attempt is at times made to assign ratings to the IPOs/
public issues. The question that often comes to one’s
mind is whether the IPOs/public issues should be rated.
There has been a lot of debate on this issue in the recent
times. Experts are of the opinion that rating of equity wou!d
make equity look much safer that it actually is. It is quite
possible that such a rating could give investors a false
sense of security and would not make them and keep
them aware and cautious of equity investments. The
market is expected to evolve its own rating mechanism
using information of various kinds available at different
points of time.

Another set of experts is of the opinion that rating of
equity can help investors make informed investment
decisions. Rating of equity when done in an objective and
scientific manner can guide investors in choosing
companies for the purpose of investment. Transparency
and informational efficiency on the fundamentals of the
issuer company can be targeted through the process of
rating. It can be a basis for differentiating issues available
for investment in the market.

Way back, in the early nineties, two business
magazines—the Capital market and the Dalal Street—
would bring out a rating for companies coming up with
public issues on a regular basis. For reasons best known
to them, the practice stopped in the year 1995. There has
been a lot of debate on the rating of IPOs.
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In the year 2004, SEBI proposed to introduce
mandatory rating of initial public offerings (IPO), a service
not available on any bourse across the world. The rating
would cover promoters, present management record and
past performance yet will stay clear of making any
comments on the pricing of issues. Companies were to
be asked to disclose the ratings in the prospectus or the
offer document. The regulator's move aimed to fill the
lacunae in the current IPO process by assessing
companies that are in the early stages of existence. By
December 2005, SEBI agreed to introduce IPO grading
on optional basis in Indian primary market, instead.
However, IPO Grading is no longer optional and a company
which has filed the draft offer document for its IPO with
SEBI, on or after 1 May 2007, is required to obtain a grade
for the IPO from at least one CRA. It was decided to make
grading of all IPOs mandatory. The grading shall be done
by credit rating agencies, registered with SEBI under the
SEBI (Credit Rating Agencies) Regulations, 1999. It shall
be mandatory to obtain grading from at least one credit
rating agency. The issuer shall be required to disclose all
the grades obtained by it for its IPO in the prospectus,
abridged prospectus, issue advertisements and all other
places where the issuer is advertising for the IPO.

IPO grading can be stated to be a service intended
to facilitate the assessment of equity issues offered by
unlisted companies to public. In fact, IPO grading is
positioned as a service that provides ‘an independent
assessment of fundamentals’ to assist comparative
assessment that would prove useful as an information and
investment tool for prospective investors (Saha, 2006). The
methodology of such grading is to consider five-point scale
with a higher score indicating stronger fundamentals, above
average, average, below average and poor fundamentals.

There is much debate on the pre-issue rating of IPOs/
public issues. However, there is no mechanism for
monitoring or reviewing the performance of the company
post-issue. The directors/promoters are found issuing
misleading prospectus and making false statements and
fraudulently inducing investors to invest their money. The
projects for which the money was raised have not even
commenced and there is the growing problem of vanishing
companies. Debarring directors/promoters of vanished
companies has been a step in the right direction. There
has been continuous effort on part of SEBI in the tightening
of disclosure practices and transparency of the offer
document, efforts to ensure that the information published
in the offer document is fair and true. The Government cf
India had initiated punitive action against directors and

promoters of over 200 companies that vanished after raising
public funds in the years 1993-94 and 1994-95. The
directors and promoters would be charged for issuing
misleading prospectus, fraudulently inducing investors to
raise money and making false statements. The projects
for which the money was raised have not commenced and
the companies have vanished. The Department of Company
Affairs (DCA) has ordered prosecutions in about 60 cases
under section 63, 68, and 638 of the Companies Act. One
sees very little action on this front since then.

Review of Literature

A study (Uma, 1995) on Equity issues in the primary
market was carried out to ascertain whether rating of equity
issues on certain vital criteria gave investor a positive
advantage on their investment in the primary market. The
study revealed that the ratings were definitely a good
indicator of future returns. It was also noted that an issue
with higher ratings did yield higher returns. The following
hypotheses were tested in the above study on equity issue
in the capital market in India: (i) Rating is a good guide to
potential returns. (i) The broad trend in the stock market
also plays an important role in determining the return on a
new issue. (iii) The return on the issue also gets affected
by the conditions prevailing in the industry to which the
company belongs however, the impact was found to be
negligible the reason being the industry indices used may
be too segregated to capture the effect. The study
suggested that a good system of rating can be used to
invest money prudently and judgement of analysts may
be considered crucial.

A recent study on Grading of IPOs (Poudyal, 2008)
analyzes the efficacy of IPO grading. With the help of a
regression analysis, a total of 63 IPOs that were graded
reported that securities with higher IPO grades tend to
exhibit underpricing to a lesser extent. It was also observed
in case of higher IPO grades, the subscription rate of the
IPOs improves across all class of investors, including retail
investors. IPO grades are found to be inversely related to
the short-term liquidity of the IPOs, i.e. at least in the
short term, higher graded |POs do not exhibit high turnover
ratio. However, the study concludes that the IPO grades
fails to explain with any significance the subsequent market
performance of the issues in terms of capital gains.

Another study (Khurshed, Paleari, Pande and
Vismara, 2008) analyzes the certification role of the newly
introduced mechanism of Grading for book building IPOs
in India. Besides the observation that Grading does nct
affect the underpricing cf bookbuilt IPOs, it is also cbserved
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that though grading is meant for the retail investors, it is
being made use of by the informed institutional investors
inIndia. The study concludes that the transparency of the
bookbuilding process offers a much stronger signal to the
retail investors as compared to that provided by Grading.

A study (Maskeri, 2012) of 56 public issues launched
during the one year period from October 2009 to October
2010 states that 40 issues traded at a loss after one year
of listing compared to their issue price. These issues were
rated from Grade 1 to Grade 4; IPOs with Grade 4 had
show a failure rate as high as 60%, IPOs with Grade 3
issues as well as IPOs with Grade 2 which are supposed
to be ‘Average Fundamentals’, the failure rate is 75%.
The study points out thatany issue with grading from Grade
2 to Grade 4 have almost similar failure rates irrespective
of the fundamentals of the company even when the market
conditions are accounted for. At the same time, the IPOs
with Grade 4 are found to be highly oversubscribed raising
questions on the reliability and relevance of IPO Grading.

A paper (Joshy and Agarwalla, 2012) examines the
market impact of a unique IPO certification on the IPO
pricing efficiency by providing comprehensive issue-related
information to the market, especially to the retail investors.
The results indicate that grading has only a limited
influence on the IPO demand of retail and institutional
investors. Itis observed that the low grade issues appear
to have weaker demand from investors relative to the
ungraded IPOs. The study suggests the failure of grading
as a process of IPO certification.

Data and Methodology

The article discusses the issue of rating of equity with
special reference to IPOs. It considers a sample of IPOs
for the period 1992-95 for their long-run performance (5
years from the time of listing). This study has taken into
consideration two factors to assess the performance of
IPOs- pre-issue rating and post-issue rating. Section |
deals with pre-issue rating and Section Il deals with post-
issue rating.

For the pre-issue rating (i) the rating as given by
Capital Market & Dalal Street is taken into consideration:
(ii) for the short-run performance, 100 observations have
been reviewed; (iii) for the long-run performance, a total of
51 observations have been reviewed.

For the post-issue rating (i) the share categorization
of shares by the Bombay Stock Exchange (BSE) in the
year 2000; (i) a sample of 717 IPOs for the period 1991—
1995 to assess the long-run performance.

The Bombay Stock Exchange (BSE) introduced the
grading of shares of companies listed at the exchange.
Along with the earlier grading—A', ‘B1’, ‘B2’ and ‘B, a
new category ‘Z' was introduced for companies that were
not complying with the listing agreement or had poor trading
volumes. In 2002, certain amendments to guidelines for
shifting/retaining companies’ to/in ‘Z’ Group were made.
As per the revised guidelines, BSE state that it would
consider any three out of the following seven criteria of
non-compliance for shifting a company to the ‘2’ Group.

In December 2003, BSE introduced of a new group
called ‘T" group. The Exchange has in the past put scrips
in the trade-to-trade segment as a surveillance measure.
Such scrips have either been transferred to ‘2’ group or
have remained in their erstwhile group and are identified
by the ‘$’ sign affixed to the scrip ID. There has been
difficulty in identifying such scrips and distinguishing them
from scrips being traded in the ‘2’ group. Market
representation and deliberations led to the introduction of
a separate group ‘T". All scrips settled on ‘Trade to Trade’
basis on account of surveillance measures were to be
shifted to ‘T' group. Companies listed at BSE were first
categorized in the year 1999 as A, B1, B2, B and Z, the
first time the Z category was introduced. In March 2004,
BSE refreshed its categorization for a total of 5536
companies listed at the exchange, out of which 2787
companies were categorized as ‘Z' companies (Table 1).
Table 1: Classification of ‘2’ Category shares

Reason Category-Z | Nos. of Obs
Non-compliance with clause A 146
of Listing Agreement

Non-compliance-SEBI directive B 142
signing with depositories

Weak Fundamentals c 5

On revocation of suspension D 0
Surveillance Action E 0

Section I: Performance of IPOs and Pre-Issue Rating

Issue rating (Madan, 2002) considers as a factor
influencing initial return on IPOs and their long-run
performance. A positive relation is found to exist between
return on listing and the issue rating for the said initial
public offer made by the company. The relationship is found
to be statistically significant. Further, the sample was
divided into two categories: a high rating (above 50)anda
low rating (below 50).

The return on listing for IPOs with an issue rating
above 50 is found to be as high as 323% as against 119.8%
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for IPOs with an issue rating below 50 (Table 2). The study
concludes that the issue rating assigned to the IPO is
found to significantly influence the initial return on the IPO.
Table 2: Performance of IPOs- Rating-wise

Rating Below 50 Above 50
Nos. of Observations 50 50
Return On Listing | Daily On Listing Daily
Average 1.19 0.0049 3.23 0.0085
Minimum -0.6 -0.0038 -0.58 -0.0039
Maximum 7 0.0198 34 0.0264
Std. Dev. 1.38 0.0049 5.31 0.0065
Coefficient of 1.16 0.98 1.64 0.77
Variation

Return*= f (Issue 4.4x10°+1.19x10°| -1.39 x 107
Rating)

() 0.109** 2.168"

*Daily Return** significant at 10% level *significant at 5% level
Table 3: Z-Test-Long-run Performance & Issue Rating

A high rating assigned to the initial public offer is found to
significantly influence the return on listing.

A Z test was conducted to find out whether there is a
difference between the performance of IPOs with a higher
pre-issue rating as compared to a lower pre-issue rating
over a period of five years after listing. The periods taken
into consideration are on listing, 3 months, 6 months, 9
months up to one year and then annual returns for the
second year, third year, fourth year and fifth year after
listing. In the long run too, IPOs assigned with a high
issue rating at the time of offer perform better in comparison
to IPOs with a low issue rating, The results are found to
be significant (.05 level) (Table 3).

The aforementioned studies show that rating of IPCs/
Public Issues can prove to be a good indicator for making
investment decisions. A rating system need to be
developed to rate IPOs/Public Issues after taking into
consideration all aspects, factors and financial details of
a company.

Rating above 50

(22 observations)

Listing 3 mths 6 mths 9 mths 1 year 2 years 3 years 4 years |5 years
AVG 0.0094 0.0138 0.0066 0.0038 0.0029 0.0017 0.0007 |6.08E-05 |-0.0003
MIN -0.004 -0.004 -0.0003 0 0 -0.0001 -0.0007 -0.0012 |-0.0016
MAX 0.0264 0.0298 0.0156 0.0109 0.00€9 0.0041 0.0026 0.0017 | 0.0011
STDEV 0.0081 0.0088 0.0043 0.0029 0.002 0.0011 0.0009 0.0008 | 0.0007
Coefficient 0.85 0.63 0.66 0.77 0.71 0.64 1.34 14.34 -2.35
of Variation
Rating below 50 (29 observations)
Listing 3mths 6mths 9mths 1 year 2 years 3 years 4 years |5 years
AVG 0.0054 0. 0087 0.0039 |-0.002.3 0.0015 0.0006 | 924E-0.5 -0.005 |-0.0006
MIN -0.004 -0.002 -0.001 -0.002 -0.0025 -0/0014 -0.0023 -0.002 | -0.0025
MAX 0.0164 0.0244 0.0187 0.0125 0.0066 0.0031 0.0022 0.0013 | 0.0C06
STD.DEV. 0.0047 0.008 0.0043 0.0031 0.0021 0.0011 0.0C11 0.0009 | 0.0006
Coefficient 0.86 0.92 1.102 1.34 1.42 1.85 12.4 -1.67 -1.03
of Variation
Z= 2.064 2.142 2.208 1.779 2.309 3.474 2.137 2.438 1.617
P value 0.0197 0.0161 0.0139 0.0384 0.0107 0.0003 0.0166 0.0075 | 0.0537
Alpha risk 0.05 0.05 0.05 —_— 0.05 0.01 0.05 0.01 —_

(# Daily Return)
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Section Il: Post Issue Rating & Performance of IPOs

Further on, for making an assessment of the long-run
performance of IPOs on being assigned a rating/grading,
asample of 717 IPOs is considered during the period 1991—
1995. An assessment of the IPOs is carried out for a period
of five years; the periods taken into consideration are on
listing, 3 months, 6 months, 9 months up to one year and
then annual returns for the second year, third year, fourth
year and fifth year after listing.

Table 4: Categorization of Shares-Year 2000 to 2004

From the sampled data, it is observed that (i) in
the year 2000, 61% of the IPOs are categorized under
the category ‘B’ and 22% of the shares are categorized
under the category ‘Z’ and (ii) in the year 2004, out of
the 439 companies of ‘B’ category reported in 2001,
44.64% show a shift upward to ‘B2’ in the year 2004,
while 32.34% companies from the same category show
a shift downwards to the ‘Z’ category in the year 2004
(Table 4).

2000 2004 (Shift)
Category Nos. of Obs. ‘A ‘B1’ ‘B2’ 'z m NA
A 10 8 2 : 3 2 =
BY’ 62 3 39 12 2 - 6
‘B2 48 - 26 12 22 - 14
‘B 439 - - 196 142 19 52
z 158 - - - 127 - 31
Table 5: Performance of IPOs-Category of Shares-'A’, ‘B1’, ‘B2’, ‘B’ & ‘Z'
Shares No Listing 3 mths 6 mths 9 mths 1 year 2 years 3 years 4years 5 years
‘A 10 0.0075 0.0081 0.0049 0.004 0.0033 0.0007 0.0005 0.0005 0.0006
‘BY’ 62 0.0075 0.0065 0.0033 0.0021 0.0014 4.88E-05 -0.0001 -4.03E-05 0.0002
‘B2' 48 0.00507 0.0059 0.003 0.0017 0.0012 -0.0002 -0.0006 -0.0007 -0.0006
‘B 439 0.0057 0.0049 0.0021 0.0009 0.0004 -0.0007 -0.0009 -0.0008 -0.0005
e 158 0.0046 0.0051 0.0025 0.0015 0.0007 -0.0005 -0.0009 -0.001 -0.0008

The long-run performance of IPOs under the various
categories of shares show the category ‘A’ does perform
very well in comparison to all other categories. The results
are found to be statistically significant (Table 5).

It is observed that the return on IPOs for category
‘A'is found to be positive for the complete period of five
years after listing, though it shows a decline over the five
year period.

It is observed that the return of IPOs in category ‘A
and ‘B1" are found to perform well with initial return on
listing registered to be very high in comparison to other
categories.

In case of remaining categories ‘B2’, ‘B’ and ‘'Z’, itis
observed that the return remains positive for a period up
to one year on listing, however, it is negative for the rest of
the period i.e. the second year to the fifth year.

Since the above categorization/grading came into
effect in the year 2001, the study considers the return on
listing of IPOs in a retrospective effect. The above
observations indicate that the categorization/grading as
introduced by the Bombay Stock Exchange (BSE) can
prove an effective tool for dissemination of information on
the performance of companies in the capital market for
the benefit of existing as well as potential shareholders as
well as other stake holders. The study considers IPOs
issued during the period 1991-1995 and covers a period of
five year up to the year 2000. As per the categorization/
grading, the performance of companies or the return on
IPOs is very much indicative of the grading; the return on
the category ‘A’ shows excellent return or outperforming
the others while the return on the category ‘B1’ showing
comparatively better returns over the remaining ones.
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Observations

There are no other indicators as of today in the capital
market in India wherein the post-issue performance of the
companies can be assessed. The findings of the study
indicate that the categorization/grading of shares of
companies by the BSE can proves to be an effective
indicator for assessing the post-issue performance of the
companies and assist in making investment decisions for
investors. There is a need for the scrutiny of companies
on a regular basis. The categorization/grading began with
parameters as stated under the Corporate Governance
Code. The categorization/grading can prove to be a good
post-issue rating for the investors.

However, there is a growing number of companies
coming under the category ‘Z’ and that is where the
attention and action is needed. As per the BSE
categorization/grading in the initial period (2001), it is
observed that there is an equal number of companies
categorized as ‘Z-A'- companies for non-compliance with
the Listing Agreement and ‘Z-B’ non-compliance on SEBI
directive on signing with depositories (Refer Table 1). A
few cases of companies were reported as ones with weak
fundamentals. No cases were reported on surveillance
action initiated against companies or when revocation of
suspension was ordered. Moreover, for this categorization/
grading to be an effective post-issue rating, there is a need
to categorize/grade more and more companies under the
reason that the company has weak fundamentals. Further
on, punitive action along with regular surveillance can
ensure that these companies meet the requirements and
adhere to the norms of corporate governance.

As L.C. Gupta points out in a study (Economic
Times, March 17, 2004), it is observed that only about
1000 out of the 9644 (SEBI Annual Report 2001-02)
companies listed at the stock exchanges in India have
added value to shareholder investments. The percentage
of companies with current share value below the par even
at a boom time is found to be large in case of ‘B2’, ‘T" and
‘Z' category (Table 6); those that have added to the

Table 6: Companies adding Shareholder Value

shareholder value, companies from ‘A’ and '‘B1’ category
is very small.

Conclusion

One has to raise a lot of questions about the issue of
Corporate Governance in India. A majority-of companies
coming under the list of vanishing companies is said to be
facing punitive action against directors and promoters
initiated by the Government of India. However, one is not
sure of the extent of the action taken against these
vanishing companies and the progress thereafter. It is
especially the small investors who are at a loss. No matter
how much you transfer companies from one category to
another, or some new category tomorrow, the investor just
ends up holding useless scrips of paper. Such a
categorization/grading cannot be just a mechanism used
by the BSE as a measure of stock exchange regulation,
but it has to be so designed and implemented that it can
be effective used by the investor to monitor companies
and guide him to make the investment decisions. Very
often, the investor is left helpless when the company is
suddenly shifted to the category ‘T’ or category 'Z'. To
conclude, the categorization/grading poses difficulty for
the investor in trading such securities at the stock
exchange.

The capital market is entirely driven by the information
it receives from various sources. To begin with, there are
the merchant bankers and there is a need to exercise due
diligence; this can facilitate the entry of quality paper in
capital market and shun fly-by-night operators from tapping
the capital market. Second, one sees a strategic role for
auditors calling for strong action. There is need for tough
action against the malpractices carried out by companies
disclosing false information to the public. The auditors
have to stand firm and refuse lending their name to
companies going public providing false information and
fake figures. Further on, the stock exchanges have to work
out a better and more efficient screening system to assess
and review applications for listing. Some experts also
recommended that SEBI should take up vetting of the offer
document once again; this can help exercise greater
vigilance in the scrutiny of the offer documents. The
institutional investor in India can also play a more effective
role; the interests of the people investing and resting their
savings with them shouid be the prime concern. The
Clause 49 of Listing Agreement states that the institutional
directors on the boards of companies to be considered as
independent directors whether the institution is an investing

Category %
A 2.1
B1 25.3
B2 83.6
83.1
81.8
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institution or a lending institution even when the SEBI
Committee on Corporate Governance (the Narayana
Murthy Committee) had made a recommendation against
such nominee directors.

In 1999, a RBI Working Group (Chairmanship of N.
H. Siddiqui) stressed on the need to establish a credit
information bureau in India. The two main reasons for the
setting up of a credit information bureau are: (1) the
continuous growth and expanding nature of the financial
sector and (2) the need for an effective mechanism to
mitigate the credit risk by enhancing the quality of credit
decision. The Reserve Bank of India and the Government
of India accepted the recommendation. As a step towards
setting up a credit information bureau, Credit Information
Bureau of India Ltd. (CIBIL) was established in the year
2000. CIBIL is said to cater to both, commercial and retail
segment as a composite bureau. CIBIL has banks,
financial institutions, credit card companies, housing
finance companies and non-banking finance companies
along with other credit guarantors as its members. It
supplies and receives credit information on various
borrowers - individuals as well as businesses. The core
segment is maintaining the past payment history of the
borrowers. CIBIL is said to be equipped with latest state-
of-the-art technology from both, its technical and equity
partners.

An attempt can also be made on providing
information on the credit position or the finance position of
a company. CIBIL or an agency set on the lines of CIBIL
can be set up to provide information of the post-issue
performance of the company- end-use of capital raised
through public issue, performance of project undertaken
or completion of projects initiated through the proceeds of
the public issue. It has been observed that the companies
have reported to be a sick ora loss-making unit after having
made a public issue. One also sees the problem of
‘'vanishing’ companies in the Indian capital market.
Information can be made available on promoters / directors
with latest updates and profiles. Wide publicity and
dissemination of information on the current activities of
such doubtful companies can help forewarn investors and
influence their investment decisions.

Everywhere in the review of literature on the Grading
of IPO in the pre-issue stage in India, it is stated that it is
a globally unique concept. Itis said that there is no grading
of IPOs that takes place in any capital market across the
world and one of its kind developed in the Indian capital
market and implemented as a mandatory requirement
since the year 2007. It is reported by many studies on
IPO grade that it has helped to bring about more
transparency and information symmetry to the market
despite the fact worth noting that IPO grading is NOT a
recommendation to buy, sell or hold the securities at the
same time, itis also NOT a comment on the valuation or
pricing of the IPO nor an indication of the likely listing
price of the securities (Poudyal, 2008). Likewise, a
categorization or grading to be designed for post-issue
performance of companies that can prove a good guide or
indicator for making investor decisions.
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A Study of Non-mandatory and Exemplary
Corporate Governance Practices of Selected

Companies in India

RAMROOP K. SHARMA

This article studies the extant non-mandatory provisions
of Corporate Governance (CG) and practices. It also looks
at exemplary CG practices adhered to by selected
companies. CG has gained momentum over the years. In
India, codification of CG by Confederation of Indian
Industries (Cll) in 1998 was the first initiative. Since then,
different committees on CG have been formed by the
regulators and eventually CG became mandatory for
selected companies since January 2006. Clause 49 of
the Listing Agreement contains mandatory as well as non-
mandatory provisions of CG. These provisions are
applicable to selected listed companies. Compliance with
CG provisions should promote protection of interests of
stakeholders, particularly equity shareholders. While
companies are required to adhere to mandatory provisions;
compliance with non-mandatory provisions is voluntary. A
review of literature on CG shows that there exists partial
compliance with some non-mandatory provisions of CG
The number of studies ascertaining compliance with all
non-mandatory provisions is negligible. Further, instances
of studies on exemplary CG practices are rare and so this
paper attempts to fill this research gap. The findings of
the paper reveal that compliance with non-mandatory
provisions of CG in general is weak. Similar are the results
in case of exemplary CG practices. The findings have
implications for companies, stakeholders and regulators.

Ramroop K. Sharma is Faculty at the Department of Accounting
and Financial Management, the M.S.U. of Baroda, Vadodara.

The Cadbury Committee was set up in May, 1991 to
establish standards of Corpaorate Governance (CG) and
submitted its report in the year 1992. It stated thus:
“Corporate governance is a system by which companies
are directed and controlled” (Cadbury Committee, 1992,
para. 2.5). AManager (agent) may not always administer
the company in the interest of the shareholder (principal).
This conflict of interest between manager and owner
engenders agency issues. The objective of Agency Theory
is to establish the optimal contractual relationship
between the principal and the agent. The theory focuses
on protection of interests of equity shareholders as they
have voting rights apart from financing companies. So
suppliers of finance should get adequate return on their
investments (Shleifer and Vishny 1997, p. 737). Among
suppliers of finance, debt holders are paid interest or
principal even in the event of companies incurring losses;
equity shareholders being residual claimants carry risk
with respect to their capital and returns. Hence the
interests of equity shareholders should prevail over that of
other stakeholders. The Securities and Exchange Board
of India (SEBI) defines CG as “"the way in which companies
run themselves, in particular the way in which they are
accountable to those who have a vested interest in their
performance, especially their shareholders” (SEBI—
Glossary). In consonance with the views of SEBI, the Biria
Committee Report says that the fundamental objective of
CGis the “enhancement of sharsholder value, keeping in
view the interests of other stakeholders” (Kumar Mangalam
Birla Committee Report, 2002, para 4.2). Ideally, CG
means protecting interests of equity shareholders but not
at the cost of other stakeholders.

CG Developments—A Snapshot

Instances came to light cf companies in the United States
(US) making illegal political contributions and bribing the
government; consequently, the Foreign and Corrupt
Practices Act was enacted in the US in 1977 (Mehta,

238 A Study of Non-mandatory and Exemplary Corpoerate Governance

Practices of Selected Companies in India



2003, pp. 677-678). The Act has provisions for the
establishment, maintenance and review of internal control
Further, occurrence of corporate frauds worldwidé
intensified CG developments. Instances are the failure of
Xerox and Enron in the US, Robert Maxwell and Barings
Bank in United Kingdom (UK) and Nugan Hand Bank in
Australia (Kar, 2009, p. 12.) In 1979, the Securities and
Exchange Commission (SEC) mandated reporting on
mterna_l controls (Mehta, 2003, p. 678). The Cadbury
Committee’s recommendations for the Board and reporting
on effectiveness of internal control have been noteworthy
(Panchali, 1999, p. 65.) Further, reforms in CG continued,

nurcuant o the recommendiations of the King Committee

in South Africa (1994), the Toronto Stock Exchange Report
in Canada (1994), the Greenbury Committee in UK (1995),
the Vienot Committee in France (1995), and the Hampel
Committee in UK (1997) (Annual Report of Infosys, 2005
06, p. 114). In 1997, the New York Stock Exchange (NYSE)
with the consent of the SEC directed all US companies to
form Audit Committees with a majority of Independent
Directors. The General Motors Board of Directors
Guidelines in the US, and the Dey Report in Canada made
noteworthy contributions. The Sarbanes-Oxley (SOX) Act
passed by the US Congress (July 2002) introduced drastic
changes in corporate financial reporting since 1930. In
November 2003, the SEC approved these changes to the
NYSE and the National Association of Security Dealers
Automated Quotation System as listing requirements. The
Higgs Report on Non-Executive Directors and the Smith
Report on Audit Committees (January 2003) was part of
CG momentum in UK as well as Europe. In April 2004,
the government of 30 countries revised the Organisation
for Economic Co-operation and Development's (OECD's)
principles of CG. So the advancement of CG in linked with
the failure of companies globally.

In India, the Companies Act, 1956 laid the foundation
for corporate financial reporting and disclosure requirements
(Chakrabarti, William and Yadav, 2008, p. 63.) Further the
wave of liberalisation, privatisation and globalisation in
1990s necessitated government decontrol and competitive
businesses. The developments of CG in the UK, particularly
the recommendations of Cadbury Committee (1992),
triggered CG reforms in India. Further, incidence of stock
market scams such as the Harshad Mehta Scam, 1992,
the Vanishing Companies Scam, 1994, M. S. Shoes Scam
1994 and others intensified the CG debate (Sharma, 2010,
pp. 47-48). In the Indian context initiatives were taken by
National Task Force of Cll chaired by Rahul Bajaj which
developed “A Code of Desirable Corporate Governance” in
1998 (Cll). The SEBI appointed Kumarmangalam Birla
Committee in 1998 and on its recommendations the Listing
Agreement was enacted by SEBI in the year 2000 for
selected companies. The Department of Company Affairs,

gg;e;?un;znioofr:lgf;ea%pginted the Naregh Chandra
} Imp and the committee made
recommendations in the Indian context on the lines of the
Sarbanes—Oxley Act, 2002. Further, SEBI established the
Narayan Murthy Committee in 2003 to refine CG
provisions. The J.J. Irani Committee formed by the
government suggested modifications in the Companies
f;ct, 1956 (:vnth respect to CG provisions. Based on
commendations of th i i
49 was revised a feivaz?:es:ld(g%rlg?“giefss e
o culars at
www.nserndla.g:om). Government of India, Ministry of
Corporgte Affairs (MCA) also established the National
Foundation for Corporate Governance in 2004 as a catalyst
to strengthen CG (NFCG, 2012). In 2007, the government
issued Corporate Governance Guidelines for Public Sector
Enterprises in addition to compliance requirements with
Clause 49 of the Listing Agreement. Despite these
developments, the sensational fraud at Satyam Computers
in 2008-09 caused loss to stakeholders and raised many
questions on the credibility of companies with respect to
CG (Business Standard, November 2, 2010, p. 11).
Consequently, the MCA thought of some initiatives, as for
instance, developing Corporate Governance Voluntary
Guidelines, 2009, Corporate Social Responsibility
Voluntary Guidelines, 2009, Corporate Governance
Recommendations for Voluntary Adoption by CII, 20089,
National Voluntary Guidelines on Social, Environmental
and Economic Responsibility of Business, 2011 (NFCG,
2012). The Institute of Company Secretaries of India too
recommended strengthening the Corporate Governance
Framework guidelines after the Satyam fiasco. Further,
Companies Bill, 2012 incorporates many provisions of
Clause 49 of the Listing Agreement such as requirement
of a certain number of Board Meetings, Audit Committee
and selection of Independent Directors apart from including
new provisions, like Class Action Suits as per Section
245, and establishment of Special Fraud Investigation Office
under Section 211 (Companies Bill 2012). Apparently,
MCA is taking keen interest in CG regulations. The
Government is also planning to finalise a National Policy
on Corporate Governance for which suggestions have been
sought from the Adi Godrej Panel on Corporate Governance
(Economic Times, Sept. 27, 2012, p.7). Recently, SEBI
vide circular dated August 13, 2012, has mandated
inclusion of the Business Responsibility Report as a part
of the Annual Report for the top 100 listed entities
(Business Responsibility Report, FAQs, p. 1). This
reporting requirement is in line with the National Voluntary
Guidelines on Social, Environmental and Economic
Responsibilities of Business. Despite increased
awareness and improvements and developments in CG,
the desired results are yet to be seen and one concern is
with respect to its implementation in spirit.
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Review of Literature

As per the approach of the Cadbury .Cozlnmlttee.
compliance with a voluntary code coupled with disclosure,
will prove more effective than a statutory code, (Cadbury
Committee, 1992, para. 1.10). In case of no_n-mandat_ow
practices of CG, the results are quite disheartening
(Sharma, Agarwal and Ketola, 2009, abstract). Further, a
study reveals that in case of 44.44% of the sample
companies, an Independent Director hgs beer_n acting as
chairman of the Remuneration Committee; with respect
o Shareholders Rights, 14.38% of the companies have
sent half yearly reports to the shareholders and only 7.22%
of the companies have passed special resolutions through
postal ballot (Sharma, 2010, p. 271). Overall, mean
disclosure score of voluntary CG practices over a period
oftime is less than 50% (Sharma, 2010, p. 231). It remains
to be seen whether some of the voluntary CG measures
will become obligatory for companies through a
comprehensive revision of the Companies Act, 1956
(Sharma, 2012, p. 15). The government has considered a
few extant voluntary provisions of Clause 49 as a part of
the Companies Bill, 2012, for instance, establishment of
Nomination and Remuneration and Stakeholders
Committee under Section 178 (Companies Bill, 2012).
The adoption of non-mandatory provisions of CG does have
an impact on firm performance and compliance with such
provisions protects interests of shareholders (Madan, 2012,
p. 275). From a review of literature it is evident that non-
mandatory practices of CG are vital for companies though
compliance with such non-mandatory provisions is optional.

Regulatory Framework of CG

Clause 49 of the Listing Agreement has become effective
from January 1, 2006. Entities seeking listing for the first
time, at the time of seeking in-principle approval for such
listing and for existing listed entities having a paid-up share
capital of Rs. 3 Crore and above or net worth of Rs. 25
Crore or more at any time in the history of the company,
by April 1, 2005 are required to comply with mandatory
provisions of CG. This Clause is also composed of non-
mandatory provisions (Clause 49 of Listing Agreement,
Annexure ID, Circular no. SEBI/CFD/DIL/CG/1/2004/12/
10, dated 29 October, 2004.)

Non-Mandatory Provisions of CG
The non-mandatory provisions are described below.
The Board

A Non-Executive Chairman may be entitled to maintain a
Chairman’s office at the company’s expense and is
allowed reimbursement of expenses in the performance
of his duties. Independent Directors may have a tenure

not exceeding, in the aggregate, a period of nine years on
the Board of a company.

Remuneration Committee

(i) The Board may set up a Remuneration Committee to
determine on their behalf and on behalf of the ghareholders.
the company's policy on specific remur_lera'glon packages
for executive directors including pensmn'nghts gnd any
compensation thereof. (ii) To avoid COI“If!ICtS of interest,
the Remuneration Committee, may comprise at least three

A \
directors, 2l of whom shood be Non Bracubve Diratiar
and the Chairman of the Committee being an Independent
Director. (iii) All the members of the Remuneration
Committee should be present at the meeting. (iv) The
Chairman of the Remuneration Committee should be
present at the Annual General Meeting to answer the
shareholders’ queries; however, it would be up to the
Chairman to decide who should answer the queries.

Shareholder Rights

A half-yearly declaration of financial performance including
summary of the significant events in the preceding six
months may be sent to each shareholders.

Audit Qualifications

Company may move towards a regime of unqualified
financial statements.

Training of Board Members

A company may train its Board members as per the
business model of the company considering the risk profile
of the business, their responsibilities as directors and the
best ways to discharge them.

Mechanism for Evaluating Non-Executive Board
Members

The performance evaluation of Non-Executive Directors
could be done by a peer group comprising the entire Board
of Directors, excluding the director being evaluated and
such evaluation could be the mechanism to determine
whether to extend the terms of appointment of Non-
Executive Directors.

Whistle Blower Policy

The company may establish a mechanism for employees
to report to the management, concerns about unethical
behaviour, actual or suspected fraud or violation of the
company’s code of conduct or ethics policy. This
mechanism could also provide for adequate safeguards
against victimization of employees who avail of the
mechanism and also provide for direct access to the
Chairman of the Audit Committze in exceptional cases.
Once established, the existence of the mechanism may
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be appropriately communicated within the organization.
Research Design

Research design specifies the objectives, methodology,
tools and limitations of the study.

Objective of the Study

To ascertain non-mandatory and exemplary CG practices
by companies in general.

Research Methodology

Research Methodology consists of the below mentioned
aspects.

Sampling Method
Purposive Sampling

Purposive sampling method is used for the sample which
consists of 34 companies which featured in the S&P CNX
NIFTY Index in the years 2005-06, 2006—-07 and 2007-
08. The sample companies pertain to different sectors.
Some companies in the Index were excluded as they were
not members of the exchange in all the three years of the
study which would not provide a comparative view; a few
were excluded due to non availability of data.

Source of Data

Annual reports are considered important documents for
assessing and analyzing the CG standards and
compliance level of companies (Karim, 1996, pp. 89-124).
Hence, secondary data were gleaned from CG reports
which are part of annual reports. Printed copies of Annual
Reports of some companies were received on request and
some Annual Reports were retrieved from their websites.

Definition of Terms

Non-Mandatory CG Practices refers to compliance with
non-mandatory provisions of Clause 49 of the Listing
Agreement.

Exemplary CG Practices refer to CG practices
beyond mandatory and non-mandatory provisions of Clause
49 of the Listing Agreement.

Tools for Data Analysis

Data collected from the company's Annual Reports were
analysed with the help of classification, tabulation and
percentages to determine the extent of compliance. Atest
of proportion was also used for the study.

Limitations of the Study

Results of the study are subject to limitations of estimation
of errors, sample size, sample period and sampling
method.

Data Presentation and Analysis

Exhibit 1: Sample companies that featured in S&P CNX Nifty
Index at 31** March 2006, 2007 and 2008

Sr. Sample
Na.

_—y

ABB Limited, India
ACC Limited

Ambuja Cements Ltd.**
Bharti Airtel Limited*

Bharat Heavy Electricals Limited***

Bharat Petroleum Corporation Limited***

Cipla Limited

oIN|Ol|A]|lwWw]N

Dr. Reddy's Laboratories Limited
9 GAIL (India) Limited***

10 Grasim Industries Limited

1 HCL Technologies Limited

12 Housing Development Finance Corporation Limited
13 HDFC Bank Limited
14 Hero Honda Motors Limited

15 Hindalco Industries Lirnited

16 Hindustan Unilever Limited*

17 ICICI Bank Limited

18 Infosys Technologies Limited

19 ITC Limited

20 Larsen & Toubro Limited

21 Mahindra & Mahindra Limited

22 Maruti Suzuki India Limited**

23 Qil and Natural Gas Corporation Limited™*

24 Ranbaxy Laboratories Limited

25 Reliance Infrastructure Limited**

26 Reliance Industries Limited

27 Steel Authority of India Limited***
28 Sun Pharmaceutical Industries Ltd.
29 Tata Motors Limited

30 The Tata Power Company Limited
31 Tata Steel Limited

32 Tata Consultancy Services Limited

33 Wipro Limited

* Indicates those companies that have changed their names in the
year 2005-06, so a new name features in the sample.
** Indicates those companies that have changed their names in the
year 2006-07, so a new name features in the sample.
*** Government companies.
Sources: (i) The Economic Times, Ahmedabad, 31st March 2006,
2007 and 1st April 2008.
(i)  www.nseindia.com
(i) Annual Reports of sample companies.
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Table 1: Data on compliance with Non-Mandatory Provisions of CG as per Clause 49

Number of Companies

Provisions Clause 49
of Listing 2005-06 2006-07 | 2007-08
Agreement Full Non- Full Non- Full Non-
Compliance | Compliance’ | Compliance Compliance” | Compliance | Compliance’
1. The Board Annexure 2 32 1 33 1 33
ID -5.88% -2.94% -2.94%
2. Remuneration Annexure 21 (61.76%) 13 21 13 21 (61.76%) 13
Committee 1D -61.76%
3. Shareholder Annexure 9 25 8 26 9 (26.47%) 25
Rights ID -26.47% -23.53%
4. Audit Annexure 14 20 15 19 16 18
Qualifications ID -41.18% -44 12% -47.06%
5. Training of Board Annexure T 27 6 28 6 28
Members ID -20.59% -17.65% -17.65%
6. Evaluation of Non- Annexure 8 26 8 26 T 27
Executive Directors ID -23.53% -23.53% -20.59%
7. Whistle-Blower Annexure 23 (67.65%) 11 24 (70.59%) 10 23 (67.65%) 11
Policy 1D

‘Non-Compliance includes less than full compliance.
Source: Gleaned from Annual Reports.

Trends in Compliance with Non-Mandatory Provisions

of CG

Compliance with Non-Mandatory Provisions of CG can

prove beneficial for the smooth functioning of companies.
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Figure 1: Trends in Compliance with Non-Mandatory Provisicns of CG

For instance, whistle-blowing on unethical practices may
deter fraud within the company.

An inconsistent pattern can be noticed with regard
to non-mandatory practices of CG as presented in Figure 1.
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Table 2: Data on Exemplary CG Practices

No.| Exemplary Practices Number of Companies
2005-06 2006-07 2007-08
Compliance Non- Compliance Non- Compliance Non-
Compliance Compliance Compliance
1 CG Ratings 3 31 3 31 4 30
2 Shareholders Satisfaction Survey 1 a3 2 32 2 32
3 Compliance Committee 0 34 0 34 2 32
4 Ethics and Compliance Committee 4 30 4 30 4 30
5 Nomination Committee 6 28 10 24 9 25
6 Value Added Statement/Market Value Added 4 30 2 32 3 31
T Health, Safety and Environment 7 27 7 27 8 26
8 Secretarial Standards on CG by Institute of 1 33 1 33 3 31
Company Secretaries of India
9 Fraud Monitoring Committee 2 32 32 2 32
10 | Compliance with Recommendations of CG by 2 32 2 a2 2 32
Committee(s)(e.g. Kumar Mangalam Birla, Naresh
Chandra and Narayan Murthy Committee)
11 United Nations Global Compact Programme 2 32 2 32 3 31
12 | Value Reporting 1 33 1 a3 1 33
13 | Economic Value Added Analysis 5 29 < 30 4 30
14 | Euro Shareholders CG Guidelines, 2000 1 33 1 33 1 33
15 | 30 Organisation for Economic Cooperation and 1 33 1 33 1 33
Development's Principles of CG
16 | Findings and Recommendations of The Conference 1 33 1 a3 1 33
Board Commission on Public Trust and Private
Enterprises in the United States, 2002 and 2003
17 | Early Compliance of International Financial 1 33 1 33 1 33
Reporting System
18 | Sustainability/Environment and Sustainability 5 29 6 28 7 27
Reporting
19 | Risk Monitoring Committee 1 33 1 33 1 33
20 | Environment Report/Policy/Environment 5 29 5 29 5 29
Management
21 | Frequently Asked Questions in Annual Report 2 32 2 32 2 32
22 | Secretarial Compliance Certificate by Company 5 29 5 29 5 29
Secretary
23 | CG Guidelines for Public Sector Enterprises, 2007 0 34 0 34 1 33
24 | CG Monitoring and Review Process/Compliance 0 34 2 32 1 33
Mean of Number of Companies complying 2.5 (7.35%), 2.7 3.04
and corresponding percentage i3 - 1 e (797%); |- e (8.94%), | .......
ie,3 ie,3
Source: Gleaned from Annual Reports.
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Instances of the oddity are apparent across the three years
with respect to the evaluation of Non-Executive Directors
and the whistle-blower policy.

Status of Compliance with Non-Mandatory Provisions
of CG

Though, compliance with non-mandatory provisions of CG
is voluntary, it is deemed desirable in the larger public
interest and such compliance is good for companies as
revealed from the review of literature.

Statistical Tests

Seeing the nature of the data, it was decided to adopt
Single-Sample Tests involving proportions. For suitability
of statistical tests and applications, data were classified
into two categories, the first set included those companies
which demonstrated full compliance while the other
comprised companies whose compliance was either partial
or nil.

As a part of computation of the Test Statistic, Z
scores were computed using the following formula (Blalock,
pp. 198-199).

P, - P,

& " /P.ai/N

Where p, = Percentage of actual number of companies
demonstrating full compliance

P, = Percentage of standard / null hypotheses,
i.e., a majority as meaning greater than 50
per cent, hence 0.501 was considered.

q, = 1_pu

N = Sample size

Significance Level and Critical Region: The
significance level of 0.2 and a one-tailed test are selected.

Hypotheses Testing and Discussion

The following null hypotheses were considered for testing
in pursuance of the objectives of the study for all the three
consecutive years as mentioned above.

H, : A majority of companies adheres to non-
mandatory provisions of CG with respect to the Board.

Computation of Test Statistic of H, for 2005-2006:

0.0588 —0.501
/1(0.501)(0.499))/34

= -0.4422+0.0857 =-5.16

The Z scores for the subsequent two years were
computed in the same way.

Table 3: Z Scores for H,

Provision Years
2005-06 2006-07 |2007-08

Non-mandatory provisions of -5.16 55 -5.5
CG with respect to the Board

Forthe year 2005-06, 2006-07 and 2007-08 a normal
distribution table will show that the probabilities of Z scores
of -5.16 and -5.50 are almost nil if the assumptions were
true and as it is less than the significance level of 2 per
cent, the null hypothesis is rejected. On the basis of the
evidence it can be established that there are instances of
non-compliance with respect to the Board in a majority of
companies.

H, Amajority of companies adheres to non-mandatory
provisions of CG with respect to Remuneration Committee.

Table 4: Z Scores for H,

Provision Years
2005-06 | 2006-07 |2007-08

Remuneration Committee 1.36 1.36 1.36

Forthe year 2005-06, 2006-07 and 2007-08 a normal
distribution table will show that a Z score of 1.36 would
occur approximately 8.69 percentage of the time by
chance if the assumptions were true and since it is more
than the significance level of 2 per cent, we fail to reject
the null hypothesis.

H, Amajority of companies adheres to non-mandatory
provisions of CG with respect to sharehclders rights.

Table 5: Z Scores for H,

Provision Years
2005-06 | 2006-07 |2007-08

Shareholders rights -2.76 -3.1 -2.76

Forthe year 2005-06, 2008-07 and 2007-08 a normal
distribution table will show that Z scores of -2.76 and
-3.10 would occur approximately 0.29 and 0.09
percentages of the time respectively by chance if the
assumptions were true and as they are less than the
significance level of 2 per cent considered, the null
hypothesis is rejected.

H,: A majority of companies adheres to non-
mandatory provisions of CG with respect to Audit
gualifications.
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Table 6: Z Scores for H,

Provision Years
2005-06 | 2006-07 |2007-08
Audit qualifications -1.04 -0.70 -0.35

Forthe year 2005-06, 2006-07 and 2007-08 a normal
distribution table will show that Z scores of -1.04, -0.70
and -0.35 would occur approximately 14.92, 24.02 and
36.32 percentages of the time respectively by chance if
the assumptions were true and as they are more than the
significance level of 2 per cent, we fail to reject the null
hypothesis.

H, Amajority of companies adheres to non-mandatory
provisions of CG with respect to training of Board Members.

Table 7: Z Scores for H,

Provision Years
2005-06 | 2006-07 [2007-08
Training of Board Members -3.44 =3.79 -3.79

For the year 2005-06, 2006-07 and 2007-08 a normal
distribution table will show that probabilities of Z scores of
-3.44 and -3.79 are almost nil if the assumptions were
true and as they are less than the significance level of 2
per cent, the null hypothesis is rejected.

H, A majority of companies adheres to the non-
mandatory provision of CG with respect to the evaluation

For the year 2005-06 and 2007-08 a normal
distribution table will show that a Z score of 2.05 would
occur approximately 2.02 percentage of the time by
chance if the assumptions were true and as it is more
than the significance level of 2 per cent, we fail to reject
the null hypothesis.

However, for the year 2006-07 a normal distribution
table will show that a Z score of 2.39 would occur
approximately 0.84 percentage of the time by chance if
the assumptions were true and since it is less than the
significance level of 2 per cent, the null hypothesis is
rejected.

In the years 2005-06 and 2007-08, the failure to reject
the null hypothesis implies that evidence is not strong
enough to reject unlike the year 2006-07. It may be on
account of inconsistency in reporting with respect to the
whistle-blower policy.

Status of Exemplary CG Practices

Some companies have introduced exemplary CG practices.
These practices go beyond compliance with mandatory
and non-mandatory CG norms. Such practices can further
promote value creation and improved transparency.

H, : Amajority of companies follows e_xemplary CG
practices.

Table 10: Z Scores for H,

of Non-Executive Directors. Eaiture Years

Table 8: Z Scores for H, 2005-06 | 2006-07 | 2007-08

Provision Years Exemplary CG practices -4.99 -4.92 -4.80
2005-06 | 2006-07 |2007-08

Evaluation of Non-Executive -3.10 310 | -3.44 *  FRCENGNEO i S DR N

Dinsetiins distribution table will show that probabilities of Z scores of

For the year 2005-06, 2006-07 and 2007-08 a normal
distribution table will show that probabilities of Z scores
of -3.10 and -3.44 are 0.10 and nil percentages if the
assumptions were true and since they are less than the
significance level of 2 per cent, the null hypothesis is
rejected.

H. Amajority of companies adheres to non-mandatory
provisions of CG with respect to the whistle-blower policy.

Table 9: Z Scores for H,

Provision Years
2005-06 | 2006-07 |2007-08
Whistle-blower policy 2.05 2.39 2.05

-4.99, -4.92 and -4.80 are almost nil if the assumptions
were true and as it is less than the significance level of 2
per cent, the null hypothesis is rejected. On the basis of
the evidence it can be established that a majority of
companies does not follow exemplary CG practices.

Conclusion

There exist instances of non-compliance with non-
mandatory provisions of CG and exemplary CG practices
in a majority of the companies. The level of compliance is
low, far below a majority.

Policy Implications and Recommendations

Increased transparency and disclosures are impaired as
a majority of companies are not adhering to the non-
mandatory provisions of CG. Unless incentives are
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extended for compliance with the non-mandatory
provisions, companies may not adhere to the same.
Further, non-compliance with the non-mandatory provisions
of CG can work as barriers to CG reforms and thereby
jeopardize the interests of stakeholders, in particular,
equity shareholders. For instance, compliance with training
of Board Members is a crucial aspect of CG. Hence, non-
mandatory provisions should be encouraged immediately
by the regulators. With respect to exemplary CG practices,
a few companies have attempted to go beyond mandatory
and non-mandatory CG practices, viz; Infosys
Technologies Limited and it is exemplary.
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If management is about running the business, governance is about seeing

that it is run properly.

—R Tricker
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Focus

Role of B-Schools in Developing the Culture of
Corporate Governance in the Organization: A
Study of Indian B-Schools

NANDITA SETHI

Business education is truly at a crossroads especially
after scandals like Enron, which have put corporate
reputation at great stake. The main question being asked
is: Are Business Schools failing in training the future
managers in their legal and ethical responsibilities to
society? It is well known that the strategies employed in
an organization are the personification and characterization
of its higher management. Culture of the organization
represents the values, beliefs and ethics, and comes from
the shared vision of its management. Business schools
as supplier of business managers can produce the well-
trained and ethically responsible managers, who ensure
the best practices of corporate governance in their
organizations. This demands the attentions of b-schools
to play their role more actively by nurturing the codes of
good governance in the minds of business managers. This
study aims to investigate current situation of India’s
business graduates in terms of their perception towards
corporate governance and explores the scope of corporate
governance issues in the courses of business schools.
The study undertakes qualitative and quantitative surveys
of the business schools of India on various aspects that
show the existing situation and tries to reach some broad
conclusions.

Nandita Sethi is senior Faculty at the Institute of Public Enterprise,
Hyderabad.

The emerging global business environment has undergone
unprecedented changes and the existing business models
and frameworks cannot easily explain these changes.
From the globalization of capital markets to the emergence
of powerful information technologies there has been a
phenomenal change in the very nature of the modern firm.
While globalization has been a boon in many business
related aspects, it has also made the corporations
vulnerable to greater risk, abuse and fraud, sometimes
on a global scale, and raises serious issues related to
inadequacies of governance, demand for new reforms and
models of operation and re-evaluation of systems.
Scandals in Enron, WorldCom, Tyco and Adelphia
Communications are adequate evidence of this and have
become sources for the evolution of many new concepts
like, corporate governance, corporate responsibility,
corporate citizenship and social responsibility.

Corporate governance can be defined as the formal
system of accountability and control for the legal, ethical
and socially responsible organizational decisions and use
of resources. It is based on certain institutions like; laws,
contracts, norms and regulations that create self-governing
system in the organization. This compliance-oriented
program has become the central element of competitive
market economy of today. In good corporate governance
system, managers make decisions by making the process
very transparent, digestible and conducive to direct the
resources in which they ensure the accountability,
accuracy, timeliness, and use of powers effectively.
Corporate governance comprehends the structure of
relationship and the corresponding responsibilities among
the core groups, consisting of shareholders, board
members, and managers, etc, designed to best foster
the competitive performance and required to achieve the
corporation’s primary objectives.
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Corporate governance, therefore, involves ethical,
social, legal, environmental and managerial operation
related issues. According to business ethicist, a
corporation has various stakeholders, internal and external,
groups whose support is essential for the survival and
growth of any corporation (Freeman, 1984; Lozano, 2000;
Mitroff, 1983). Commonly acknowledged stakeholders that
a corporation interacts with include employees, customers,
shareholders, suppliers, government agencies, managers,
creditors and community groups. One group that should
be considered as a stakeholder consists of business
students, who collectively constitute the future leadership
of corporations and will eventually become members of
virtually all stakeholder groups (R.A. Peterson and G.
Albaum, 2005). Therefore this concept has direct
implications for businesses and business education.
Theory of corporate governance trigged out the minds of
business schools’ deans to get the academia involved in
the practices of this recommended model. “After a year of
high-profile corporate scandals and bankruptcies, including
big names, ..... Professors at business schools have
reinvigorated their ethics instruction by turning headlines
into lecture fodder and paper topics” (J.K. Wall, 2002).

In order to exercise good corporate governance in the
corporations, business managers have to be trained.
Therefore consideration needs to be given to teach business
education within a moral context. This demands the
attentions of business institutions to play their role more
actively by nurturing the codes of good governance in the
minds of business managers. The learning of ethics and
morals in business education will serve as an effective
change agent and result in the business graduates turning
from pre-conventional and conventional phases in their moral
developmentto a post-conventional stage and enable them
to respect the rights of others in society (Kohlberg, 1976).
Colleges are one of the best places to encourage this type
of value development culture (White, 1980). Business
students should be trained to understand the responsibility
of business to its larger extent for the social system in
which it operates. Only then, they can “become better
managers and lead a corporation towards responsible
behavior firm, which is highly needed in this troubled world”
(Hathaway, 1990). In business school's ethics courses,
students should learn to understand the conflicts created
by ethical dilemmas and make decisions, particularly when
there is no clarity of right and wrong. Ethics courses should
help the student develop the ability to make strategic
decisions consistent with organizational and personal goals
and values. (Stephen J Kimm. 2003).

The study aims to investigate current situation of
India’s business graduates in terms of their perception
towards issues of corporate governance. The study
assumes that ethically and socially responsible
management can practice and implement good governance
in the organization. Business schools as supplier of
business managers can produce the well-trained and
ethically responsible managers, who ensure the best
practices of corporate governance in their organizations.
The study proceeds in the following sections. Section 2
undertakes a brief literature review. Section 3 analyses the
issues related to corporate governance in India. Section 4
takes up the research issues and methodology being
followed. Section 5 does an analysis using some statistical
tools and interpreting the results. Section 6 develops
conclusions and suggests implications for business schools
and also for future research. Some tables constructed from
the statistical results are appended in the Annexures.

Literature Review

The issues of corporate governance and role of ethics in
the development of corporate governance is widely
discussed in the literature. Junichi Mizuo, 1998, conducted
an empirical research on Business ethics and corporate
governance in Japanese corporations; he called for a fresh
look at corporate values and an attitude of conformance
to business ethics on the parts of both organizations and
individuals. Nakano, 1997, found in the study of business
ethics perceived by managers, that company policy on
business ethics is the most important factor influencing
managers to make ethical decision. Walton, 1990, reported
a survey conducted in USA from over 1000 senior
executives, deans of business schools and members of
Congress in 1988 which revealed that 99 percent of deans,
95 percent of corporate leaders, and 77 percent of
Congress members felt deeply troubled over the unethical
behavior of major figures in U.S. financial and manufacturing
organizations. Vogel, 1992, raised the issue of variance in
the norms of ethical business behaviors across the different
industrialized nations and urged for the need for
standardizing and globalizing the business ethics. The
change in corporate world is widely affecting the culture of
business schools. Business schools have now started
putting much emphasis on ethical and social issues.
Jennifer Merritt, 2002, mentioned that incoming MBA class
at the University of Michigan Business School had an
assignment even before students arrived in Ann Arbor. They
are asked to write a case study on the most challenging
ethical dilemma each person had ever faced. It is a new
lesson plan for business schools across the country, where

Productivity « Vol. 54, No. 3, October—December, 2013

249




corporate scandals and a waning MBA job market have
touched off a wave of self-reflection and reform. Kumar,
Kamalesh, 1995, in his survey of business graduates, “who
are the future executives”, found that future executives
showed relatively strong orientation towards social values
and the concept of social responsibility and good corporate
citizenship has become an integral part of their value
system. Kumar urged future business leaders to be careful
that their efforts to be competitive and profitable do not cause
them to embrace values that tarnish their ethics. Cuilla,
Joanne B, 1985, discovered the failure of business schools
to discuss business ethics with their students, but most
students and faculty agree that ethics are important, and
business schools need to integrate ethics into their curricula.
Sims and Sims, 1991, recommended three outcomes out
of applied business ethics course: (1) increased ability to
recognize ethical issues in the work place; (2) enhanced
skills in moral reasoning; and (3) clarification of moral
aspirations. R Warren, G Tweedale, 2002, blamed the
business schools for their negligence in historical and ethical
dimensions as: corporate ethics, social responsibility of
companies, disclosure, the actions of multinational
companies overseas, the dilemmas of whistle-blowing, the
impact of lobby groups and health and safety issues.
Marietta Del Favero 2003, spoke about the social nature of
governance, and said that understanding governance by
cognitive approaches is more valuable. Rozensher, et al,
1994, provided his statistics that 90% of faculty responded
that they spend at least some time covering ethical issues.
Most spend between one and two class hours covering
ethical issues; however, about 1/4 of all respondents said
they spend more than 4 hours during the course of the
semester on ethical issues. Pfeffer and Fong, 2002, found
that business education in teaching the business ethics is
not very effective; having no correlation with career success
or has little influence on management practices. Donaldson,
2002 reported, contradictions in management theories and
management education. Susan, Yusuf J Urgas, 1998
indicated that female students expressed stronger ethical
attitudes than males. The same is also true for older versus
younger students.

Corporate Governance and India

Corporate governance had not been a well-understood
concept in India right up to the early 1990s. In the pre-
liberalization period, it was believed that maximizing loans
to the industrial sector would lead to industrial development
and employment creation. Monitoring of the loans was

not considered a major priority. The financial institutions,
which were mostly government owned and controlled, never
came in the way of any management and virtually never
divested their ownership stake in any firm. Instead it was
found that many times they were pouring more money
after a bad loan, in the nope that the distressed firm would
find its way out of trouble rather than attempting to shut
down such firms. Regulations had eliminated the possibility
of competition among financial intermediaries, most of
whom were again government-owned and not monitored
themselves. The bottom line was that once a firm was
granted a license under the pre-1991 ‘license rz; it was
more or less guaranteed a financial support from state-
run financial institutions. There were also constraints on
monitoring by external capital markets. The Companies
Act placed restrictions on the acquisition and transfer of
shares, and so prevented the development of a market for
corporate control. Takeovers were practically difficult to
implement with half to two-thirds of the equity in any firm
being in the hands of the entrepreneurs and the financial
institutions, who never sold their shares.

With the 1991 balance-of-payments crisis, and the
liberalization of the economy, several positive
developments occurred on the corporate governance front.
First, The Securities and Exchange Board of India (SEBI)
Act of 1992 created a regulatory body with the explicit
mandate to improve the functioning of Indian financial
markets. Second, the state-run financial institutions were
given incentives for better performance and a freer hand to
monitor their loans. As they were slowly being snatched
off their historically privileged access to funds, the need
to access public capital markets made them more
conscious of the bad loans on their balance sheets.
Competition among the financial institutions increased with
the deregulation of interest rates and the gradual eliminaticn
of consortium requirements. Private sector mutual funds
were allowed to compete with the state monopoly. Third,
atakeover code was introduced in late 1994, after a public
outcry over legally sanctioned price rigging.' Fourth,
restrictions on the entry of foreign investors were eliminated
and regulations on their investments were substantially
clarified. All these developments threw the domestic
corporates open to external competition in all the markets:
product, factor and capital. The pressure to complete
globally in turn put pressure to follow internationally
accepted norms of corporate governance.

Implementation of corporate governance in India has
depended upon laying down explicit codes, which

'In 1993-1994, many firms issued preferential equity allotments to the controlling shareholders at steeply discounted prices
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enterprises and the organizations are supposed to cbserve.
We have the Kumaramangalam Birla code as a result of
the committee headed by him at the behest of the SEBI.
Earlier we had the Cll coming up with the code for corporate
governance recommended by the committee headed by
Shri Rahul Bajaj. These codes however, can, at best, only
be guidelines and how effective corporate governance can
be, will depend upon the management's belief in corporate
governance and the commitment of the people in the
organization, to it. The Indian corporate governance
scenario is still found to be deficient for various reasons,
some of which are: (i) SEBI does not have all-pervading
powers to police all violations of regulations. It continues
to adapt and modify regulations as it learns more about
how to regulate financial markets. (ii) Takeovers continued
to be difficult given the paucity of timely information and
high transactions costs in both the primary and secondary
equity markets.? (iii) Competition among financial
intermediaries is limited. Many of the state-run
intermediaries are still saddled with bad loans, which
affected their ability to act as monitors. (iv) Disclosure
problems continued to remain as requirements under the
Companies Act are not very stringent.

Some data from Credit Lyonnais Securities Analysis
(CLSA)® supports this assessment of the current state of
Indian corporate governance. The data are from a set of
questions regarding corporate governance administered
to 482 companies in 24 emerging markets in 2001. The
companies are generally the ones of greater interest to
foreign investors, typically characterized by some subset
of the following characteristics — large size, greater equity
float, and foreign listings. When the countries were ranked
by the mean corporate governance score constructed by
CLSA, it was found that India ranked in about the middle.
Since most countries in these data have poor average
corporate governance (with some exceptions like Hong
Kong and Singapore), and since the selected companies
are generally the better governed ones, it goes to show
the level of implementation of corporate governance in India.

The need for corporate governance has been
highlighted in India because of the scams we have been
having almost as an annual feature ever since we had
liberalization from 1991. We had the Harshad Mehta Scam,
Ketan Parikh Scam, UT| Scam, Vanishing Company Scam,
Bhansali Scam and so on. According to N. Vittal, Central
Vigilance Commissioner, “I find that the legal and

“A detailed account can be found in SEBI (1994).

administrative environment in India provides excellent
scope for corrupt practices in business.™ Therefore unless
a management is committed to be honest and observe
the codes of corporate governance, the atmosphere is too
tempting to do otherwise. Of course there are companies
in India, like Infosys and Wipro, to name a few, which are
following ethical practices. Corporate governance ratings
of the software firms are higher than those of other Indian
firms as they are more exposed to global competition than
others. Overall, it is felt that creating proper public
governance and making changes in the various regulations
impinging on the working of an enterprise or a body like
the capital market, is the need of the hour if we wish to
establish better corporate governance in the country.

The Study
Issues

Corporate governance aims to minimize the chances of
corruption, malpractices, financial frauds and misconduct
of management. Corporate governance provides various .
codes and regulations to establish good governance
system and monitor the performance of corporations in
the context of transparency, advocacy, accountability and
social contribution to the society. Business schools have
an important role to play in the development of corporate
governance and lead changes in the ongoing systems and
procedures of the corporations. Business schools can
support the culture of good governance by supplying the
well-trained and ethical responsible mangers, which ensure
the best practices of corporate governance in their
organizations. Training the graduates and teaching
corporate governance in their courses can help to develop
the corporate governance culture in the organizations. The
study collects the perceptions of business graduate or
future executives about the different issues related to
corporate governance. The issues taken into study include:,
management issues, shareholder issues, customer
issues, social issues, direct corporate governance and
personal preparation. The study investigates the level of
understanding and learning experiences related to
corporate governance issues in business education. The
study highlights the role of business schools in promoting
the culture of corporate governance while training the future
executives to apply good governance. The study addresses
the following questions:

1. Whatis the understanding level of business graduates
about corporate governance?

“Tarun Khanna & Krishna Palepu, “Product and labor market globalization & convergence of corporate governance: Evidence from Infosys and
the Indian software industry, Working Paper No. 02-040 Sep 2001, Strategy Unit Harvard University
“N. Vittal, “Issues in Corporate Governance in India”, 5th JRD Tata Memorial Lecture Series

Productivity « Vol. 54, No. 3, October—December, 2013

251



2. What are the sources of learning corporate governance
for business graduates?

3. Whatare the overall perceptions of business graduates
about corporate governances?

4. Do business schools play any role to promote
corporate culture?

5. Are business graduates ethically competent to apply
corporate governance in real business world?

Sample Design and Data Collection

This study selected nine business schools for data
collection purpose. Of these, three B-Schools come
directly under the university system. The Universities
selected were - two from the public sector and one from
the private sector. The remaining six are private B-Schools,
which are either affiliated to the universities/ recognized
by the AICTE or Industry recognized (For actual list of
institutions see Annexure) The respondents randomly
selected were business graduates in the two-year business
management course and were studying in one of the four
semesters of the course.

Methodology

The sample size of the study is 508 respondents whose
response was taken for analysis through a specifically
designed questionnaire, which contained the issues related
to corporate governance. The issues were basically
classified into six dimensions, taken from the literature
about corporate governance: management issues,
shareholder issues, customer issues, social issues,
corporate governance issues and personal issues. The
guestionnaire covered thirty-two attributes/aspects to
determine the students’ perceptions and learning

B-Schools Surveyed

experience towards corporate governance in the light of
the education from their respective institutions (for study
scale see Annexure). The factors were adapted from the
relevant literature on corporate governance, interviews with
various educationists and corporate management
consultants of India. Lastly, five-point Likert type
questionnaire was designed scaling factors ranging 1,
which stands for “not important at all” to 5 for “very
important”. The data was processed and analyzed using
SPSS software package. Statistical tools like reliability
coefficient, Kolmogorov-Smirnov test, Chi-square test and
mean scores were used for analysis.

Results and Analysis

From the 36 questions asked in the questionnaires a study
scale was formed. In order to study the internal
consistency and reliability of study scale, Alpha-coefficient
was computed (Appendix Table 1). The scale with 32

Table 1: Reliability Coefficients

No. of Cases 508
No. of Items 32
Alpha Scores 0.83

attributes got 0.83 alpha scores. In behavioral studies,
this alpha score indicates a reasonably high level of scale
reliability. To study the ability of research scale in
generalization of results or representation of population,
Kolmogorov-Smirnov test is applied using the normal
distribution. Z scores of Smirnov test (Table 2) are quite
satisfactory and proved significant (P<. 05) in most cases.
The scores help the author to interpret the results over the
population. Sample of study comprises of 33% female,
67% males Respondents of private business schools are
55% and of public institute are 45%. Data was also

S.No |Name of the B-School / Institute/ University Type

1 School of Business, Hyderabad Central Unversity Public

2 Department of Management, Osmania Unversity (OU) Public

3 ICFAI Business School, ICFAI University Private

4 Institute of Public Enterprise Semi-Public ( AICTE Recognized)
5 Xavier's Vignan Jyothi Institute of Management Private ( AICTE Recognized)

6 St Niveditha College of Professional Studies Private (AICTE Recognized)

T Swamy Vivekananda Institute of Management Private ( OU affiliated )

8 Institute of Computers and Business Management Private/ Industry recognized

9 National Institute of Construction Management and Research Private/Industry recognized
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Study Scale

S.No | QNo
Management issues
1 Q7 Business education discourages me to participate in tha micro politics of firm’s higher management.
2 Q12 I am being taught that | must ensure the justice/equality e;nd non discriminatory treatment among the employees of my firm
3 Q13 | am being trained to develop the compliance oriented culture of accountability for all level of employees in the firm
4 Q14 Business education teaches me to ensure the independency of internal and external auditors to strengthen the check and
balance in the firm
5 Q15 My learning in business school helps me to adopt participati;; and democratic management style in business and other
areas of life '
6 Q16 Business education teaches me to support the power and reward sharing culture In the Organization
Share holders issues
7 Qs Business education forbids me to help the owner in his unethical/unlawful business transactions
8 Q17 Business education has taught me to prioritize the shareholders Io‘;(ners interest in making the business decision
9 Q18 Business education encourages me to ensure the open system and 'maximum access to the information for shareholders
10 Q19 | have learnt that, | must ensure the resources allocation in the intere:t of shareholders/owners
1 Q20 Business education forbids me to manipulate or play with the figures te cheat the shareholders/owners
12 Q28 | am being taught in my courses that | must maintain the balance betwean the interest of shareholders/owners and rights
of employees of the company
Customer’s issues T
13 Q1 | am being taught in MBA program, that achieving the target is not each and every thing in business success.
14 Q2 Business education encourages me to work for value maximization instead of profit maximization.
15 Q3 Business education discourages me to increase the sale volume through unfajr promoticnal means.
16 Q4 Business education teaches me to treat the customer with actual and real product features.
17 Q6 Business education strictly disallows me to cheat the customer with impossible promises or unrealistic expectations.
18 Qn In order to win competition we have to apply certain hidden costs.
Social issues
19 Q23 Learning in business school strongly recommends me to care for the local values:;nd culture while making businesses
decision
20 Q24 | am being taught that | should not support the business policies, which can damage the local traditions and customs for
commercial purpose
21 Q25 Business education encourage me to fight for the environmental issues while makingvthe business decision in the firm
22 Q26 | learnt in the business education to abide by the local laws and regulations in bus'rnes} transaction
23 Q27 Business education strongly prohibits to encourage the culture of kickback and cprrupti;n among the local autherities of
the state
Personal issues 3
24 Q9 | learnt in business education that we should not overrule the firm'’s policies to gain persc;;\ai benefit/self interest
25 Q10 | learnt in business education to ensure the 100% transparency and fairness in my busin;ss transactions
26 Q21 Business education disallows me to develop unrealistic forecasting to secure my job
27 Q31 Edufcation of business school helps me to maintain the high level of moral, justice, and honesty In business and other affairs
of life
28 Q32 Education of business school really helps me to become a socially and ethically responsible citizen
Corporate Governance
29 Q33 Business education discourages me to become a part of malpractice/unprofessional conduct to gain short term benefits
30 Q34 Education of business school te' ches me how to develop a good corporate governance system in the organization
31 Q35 Education of business school trains me, how to maintain the good corporate goveraance system in the organization
32 Q36 Education of business school teaches me, how to change the traditional business culture into gcod corporate governance

culture
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Table 2: One-Sample Kolmogorov-Smirnov Test

N Normal Most Extreme Differences Kolmogorov-| Asymp.
Parameters (a,b) Smirnov Z Sig .
Mean Std. Absolute Positive Negative (2-tailed)
Deviation
Q1 413 3.545 1.315 0.238 0.134 -0.238 4.843 0
Q2 413 3.862 1.103 0.218 0.151 -0.218 4.432 0
Q3 413 3.274 1.421 0.187 0.122 -0.187 3.798 0
Q4 413 4.039 1.021 0.235 0.173 -0.235 4.785 0
Q5 413 2.923 1.383 0.186 0.150 -0.186 3.789 0
Q6 413 3.450 1.416 0.210 0.140 -0.210 4275 0
Q7 413 3.029 1.119 0.187 0.181 -0.187 3.800 0
Qs 413 3.203 1.382 0.178 0.125 -0.178 3.615 0
Q9 413 4.053 1.167 0.259 0.206 -0.259 5.259 0
Q10 413 3.850 1.150 0.227 0.159 -0.227 4,623 0
Q11 413 2.935 1.282 0.189 0.133 -0.189 3.846 0
Q12 413 4.169 1.031 0.288 0.210 -0.288 5.863 0
Q13 413 3.944 0.965 0.228 - 0.148 -0.228 4.626 0
Q14 413 3.896 1.043 0.206 0.146 -0.206 4.189 0
Q15 413 4.426 3.009 0.417 0.417 -0.267 4.477 0
Q16 413 4.085 1.002 0.246 0.181 -0.246 4.999 0
Q17 413 3.855 1.081 0.229 0.145 -0.229 4.654 0
Q18 413 3.959 1.052 0.224 0.161 -0.224 4.547 0
Q19 413 3.627 1.089 0.232 0.136 -0.232 4.716 0
Q20 413 3.322 1.480 021 0.139 -0.211 4.280 0
Q21 413 3.441 1.279 0.190 0.114 -0.190 3.854 0
Q22 413 2.893 2.483 0223 0.207 -0.223 4.528 0
Q23 413 3.008 1.011 0.229 0.161 -0.229 4.657 0
Q24 413 3.615 1.190 0.198 0.126 -0.198 4.029 0
Q25 413 3.811 1.049 0.213 0.139 -0.213 4.331 0
Q26 413 3.942 1.001 0.240 0.145 -0.240 4.875 0
Q27 413 3.562 1.238 0.181 0.133 -0.181 3.672 0
Q28 413 4.126 0.942 0.249 0.177 -0.249 5.070 0
Q29 413 2.981 1.217 0.172 0.140 -0.172 3.500 0
Q30 413 3.237 1.237 0.206 0.122 -0.206 4.182 0
Q31 413 3.886 1.054 0.223 0.145 -0.223 4.540 0
Q32 413 3.985 1.024 0.229 0.161 -0.229 4.653 0
Q33 413 3.806 1.183 0.214 0.156 -0.214 4.349 0
Q34 413 3,952 1.042 0.218 0457 -0.218 4.435 0
Q35 413 3.874 0.990 0.236 0.149 -0.236 4.793 0
Q36 413 3.845 1.052 0.222 0.136 -0.222 4.511 0
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calculated about the study duration of business graduates
as 16% respondents have completed their 25% of the
program, 20% about 50%, 28% about 75% and 36% has
completed the study period more than 75%. Time hierarchy
of respondents indicate the validity of results as nearly
35% respondents are well experienced in business
education and at the last stage of study and almost about
35% are below the mid of program duration. (Table 3).

Table 3: Demographics of Respondents

Gender Frequency Percent
Female 167 a3
Male 341 67
Institute

Public 229 45
Pvt 279 55
Program Duration

25% 81 16
50% 102 20
75% 142 28
More than 75% 183 36

Table 4 shows that about 82% of the respondents
have heard about the corporate governance, which means
that nearly one fifth of the business graduates, are still

Table 4: Heard About Corporate Governance N=508

Frequency Percent
Yes 415 82
No 93 18
Total 508 100
Source of Information

Frequency Percent
Faculty 178 43
Friend 62 15
Presenter 42 10
Electronic Media 133 32
Total 415 100

not aware of the corporate governance issues. Most of
them have heard about it from their faculty (43%) and
electronic media (32%). When it comes to reading, nearly
59% seem to have read about it and their source has
mainly been newspaper (27%) and magazines (26%) while
textbooks (14%) and teacher notes (9%) account for a
smaller proportion (Table 5). Figures show that business
graduates are less habituated to reading and whatever

Table 5: Read About Corporate Governance N=508

Frequency Percent

Yes 300 §9.3
No 208 40.7
Total 508 100
Source of Information

Textbook 41 14
Teacher 27 9
NewsPaper 80 27
Magazine 77 26
Others 26 9
No Response 49 16
Total 300 100

information they have read about corporate governance
mainly comes from out of course sources. These statistics
about reading and hearing of corporate governance demand
the attentions of business schools management to, first,
make corporate governance an important part of their
course curriculum and course material and second, to
encourage the business graduates to learn from the
environment and also out of the recommended material.
On the positive side, as awareness about corporate
governance is mainly coming from the faculty through their
interaction with students (table 4), this is indicative of the
efforts of b-schools in creating this awareness. Business
schools now need to expand their contribution in developing
the culture of corporate governance to a larger extent.
Table 6 shows that the graduates who are aware of
corporate governance and have good understanding of it
commonly agree (35-40%) that corporate governance can
bring positive change in the business culture, encourages

Table 6: Perception of Business Graduates towards
Corporate Governance, N=508

Factors Frequency | Percent
Applicable in India 180 35
Need of hour 121 24
Helpful in development of Indian 197 39
Economy

Helpful In development of Business 203 40
Sector

Making Change in Business Culture 199 39
Ending Corruption in Business Sector 132 26
Transparent system in the Firms 200 39
Competitive edge in International Markets 149 29
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Table 7: Mean Score

Management Issue Shareholder Issue
Mean Std. Deviation Mean Std. Deviation

Q15 4.4 2.8 Q28 4.1 0.9
Q12 4.2 1.0 Q18 4.0 1.0
Q16 4.0 1:4 Q17 3.8 1.4
Q13 4.0 1.0 Q19 3.6 1.1
Q14 3.9 1.0 Q20 3.3 1.5
Q7 3.0 14 Q8 3.2 1.4
Total 23.5 Total 22.0

Customer Issue

Mean Std. Deviation Personal Issue

Q4 4.0 1.0 Mean Std. Deviation
Q2 3.9 1.1 Q9 4.1 1.2

Q1 3.5 1:3 Q32 4.0 1.4

Q6 3.5 1.4 Q31 3.9 1.0

Q3 33 1.4 Q10 3.8 1:1

Qn 29 1.3 Q21 3.5 1.3
Total 211 Total 19.3

Social Issue Personal Issue

Mean Std. Deviation Mean Std. Deviation
Q23 41 1.0 Q34 4.0 1.0
Q26 4.0 1.0 Q35 3.9 1.0
Q25 3.8 1.1 Q36 3.9 1.0
Q24 3.6 1.2 Q33 3.7 1.2
Q27 3.6 1.2 Total 15.5
Total 18.9

Importance given by Business Schools to different areas of CG

Importance given by Business Schools to different areas of C.G.

Customer Issue

3

Corprate Governance Management Issue

Personal Issue ShareHolder Issue

Social Issue

256 Role of B-Schools in Developing the Culture of Corporate Governance in the Organization:
A Study of Indian B-Schools



transparency in business operations, is applicable in India
and is helpful in developing the business sector and the
overall Indian economy. Alesser percentage (29%) agrees
that following corporate governance provides a competitive
edge to the organization, and still fewer (23-25%) feel that
it helps in ending corruption or is the need of the hour.

Table 7 is computed to analyze the business
graduates perception about their learning of corporate
governance in business education. The study scale is
divided over six issues, i.e, management, shareholder,
customer, social, corporate governance and personal
issues. Mean scores of respondents are taken as criteria
for analysis and developed in descending manner. Mean
scores in descending hierarchy shows the variable/issues
given high score are being more focused by the business
schools in business education. (see perception map below
table 7)

In the case of management issues in corporate
governance as: Adopting participative and democratic
management styles and ensuring the equality and
nondiscriminatory treatment among employees get the
highest score (4.2); supporting the reward and power
sharing culture; developing accountability culture and
ensuring independency of the auditors gets mid level
importance (4.0) and discouragement for participation in
the micro politics of higher management gets the least
importance (3.0).

Issues related to shareholders like: Balancing
between the interests of shareholders and employee,;
ensuring open information sharing system get the highest
score in B-Schools (4.1, 4.0); prioritizing shareholder’s
interest and ensuring appropriate resource allocation for
shareholders get mid level importance (3.8, 3.6) and,
discouraging to manipulate figures and cheat shareholders
and forbidding to help owners in unethical transactions
got the least scores (3.3, and 3.2).

In terms of customers issues related to corporate
governance: Treating the customer with real product
features and working for value maximization rather than
profit maximization seem to get highest priority (4.0, 3.9);
achieving target is not everything in business; not cheating
with impossible promises is next in hierarchy (3.5,) and;
not using unfair promotional means and applying hidden
costs to win competition gets lowest priority (3.3, 2.9).

In the case of personal competency in developing
the good corporate governance in the organization:
Discouraging to overrule the firm’s policies for personal
benefit and becoming a socially and ethically responsible

citizen got most priority (4.1, 4.C); maintaining high level
of moral, justice & honesty in business and; ensuring
100% transparency & fairness in business fransaction got
mid level priority (3.8, 3.9), while discouraging unrealistic
forecasting to secure one's job got least importance (3.5)

In the case of social issues which come under
corporate governance: caring for local values and culture
and abiding by the local laws gets the highest ranking
(4.1, 4.0); fighting for environmentalissues is nextimportant
(3.8) and; not supporting policies which damage local
traditions and customs and; discouraging the culture of
kickbacks got the least importance (3.6).

In issues related to the direct teaching of corporate
governance, B-School education teaches to develop
corporate governance got a mean score of 4, while, it
teaches to maintain good corporate governance, and helps
in changing the traditiona! business culture into good
corporate governance came next with 3.9 and that it
discourages to become a part of malpractices/
unprofessional conduct for short term benefits got the
lowest score of 3.7.

Scores of each six heads are summed up and
presented in table 7, which outlines the importance given
to each issue of corporate governance by the b-schools in
their provided business education. According to the
perception and learning of business graduates in business
education, business schools are putting most emphasis
on management related issues (23.5) that come under
corporate governance head. This is because management
is one of the crucial subjects in business education.
Second, business schools are also giving great relevance
to teaching the issues related to shareholders (22.0). Each
program of business education consists of 2 to 4 subjects
related to shareholder's issues; therefore business
graduates hold common understanding about shareholder
rights and obligations. Customer issues (21.1) come close
to shareholder issues and are almost as important.
B-Schools have maximum courses directly or indirectly
related to customer issues. Personal issues related to
developing competencies for good corporate governance
culture came next in importance (19.3) closely followed
by social issues (18.9), which together get mid level
importance in business educations. Teaching directly about
corporate governance got least scores (15.5). Separate
courses or part of courses do not include the titles of
corporate governance. B-schools at the most have one
course or so in ethics/corporate governance. Therefore,
directly related issues of corporate governance seem to
be less prioritized by business schools and do not form
an important part of their course curriculum.
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Table 8: Discrimination Analysis and Mean Scores

Institute Mean Program Mean Gender Mean
Scores Duration Scores Scores
Chi- Asy. Pub Pvt Chi- Asy. | 25% 50% 75% >75% | Chi- Asy. F M
Saq. Sig. Sq Sig. Sq Sig.
Q1 15.94 0.00 219.2 | 268.6 13.09 0.00 | 254.7 | 258.0 | 207.5 218.1 0.56 0.45 252.8 | 242.8
Q2 4.27 0.04 233.1| 258.5 8.12 0.04 | 246.1 | 255.3 | 216.6 271.8 0.59 0.44 256.4 | 246.3
Q3 2.81 0.09 235.0| 256.0 4.76 0.19 | 233.0 | 258.4 | 234.4 2203 | 8.35 0.00 276.2 | 2371
Q4 10.80 0.00 226.0 | 265.7 12.79 0.01 | 250.1 | 261.4 | 209.4 2354 | 12.03 0.00 279.3 | 234.2
Q5 4.65 0.03 253.6 | 226.6 13.50 0.00 | 198.3 | 254.6 | 2456 275.0 1.65 0.20 235.8 | 253.0
Q6 1.91 0.17 2356 | 252.8 3.90 0.27 | 247.3 | 253.9 | 226.2 226.0 3.37 0.07 265.2 | 2406
Q7 0.40 0.53 246.3 | 238.5 3.30 0.35 | 224.7 | 243.3 | 2556 261.0 0.17 0.68 252.2 | 246.8
Q8 0.03 0.87 240.1| 2422 3.29 0.35 | 2236 | 250.6 | 234.9 256.3 0.52 0.47 253.1 | 243.4
Q9 6.18 0.01 2’.&0‘5 260.6 18.54 0.00 | 269.1 | 257.2 | 218.8 178.2 | 14.54 0.00 282.7 | 2334
Q10 7.40 0.01 229.2 | 262.7 14.14 0.00 | 266.9 | 255.8 | 220.9 186.4 | 12.76 0.00 281.1 | 233.9
Qn 757 0.01 257.8 | 2234 7.83 0.05 | 220.9 | 237.8 | 268.6 2659 | 0.84 0.36 240.1 | 252.4
Q12 13.64 0.00 2256 | 269.7 36.72 0.00 | 273.0 | 268.1 199.2 173.1 7.90 0.00 2746 | 238.5
Q13 2.15 0.14 233.8| 2516 2.97 0.40 | 251.0 | 2486 | 229.9 219.3 0.42 0.52 241.2 | 249.7
Q14 6.05 0.01 228.6 | 258.7 9.83 0.02 | 263.1 | 250.1 | 225.8 190.6 | 10.88 0.00 276.6 | 233.2
Q15 7.12 0.01 230.9| 262.7 12.49 0.01 | 280.9 | 2468 | 226.4 205.5 | 10.41 0.00 278.2 | 236.8
Q16 6.37 0.01 231.8| 262.5 17.82 0.00 | 276.1 | 256.6 | 216.7 190.9 9.08 0.00 277.3 | 238.0
Q17 0.13 0.72 241.6| 246.0 18.34 0.00 | 2342 | 269.7 | 218.0 193.4 0.46 0.50 255.1 | 2461
Q18 3.31 0.07 2349| 257.2 15.49 0.00 | 2258 | 266.6 | 237.9 182.9 2.07 0.15 262.9 | 244.0
Q19 4.15 0.04 228.1 | 253.1 10.65 0.01 | 2249 | 260.3 | 224.8 203.5 0.43 0.51 238.6 | 247.3
Q20 6.29 0.01 223.9| 2549 2.54 0.47 | 239.1 | 2440 | 224.2 260.5 2.28 0.13 256.6 | 236.6
Q21 13.73 0.00 217.4 | 263.1 273 0.43 | 245.5 | 2465 | 223.5 226.8 8.66 0.00 269.5 | 230.5
Q22 4.94 0.03 249.0| 2215 4.35 0.23 | 220.9 | 237.4 | 246.5 2746 0.22 0.64 246.7 | 240.5
Q23 12.88 0.00 219.2| 262.4 19.84 | 0.00 | 2415 | 2616 | 213.4 172.8 | 15.79 0.60 278.2 | 226.9
Q24 1.60 0.21 229.2 | 2447 4.77 0.19 | 230.5 | 250.6 | 225.0 2115 | 419 0.04 259.7 | 232.8
Q25 4.15 0.04 225.7 | 250.4 7.26 0.06 | 225.3 | 255.4 | 222.7 2173 | 246 0.12 255.8 | 235.4
Q26 4.37 0.04 2251 | 2501 1417 | 0.00 | 232.2 | 254.0 | 2273 165.7 | 8.80 0.00 266.8 | 228.7
Q27 1.03 0.31 231.1| 2435 3.49 0.32 | 229.5 | 246.1 | 240.1 2034 | 1.56 0.21 2531 | 2387
Q28 7.69 0.01 223.6| 256.6 31.79 0.00 | 230.9 | 269.4 | 209.9 159.0 | 11.37 0.00 2726 | 2296
Q29 0.45 0.50 2406 | 2323 3.21 0.36 | 221.4 | 246.0 | 232.9 259.1 | 3.01 0.08 226.9 | 249.9
Q30 0.19 0.66 235.2| 240.5 4.14 0.25 | 220.0 | 249.1 | 230.9 255.7 1:73 0.19 254.8 | 237.4
Q31 15.54 0.00 217.2 | 265.0 14.30 0.00 | 259.9 | 253.3 | 2071 202.7 | 10.95 0.00 2726 | 2296
Q32 13.23 0.00 218.0| 261.8 17.02 0.00 | 246.3 | 258.5 | 207.6 188.5 6.82 0.01 265.4 | 231.6
Q33 3.57 0.06 225.1 | 247.9 6.53 0.09 | 260.3 | 240.5 | 217.4 215.2 1.94 0.16 252.8 | 234.7
Q34 20.15 0.00 212.1| 266.0 17:23 0.00 | 286.7 | 230.5 | 221.6 206.7 5.94 0.01 2625 | 231.0
Q35 17.86 0.00 213.9| 264.7 9.67 0.02 | 2742 | 234.2 | 222.2 219.2 1.77 0.18 253.2 | 236.0
Q36 10.17 0.00 219.2| 2578 6.04 0.11 | 260.8 | 240.9 | 221.3 211.7 6.16 0.01 2635 | 231.2

a. Kruskal Wallis Test ; Highlighted figures signify 10% (<0.1) and 5% (<0.05) significance levels
b. Grouping Variable: institute Grouping Variable: program duration Grouping Variable: Gender
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In Table 8- Discrimination Analysis- variance in
perception of business graduates is outlined. Differences
of opinion are conducted between (i) private and public
business schools, (i) female and male and; (iii) study
period of program. Results from the table show that there
is significant variance between public and private B-schools
in most variables some of which are like: Ensuring open
sharing system, maintaining the high level of moral, justice
& honesty, maintaining good corporate governance,
discouraging to manipulate with figures, balancing between
interest of employee and shareholders, not using unfair
promotional means, not cheating with impossible
promises, discouraging to overrule the firm’s policies and
changing traditional to good corporate governance (where
P<.10).The mean scores of the public and private B-
schools outline the better performance of private B-schools
in teaching the issues of corporate governance. In terms
of study period also there is significant variance in attributes
like achieving goal is not everything; working for value
maximization rather than profit maximization; ensuring
100% transparency; adopting participative styles,
prioritizing shareholder's interest; abiding by local laws;
maintaining high level of moral, justice and honesty, etc
(P< 0.1). The mean scores show that business schools
gradually improve the learning of students in the variables
like working for value maximization; discouraging to
participate in micro politics; forbidding to help the owners
in unethical practices; discouraging manipulating figures
or window dressing; following local laws and following
ethics in business. The male and female perceptions also
show significant variance in issues like; B-schools
education discourages to increase sales through unfair
promotional means; treating customers with real product
features; making impossible promises, overruling firms
policies, adopting participative management styles,
manipulating figures, becoming socially and ethically
responsible; changing the culture into good corporate
governance, etc, (P< 0.1). The mean scores show that
females are more positive and concerned about corporate
governance than their male counterparts.

Conclusion and Suggestions

All over the world we find certain trends emerging, which
have enhanced the importance of corporate governance in
business operations. We find governments have been
exiting markets, leaving business to private parties;
countries have more market oriented reforms leading to
liberalization and glcbalization of economies; there is betier
awareness about environment; and the information
technology boom has vastly improved productivity and

innovation. The emerging scenario of economies has led
businesses to capture the world market and expand their
operations all over the world. This trend facilitates the entry
of big giants into capital markets and brings the economy
at greater risk, abuse and fraud, sometimes on a global
scale, and ultimately leads to greater awareness of
inadequacies of governance, and the demand for new
reforms. It involves ethical, social, legal, environmental
and managerial operation related issues. The study aims
to investigate current situation of India’'s business
graduates in terms of their perception towards corporate
governance. Ethics and morals are rooted in the behavior
of management, and teaching corporate governance to
business graduates in their courses can help to develop
the corporate governance culture in the organization. The
study tries to address some issues like: the understanding
level of business graduates about corporate governance;,
their main sources of learning corporate governance; their
overall perception about corporate governances and the
role played by business schools in promoting good
corporate culture.

The study makes fruitful addition to the existing
knowledge of corporate governance and demonstrates the
role of business schools in developing corporate
governance in the organization. The primary study of B-
School graduates from nine leading universities/B-schools,
collected through a specifically constructed research
instrument and analyzed under the issues related to
corporate governance gives the following broad
conclusions.

1. While the awareness about corporate governance is
on the rise amongst business graduates and the
B-school faculties have been instrumental in increasing
this awareness, yet their main source of written
information is from outside sources like newspaper
and magazines and not from course material or
teaching notes. This statistics need attention of
business school managements to add more courses
in corporate governance and upgrade their prescribed
courses and teaching material to include more issues
related to corporate governance. As far as perceptions
of business graduates go, they strongly agree that
having awareness of corporate governance can bring
positive change in the business culture, encourage
transparency, is applicable and helpful in developing
the business sector and the overall Indian economy.
However there do not feel very strongly that corporate
governance gives organizations a competitive edge,
helps in ending corruption or is the need of the hour.

Productivity « Vol. 54, No. 3, October—December, 2013

259




Education in b-schools will have to impart this
awareness that in the long run, organizations with
poor corporate governance practices with find it difficult
to compete and survive in a global economy where
corporate governance policies are almost converging
and is therefore the need of the hour.

Amongst the six issues analyzed, the management
related issues and shareholder issues are given the highest
importance in b-school education. The customer and
personal issues get mid-level importance while social
issues and direct issues of corporate governance get
lowest priority in b-school education. B-schools will have
to focus more on social, environmental and direct corporate
governance training issues.

2. In management issues, aspects like adopting
participative management styles and ensuring equal
treatment of employees are well stressed while power
sharing culture, developing accountability and
independency of auditors comes next and least
importance is given to non-involvement in micro
politics of organizations. In shareholder issues,
balancing between the interests of shareholders and
employee, and ensuring open information sharing
system get the highest weightage; prioritizing
shareholder's interest and ensuring appropriate
resource allocation for shareholders get mid level
importance and manipulating figures and forbidding
to help owners in unethical transactions got the least
priority. In customer issues: treating the customer
with real product features and working for value
maximization rather than profit maximization seems
to be highly stressed while importance of achieving
targets and not cheating with impossible promises is
next in hierarchy; while not using unfair promotional
means and applying hidden costs to win competition
gets lowest priority. In personal competency in
developing the good corporate governance in the
organization, mostimportance is given to discouraging
overruling firm's policies for personal benefit and
encouraging to become a socially and ethically
responsible citizen, while maintaining 100%
transparency & fairness in business transaction got
mid level priority and discouraging unrealistic
forecasting got least importance. In the case of social
issues b-school education gives the highest emphasis
on, caring for local values and culture and abiding by
the local laws, while fighting for environmental issues
is next important and not supporting policies which
damage local traditions and customs, and

discouraging the culture of kickbacks got the least
importance. In issues related to the direct teaching
of corporate governance, while b-school graduates
strongly feel that their education theoretically teaches
to develop and maintain corporate governance, they
do not feel as strongly and competent about whether
it helps in changing the traditional business culture
into good corporate governance and discourages to
become a part of unprofessional conduct for short
term benefits.

3. Itis also observed that there is significant variance in
perception between public and private B-schools in
most variables like: ensuring open sharing system,
maintaining the high level of moral, justice & honesty,
maintaining good corporate governance, balancing
between interest of employee and share holders, etc.
The results show that private b-schools are performing
better in the teaching of corporate governance on
various aspects. This has implications for public B-
schools to improve their training of corporate
governance. The time analysis shows that different
study periods significantly affect the graduate’s
perception towards corporate governance. As students
proceed in their course their learning and
understanding on many issues of corporate
governance gradually increases. Finally, the gender
analyses shows that females are more aware, positive
and concerned about issues of corporate governance
than their male counterparts.

The results indicate that business schools are not
directly offering adequate courses on corporate governance
and corporate governance is not included in the course
content of many courses of business education. Therefore
graduates comparatively do not feel themselves competent
enough to develop the good corporate governance culture
in the organization or make change in the traditional style
of management to accommodate with requirements cf good
corporate governance. B-schools need to work on this and
not only add on new courses on corporate governance,
but also make corporate governance an integral part of
the existing courses.

Managerial Implication and Future Research

The study shows that business graduates are aware of
general issues of corporate governance that come under
different heads like management principles and share
holders' issues. They are mostly not directly being
educated about corporate governance issues under the
head of corporate governance. The management of
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business schools should incorporate corporate governance
in their course outlines or offer separate course on this
crucial subject of business management. The business
school's dean should focus on training the graduates to
become competent enough to develop good governance
and change the traditional style into modern corporate
governance system. Managers of business schools should
incorporate the problems of local industry and their
appropriate solution to change the local industrial
environment into good corporate governance culture.

Future research needs to be conducted on the
possibility of separate courses or specializations on
corporate gevernance. The future research can also collect
the perception of faculty members, deans and
managements about the role of business schools in
developing the corporate governance culture in the
organization. Involving corporates and their top-level
management in future surveys would be very beneficial. A
comparison between industry requirements of corporate
governance and business school's training in it can also
provide useful insights about the gaps in the development
and requirement of corporate governance in India.
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Focus

Public Service Unions:

A Study on Bargaining Power, Political
Connection and Productivity in Government

Services in Kerala

SABU THOMAS

The influence of trade union movement is well reflected in
social and political changes of the world. In the Indian
context, the union activity of government employees has
often created partisan attitude which critically affected the
administrative, developmental and welfare functions of the
government. The unions are politically motivated, whereas
effective governance presupposes neutrality and non-
involvement in politics. The common goal of unions is
revision of salary and enhancement of service benefits at
regular intervals and improvement of promotion avenues.
They frequently use their collective strength to sway
policies, particularly matters such as pay revision etc., in
their favour through political manipulations. But no
publication or commentary is available on the efficiency/
productivity and bargaining power of government
employees in Kerala. It was established in the primary
data collected from the employees that one of the main
factors which is responsible for deteriorating efficiency/
productivity is the influence of political parties. But the
study could not arrive at definite conclusion on the
percentage increase in the matter as there was significant
difference in this regard between respondents from the
same union. In spite of the union influence on pay and
employment benefits, the study shows that most of the
NGOs in Kerala opined that the bargaining power of the
public employees unions is substantially influenced by their
political connection, but no response from the NGOs in
the matter of improving productivity has received.

* Dr. Sabu Thomas is Co-ordinator in K.M Mani centre for Budget
Studies KMMCBS), Cochin University of Science and Technology
(CUSAT), Kochi, Kerala, India

Trade union movement is considered as a means of
collective action undertaken by working people to protect
their interests. The movement provides a forum for interest
articulation leading to a perceptible improvement on work
and wages. The influence of union movement is well
reflected in social and political changes of the world. Union
activity amongst the government employees also is of
great significance in the contemporary period. In the Indian
context, the union activity of government employees has
often created partisan attitude which critically affected
the administrative, developmental and welfare functions
of the government. The unions are politically motivated,
whereas effective governance presupposes neutrality and
non-involvement in politics. The common goal of unions
is revision of salary and enhancement of service benefits
atregular intervals and improvement of promotion avenues.
They frequently use their collective strength to sway
policies, particularly matters such as pay revision etc., in
their favour through political manipulations. Because of
the difference in the style of functioning, it is essential to
explore in detail the various 'dimensions of union movement
amongst government employees and the role played by
each of them in the determination of pay.

Significance and Method of the Study

The studies are conceived within the broad framework of
the experiences of public service unionism in developed
countries of the world. Public service unionisation in India
is not much different from that of other parts of the world.
The concept of public service itself needs some elaboration
before understanding public service unionism. The State
in today's world is engaged in diverse activities besides
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governance. The service performed by the State is generally
monopolistic in character and relatively precise legal
provisions govern the conduct of public service. Therefore,
it is difficult for government administrators to expand or to
curtail activities or to change procedures without public
attention and ratification. Another distinctive feature of the
states’ activities, whether in developed or in developing
nations carried on by its administrative agencies is that it
is not affected by market trends and therefore normal
market fluctuations do not affect these services.

The nature of public service has also contributed in
shaping the characteristics of the public service unionism.
It is generally seen that the conditions of service rarely
vary from department to department. The pay structure,
working hours, leave facilities are often uniformly regulated
as per the position, job, class, grade or status. The
conditions of employment are laid down by statutes, order
of government, departmental rules, treasury regulations
etc., and so designed as to create an orderly service with
similar benefits and opportunities at each level. The union
movement is also typical and has a different nature as
required to meet the service conditions. The membership
in public service union is encouraged on the ground that
representations through associations not only promote
good employee relations but are essential for effective
negotiations on pay, transfer, promotion, recruitment and
other employment benefits also. All these features are
prevailing in the government sector of Kerala too.

The government employees in general, can be
classified into three broad categories:

1.  Non-Gazatted Officers
2. Gazetted Officers and;
3. Civil Service Officers

This classification is derived from the British Civil
Service system. The gazetted officers are those
employees, who are in receipt of a prescribed minimum
pay and is subject to an announcement in the official
gazette, while the non-gazetted officers are not subjected
to any such announcement. The gazetted officers can be
compared to the Public Managers in Western countries.
The NGOs are the lowest levels of government employees.
They do the clerical, secretarial maintenance, janitorial
and other routine and support jobs. The Gazetted Officers
form the lower and middle levels of management in the
government and is possibly the most critical level.

They do most of the executive work like supervision,

inspection and assessments and provide the basis for
higher level decision making. The recruitment of this
category is either by promotion from NGO category or by
direct selection. The Civil Service Officers are part of All
India Service, which is written into the Constitution of India
and the selection process is very rigorous and elaborate.
The civil servants occupy the higher levels of bureaucracy
and have a lot of power vested in them. Civil Service Officers
help in planning, implementing, directing, assessing and
reviewing government policies. The Service personnel of
the State comprise officers of the former Travancore-Cochin
State, those transferred from former Madras State on the
date of re-organisation of the State and those appointed
to the service of the new State on or after Ist November
1956. In Kerala the NGOs' strength is as high as 90 per
cent of the total government employees. All the categories
of government employees have their own unions or
associations. The associations of NGOs are very powerful
in the state and have strong political affiliations. There are
certain procedures for recognition of these unions/
associations by the government. However, the non-
recognized associations are not treated as illegal
combination by the government. The changes in pay
structure and employment benefits are generally the results
of the combined and concerted effort of all the service
associations in the country. There is no scientific and
rational method of pay determination in India and the
existing system is the adaptation of the British system
that prevailed before independence.

In Kerala, as in other parts of India, for the purpose
of determination of pay, the Government notifies the
formation of a commission comprising of one or more
experts, to enquire into the pay and other employment
benefits, both monetary and non monetary, over and above
the basic pay. The commission studies the existing
situation and submits its recommendations within the
prescribed time limit. Based on the findings, the
Government discusses the matter with the service
associations and on reaching a consensus; is
implemented through a Government Order. It may be noted
that often the recommendations of the pay commissions
are not directly related to productivity, output, nature of
work, performance etc. as in the case of fixing pay
structure in industries and other organised sectors.

The universe of the studies constitutes the NGOs
spread in 14 administrative departments under the
Government of Kerala, who are members of the
associations of NGOs within the state. From the
preliminary observations during the pilot study made by
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Table 1.1: Departmental and Union-wise Classification of Respondents

SI.No | Departments NGO Union NGO Association Joint Council Others Total %
1 Adv. General 4 2 2 4 12 21
2 Judiciary 24 20 4 3z &0 13.9
3 Revenue 94 52 24 = 174 30.2
4 Registration 16 10 - 30 5.2
5 Taxes 14 8 2 24 4.2
6 Motor Vehicles 20 8 2 30 5.2
74 Treasury 22 18 2 2 44 7.6
8 Police 28 10 2 40 9
9 Jails 12 6 2 20 3.5
10 Printing 6 12 10 28 4.9
11 Stationery 6 6 2 14 2.4
12 Public Works 20 20 10 50 8.7
13 Insurance 8 6 2 2 18 31
14 Vigilance 6 6 12 21
Total 280 184 44 68 576 100

(Figures pare with numbers indicate the percentage share)

the searcher, it was understood that, there is no substantial
qualitative difference in dispersion of population from region
to region. Then the total population has been divided in to
three geographical divisions, namely, Southern, Central
and Northern regions. The sample was selected from
Thiruvananthapuram, Thrissur and Kozhikode; representing
the Southern, Central and Northern regions of Kerala. As
the head quarters of all the government departments are
situated in the Southern region (Thiruvananthapuram), the
proportion of the samples taken from the three regions

was in the ratio of 2:1:1 from the southern, central and
northern region respectively.

For the profile of the respondents selected for the
purpose of this study, this scholar used all the NGOs
(excluding teachers) from class |V employees to
supervisory category (Junior Superintendent) were
included. Aimost 74 per cent of the respondents belong to
clerical category and the lowest representation was from
technical category (9 per cent). It may be noted that a
major portion of government employees is in the clerical

B 1 Thiruvananthapuram

2 Thrissur

fe} 3 Kozhikode

Figure 1.1 - Centre-wise classification of respondents
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cadre. More than 50 per cent of the respondents were in
the age group of 36-45 years. Only 3.1 per cent of the
respondents were in the age group of 18-25 years. About
90 per cent of the union leaders who have responded in
the survey were in the age group of 36-55 years.

(Note: The maximum age of entry in government service
for general categories is 35 years and for reserved
categories, is 40 years)

The data gathered from union members by this
scholar were put to quantitative as well as qualitative
analysis. The data were analysed by using simple
percentage terms. The data collected from union leaders
were also analysed in the same manner. Along with this,
for measuring the preferences, the respondents were asked
to rank the various factors. This method was adopted as
the respondents are in a better position to observe and
report their feelings, opinion etc., than anyone else. The
ranking has been derived in such a way that, the frequency
of each variable is multiplied by its rank in the reverse
order and the value so arrived at divided by total valid
frequency multiplied by the highest rank. And again this
value was multiplied by 100 in order to get the rank score
out of hundred. The factors with the highest score were
reckoned as first rank and so on. The rank score has
been calculated using following formula.

(F1 xP)+ (2 x P-1) + (f3x P-2)....... + (fn x Pn-1)

S= x 100
Nx P
S = Rank Score
P = Number of factors in the reverse order
1, fn = Frequencies of particular preference
N = Total number of respondents

Three major unions namely, Kerala NGO Union,
Kerala NGO Association and Jeoint Council of State
Services Organisations represent more than 80 per cent
of the NGOs in the state. The main analysis has been
done by taking the views of the members of these three
unions independently and the remaining four unions and
other category/departmental associations as one group
under the head 'Others’

Constant errors such as ‘halao effect’ and ‘generosity
error’ in the ratings have been reduced by using relatively
neutral descriptive terms for the scale positions and by
having various ratings of a respondent made independently.

The study is directed to broaden the understanding
of the manner in which service associations are functioning,
particularly the unions of non-gazetted employees in
Kerala. To enable this, the evolution, structure, growth,

political affiliation, bargaining power, striking activities,
leadership style etc. of all major unions in the state have
been taken into account for the study. Apart from this,
aspects like relationship between State’s income and pay
and allowances of government employees, unions’
influence on pay of government employees and criteria for
determination of pay of government employees are also
examined during the study.

The name of a particular organisation is decided with
reference to the major category of employees, which it
represents. For example Non-Gazetted Officers’
Association, Gazetted Officers’ Association, Teachers'
Association etc. The major categories of employees in
the Kerala State Service are Non -Gazetted Officers and
Teachers. The Non -Gazetted category of employees
includes all employees from class 1V to Junior
Superintendent level, i.e. just below the gazetted category.
There are also associations, in which NGOs are members;
like the State Secretariat Employees Association, Public
Service Employees Association, Local Fund Audit
Employees Association etc. But these associations
represent both gazetted and non-gazetted categery and
therefore are excluded from the scope of the present study.
According to the salary structure, the majority of the
teachers in the state services are in the non-gazetted rank,
but teachers are represented by their own categorical
organisation and therefore, teacher’s organisations are
also excluded from the purview of this study.

The Joint Council of state services organisation is a
federation of state employees associations. It has been
formed with the active support of about 47 category/
technical associations of government employees in Kerala.
This historical background of the Joint Council has
attracted the category associations formed subsequently
in the state. The Joint Council gives direct membership to
both gazetted and non-gazetted employees. Majority of
the present members of Joint Council belongs to non-
gazetted category. Therefore, this organisation has been
included in the study.

Origin of Public Service Unions

The public service unions came into existence in
circumstances analogous to those in which industrial trade
unions appeared. The public unionism slowly gained
importance, as government agencies became larger and
more impersonal, with the vanishing of clder forms of
intimacy and with the decreasing of personal touch and
patronage of political bosses. As these conditions became
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more and more wide spread, with evolution of elected
councils, mayors, governors and legislature the category
of government employees seemingly became powerless.
It became necessary to organise for collective action
especially regarding the employment benefits and service
conditions. Public union is the successor in many ways
to the old political and administrative system.

Trade Unions of Government Employees in India

The government has become one of the largest employers
of the country and majority of the white-collar employees
in India is in the Central and State Government
establishments. The process of the trade union movement
of the government employees has marked differences with
that of the industrial workers. The industrial workers
established their trade unions through ceaseless struggles
against inhuman capitalist exploitation. But the growth of
trade union movement of the government employees was
from the very beginning faced with strangling impediments
created by the colonial government. In a colonial
administration, the entire community of government
employees is made to function as arms and limbs not of
an institution serving the people but of a machinery brutally
exploiting, oppressing and acting against the people.

Evolution and Growth of Government Employees’
Associations and Unions in India

Government employees’ associations originated only in
the first decade of the twentieth century. The Indian
Telegraph Association (ITA) formed in 1906 may be said
to be the first association of this category. The association
was able to secure a pay hike for employees from Rs.40/-
to Rs. 50/- per month (1). The success of the ITA in
securing monetary gains for its members induced the
postal employees to form the Bombay Postal Union in
1907.

These preliminary efforts for forming unions paved
the way among the other government employees. This
also gave really effective inspiration for them to get
organised into unions, in the period following the World
War 1. The post - war economic crisis and the October
Socialist Revolution impelled and inspired the government
employees to come together for collective action with a
view to resisting the deteriorating economic conditions.
Being terribly hard-hit by the after effects of the war, the
government employees began to realise the folly of
standing aloof and soon there grew up a number of unions
and associations. Between the years 1918-1920,

employees in the Currency Office, the Accountant
General's Office, Income Tax' Office etc. have formed their
department-wise or office-wise unions(2). In 1925 the All
India Railwaymen'’s Federation was born. Bank employees
also significantly contributed to the process of early
unionism in the public service. Now the employees under
the government India are well organised at the departmental
levels. The unions have also equzl representation at the
Joint Consultative Machinery (JCM) in which matters related
to employment are discussed and recommended to
government.

Origin of Conduct Rules for Government Employees

As soon as the rule of East India Company was
established in India, various decrees were proclaimed to
regulate the conduct of the employees of the company.
The East India Company Acts of 1770, 1793, and 1797,
the Sale of Office Act 1809, The Government of India Act
1833, The Supreme Court Officers Act 1859, The Indian

"Penal Code 1860, The Police Act 1861, The Administrator

General's Act 1874 and similar Acts that had been passed
during those days added up to form the basis of the official
orders for regulating the employees’ conduct®. With the
founding of Indian National Congress in 1885, the colonial
government became, however, quite alert about the political
activities of the government employees and it was for the
first time in 1890 that orders of the Governor-General in
Council were issued in this regard. The circular®
containing the orders stated that, "A Government servant
may not take part in any political agitation or meeting, or
attend any political meeting, his presence at which is likely
to be misconstrued or to impair his public usefulness.
When there is room for doubt whether any action, which a
government proposes to take, will contravene the provisions
of this rule, he should refer the matter for.orders to the
Local Government, or his immediate superior official”. In
1904 the Government of India framed a compact set of
rules known as The Government Servants’ Conduct Rules
1904®). The rules were made applicable both in respect of
the Central and Provincial Government employees. The
rules were modified giving it a reactionary character-
prohibiting meeting in putlic place, procession and strike
by the government employees. Even after the end of the
colonial rule in 1947 many of these anti- democratic rules
were not repealed. On the contrary these have been made
more stringent by effecting in them a number of retrograde
amendments thereby reducing the government employees
to the status of second class citizens divested of political
and trade union rights.
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The question of granting official recognition to the
government employees’ associations and unions in India
came up for consideration of the British Government in
the background of the principle laid down for recognition
of the government employees’ associations in Great
Britain. The principles of granting official recognition to
the government employees’ associations and unions were
first enunciated on 13 October 1921®. Accordingly, the
Government of India after incorporating the principles
already noted, framed a complete set of rules for
recognition of the government employees’ associations in
India and authorised the provincial governments to make
such subsidiary rules as may be required”. The question
of official recognition to the government employee’s
association in India first came up for consideration of the
Government after the formation of the Indian Telegraph
Association in 1906. But the matter didn't progress until
the year 1919. Among the government employees’
associations of India, Foreman's Association of India, an
organization of the Foremen in the Ordnance factories of
India, was the first to get official recognition in the year
1919. The head office of that association was situated in
Calcutta®. In the matter of recognition of service
associations of government employees the executive
instructions, which were issued in 1937, continue to
regulate the practice concerning such recognition®. The
Central Civil Service (Recognition of Service Associations)
Rules 1959, have now replaced those executive
instructions with the following conditions:

(a) thatno person who is not a government servant is
connected with the affairs of the associations:

(b) that the executive of the association is appointed
from amongst the members only;

(c) that the association shall not espouse or support
the cause of individual government servant: and

(d) thatit shall not maintain any political funds or lend
itself to propagation of views of any political party
or politician.

Although the conditions for official recognition of the
unions of government employees are stipulated in the
Conduct Rules, many State Governments have not
extended the right for negotiation.

The Government Employees Rights of Negotiation

In Britain, there are two methods of joint consultation and
negotiation in the non- industrial Civil Service: the Whitely
Council method and the method outside Whitely Councils,

of direct relations between staff associations and
Government departments. Curiously, though this
machinery for negotiation was introduced in Great Britain
as early as in 1919, the British Government during the
long course of its colonial rule did not even think of
introducing any such system with regard to the Civil
Service in India. The Government instead resorted to a
policy of suppression or at least crippling the unionism of
the government employees. In independent India too, it
was only after a period of long 19 years and after various
agitations including a countrywide strike of the employees
in 1960, that a machinery for negotiation known as the
Joint Consultative Machinery (JCM) was introduced in
October 1966. This machinery for the Central Government
employees was on the pattern of Whitely Machinery in
Britain. This was not applicable to the State Government
employees. Only recently a few State Governments have
introduced similar machinery and that too in a purely
perfunctory manner without much mentionable benefits.

Civil Service (Conduct) Rules, 1955

The mounting pressure of threat of strike by civil servants
led to the appointment of the First and Second Pay
Commissions, Commissions on Dearness Allowance,
Bonus etc.. It was in 1955 that President issued Central
Civil Service (Conduct) Rules, affecting those emnployed
in the government service interalia being as follows:
Section 4(a): No government servant shall be a member
of or be otherwise associated with any political party or
any organisation which takes part in politics, nor shall he
take part in or subscribe to or assist in any other manner
any political movement or activity.

Rule 4 - A says: No government servant shall
participate in any demonstration or strike in connection
with any matter pertaining to the conditions of service.
Rule 4 - B says: No government servant shall join or
continue to be a member of any Service Association of
Government Servants, (a) which has not within a period of
six months from its formation, obtained the recognition of
the Government under the rules prescribed in that behalf,
(b) recognition in respect of which has been refused or
withdrawn by the Government under the said rule.

Rules Relating to Service Associations in Kerala

The matters relating to formation, recognition and political
activities of the associations of government servants in
Kerala are regulated by the Government Servants
(Conduct) Rules 1960. As per this rule, “Service
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Association” means a voluntary combination of government
employees formed into a lawful organised body, with the
object of: -

() securing and promoting conditions of service,
common interest and legitimate demands of its
members;

(i) inculcating in the members the sense of co-
operation, friendliness and fraternity, and

(iiiy carrying on general welfare activities for the well
being of its members, it includes a union,
association, federation, confederation or co-
ordination.

On the basis of this regulation, many service
associations/unions were formed and have been operating
in the state. Most of these unions have support of the
political parties and kinds of mutual benefit relationship
exist between them. The unions also, to a certain extent,
influence the decisions of the Government in the matter of
pay determination. But before studying and analysing the
influence of service associations in the determination of
pay of government employees, it is imperative to understand
the demands of the union's political activities, bargaining
power and the opinion of the employees about the efficiency/
productivity in the government service in the state.

Demands of the Unions

There is no common forum such as Joint Consultative
machinery, as in Central Government and many other
States, in Kerala for bringing the service associations and
Government for a joint discussion to reach harmonious
settlement of disputes. Here in Kerala, normally the service
associations submit memorandum containing their
demands to the Government as well as the Pay
Commission (if there is a commission in force). The
committee holds discussion with the service associations
and it may or may not consider the demands of the service
associations. The Pay commission/committee submits
the report to government containing their recommendations
on completion of their term. The government usually holds
further discussion with service associations. At this stage
of discussion, there may be political lobbying for settling
the demands. Most of the demands of different unions are
identical. As for example general demands of three major
unions, viz. NGO union, NGO Association and Joint
Council submitted to the Pay Revision Committee (PRC)
in 1997. The demands of each of the three unions were
the following.

|. Kerala NGO Union

1. Lowest pay shall be fixed at Rs 3000/- based on
the wages prevailing in the central public sector
and recommendations of the Fifth Central Pay
Commission (FCPC).

2. Increment rate shall be 3 per cent of the pay subject
to minimum increment of Rs 90/- and maximum of
Rs 450/-.

3. Total number of pay scales shall be reduced to 21
and the ratio of lowest and highest pay (Disparity
Ratio) should not be changed from the present.

4. House Rent Allowances (HRA) shall be paid at
the rate of 7 per cent of Basic pay in Panchayat
area, 10 per cent in Taluk/ Municipal Area and 15
per cent in the Corporation Area.

5. Fixation of the pay shall be made by adding present

~ Basic Pay, Dearness Allowance, Interim relief plus

20 per cent of the total amount (Basic Pay +DA +
Interim Relief) worked out.

6. The ratio of promotion between LD Clerk, UD clerk
and Head Clerk shall be changed as 1:2:1

7. Grade promotion shall be given in every five years
of service.

Il. Kerala NGO Association

1. Central pay structure and other allowances as
recommended by FCPC shall be implemented in
the State w.e.f. 1.1.96.

Lowest pay shall be fixed as Rs 2610/-

Grade prometion shall be given in 4,9 and 13th
year of service and every five-years thereafter.

Pension age shall be raised to 58 years.

5. The special benefit enjoyed by the State
government employees shall be retained while
implementing the central pay structure.

6. Lowest pay scale of the gazetted officers shall be
given to all the Non - Gazetted Officers who have
completed 18 years of service.

IIl. Joint Council of State Services Organisation.

1. Central pay structure and allowances shall be
implemented in the State w.e.f. 1.1.96.

2. Lowest pay shall be fixed as Rs 2610/-.
3. Grade promotion shall be given in the 4th, 9th

and 13th year of service and every five years
thereafter.
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4. Joint Consultative Machinery (JCM) shall be
constituted for improving efficiency and mutual
trustamong employer and employees.

5. Fixation benefit at the rate of 40 per cent shall be
given to all the employees.

It may be noted from the analysis of these demands
that, most of the demands of Joint Council are identical
with the demands of NGO Association, though these two
unions are associated with different political fronts. The
demands of the NGO union are very different from that of
other unions. Regarding the implementation of central pay
structure, the views of NGO union is different. But some
demands like grade promotion in every five years is
common to that of other two unions. The demands of NGO
union give the impression that there should be separate
pay structure for the State government employees.

Table 1.2: Opinion about the Reasonability of Demands

The charter of demands of all unions is formulated in
the State executive council meetings. Ordinary member
may not be fully aware of the demands put up by their
leaders. It is not necessary that all the demands of service
associations are reasonable. Also the views of individual
members may be different in respect to a particular
demand.

In this study it is noted that only 35.9 per cent of the
respondents from NGO Association have stated that all
demands of their union are reasonable. However, the
proportion of respondents who, expressed the same
opinion is comparatively higher from among the members
of Joint Council .The respective per centages are Joint
Council (63.6), NGO Union (45.7) and Other Unions (58.8)
as shown in (Table No. 1.2).

Sl. Name of the All Demands Most of the Some of the | Few demands No Demands No Total

No. Union are Demands are | Demands are are are Responses
reasonable reasonable reasonable reasonable reasonable

1 NGO Union 128(45.7%) 98(35%) 24(8.6%) 2(0.7%) 2(0.7%) 26(9.3%) |[280(100)

2 NGO Association 66(35.9%) 86(46.7%) 18(9.8%) 4(2.2%) 10(5.4%) |184(100)

3 Joint Council 28(63.6%) 12(27.3%) 4(9.1%) 44(100)

4 Others 40(58.8%) 12(17.6%) 8(11.8%) 8(11.8%) 68(100)

Total | 262 208 54 6 2 44 576

Source: Survey Data

Professionalisation and Computerisation of
Government Departments

It has been reported that the government of Kerala has
initiated several measures to professionalise the functioning
of the government. But the strong resistance from the
service associations compelled the government to withdraw
from such moves. For instance, the State government has
been considering the formation of a State civil service for
several years. The idea was to set up an elitist group on
the basis of merit, which could serve as a feeder category
for the Indian administrative Service. While a fixed per
centage would be recruited from the open market, the rest
would be promoted from the existing cadres on merit. The,
proposal, however, was not acceptable to the Service
Associations. It was therefore amended and the revised
proposal stated that the selection would be from among
the employees in service on the basis of a competitive
test not taking in to consideration the original idea of
recruitment from the open market. Even this revised
proposal, was not acceptable to the service associations.
They were against any proposal that involved selection!™

Under the leadership of NGO Union, a committee
was constituted in 1986, to oppose the move of the
government to computerise the departments. The then
president of the union was the chairman of the committee:
(12). The committee organised propaganda against
computerisation. But the union seems to have abandoned
the movement and many government offices have now
been computerised, even under the LDF regime.

Efficiency / Productivity in Government Service

The size of the bureaucracy and the cost incurred on
maintaining them will not pose any problem for
government, if the bureaucracy ensures commendable
productivity and efficiency. While an employer has the
obligation to periodically revise the salary structure so as
to ensure that the employees get a fair deal, the employees
should have an equally strong obligation to ensure that
there is improvement in efficiency and productivity.
Unfortunately it is not an easy task to find productivity
norms for work in government. Most of the work done by
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government departments especially at middle and higher
levels does not lend them easy for quantification.

During the field survey the leaders of NGO
Association, Joint Council, NGO Sangh and NGO Centre
have also stated that efficiency and productivity in
government service is deteriorating over the period. On
the contrary, the leaders of NGO union, NGO Front and
Kerala Government Employees Union did not concur to
this Statement (revealed during the interview).

The study has also made an effort to understand the
factors responsible for deteriorating efficiency and
productivity in government service. From the listed factors
(Table No 1.3), majority of the respondents opined that,

Table 1.3: Factors Responsible for Deteriorating Efficiency/
Productivity in Govt. Services

Sl | Factors Rank Score Rank
No. out of 100

1 Politicians 83.1 1

2 Bureaucrats 63.1 2
3 Service Associations 61.9 3
4 Union-Activities of Civil servants 50.5 4
5 Other Factors 5.3 5

Source: Survey Data
Note: the interference of service associations while improving
efficiency and the loss productivity due engaging employees in union

politicians in the State are cne of the important factors
directly responsible for the deterioration in efficiency and
productivity of government servants. They have also stated
that the activities of service association as well as the
present bureaucratic set up are also the contributing
factors to this phenomenon.

Leaders of NGO Association, NGO Sangh, NGO
Centre and Joint Council agreed with this opinion of the
union members. While the leaders of NGO Union, NGO
Front and Kerala Government Employees Union were
hesitant to make any opinion in the matter (disclosed during
the interview).

Political Connection of Union’s of NGOs.

There is a general view that the trade union movement is
divided and fragmented partly on account of a similar
phenomenon in the political parties. Similar pattern of
incidences happened in the history of union movement of
government employees in Kerala. The main reason for the
multiplicity of government employees unions in the State
is due to the fragmentation of political parties. This might

have affected the bargaining power of these unions to a
certain extent.

Political Activities of Government Employees.

Taking part in political activities by the government
employees is regulated by revised Kerala Civil Service
(conduct) Rule 1973, Agovernment employee shall not be
a member of any political party or any organisation which
takes part in politics, nor shall he take part in the
management or affairs of any political party or in any
political campaign or assist in any other manner directly
or indirectly, any political movement or activity. Though
there is a restriction, it has been noticed that, many of the
service associations in Kerala have a strong support from
the political parties. Even small parties are interested in
constituting service associations.

It is noted that from the very early days, service
associations in Kerala were affliated with political parties.
The involvement of service association in politics is indirect
and unofficial. But it is an established fact that, all the
service associations other than departmental associations
in Kerala are connected to one or other political party. To
put it in another way, all political parties in Kerala have
their own service associations.

The strong influence of political parties in the activities
of service associations is evident from the reports of press
in Kerala. It has been reported that State committee of
the Congress party has established a sub-committee to
settle the internal dispute in NGO Association (The Hindu,
dtd 25/4/1998). Besides it has been noted that the party
leaders are sharing stages in the annual conference of
almost all service associations.

Exploring the trends of leaders entering politics after
retirement can also identify the pclitical link of leaders of
service associations. The information given by present
leaders of various unions shows that, majority of leaders
of NGO union, NGO Association and NGO Front are
planning to enter politics after their retirement. About 26 -
50 per cent of retired leaders of Joint Council, NGO centre,
and 1-5 per cent of Kerala Government Employees Union
are entering politics (information gathered during the
interview).

Political Activities and Conduct Rules.

The associations /unions of NCOs in Kerala are
recognised based on the conditions stipulated under Kerala
Government Servants Conduct Rule 1960. Under Section
77(a)(3) of the rules the service associations shall not in
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any way be connected with any political party or
organisation(s). Regarding the involvement of leaders of
political parties in the activities of service association, the
rule puts certain restrictions. As per section 77 (a) (15),
the service association shall not invite non-officials to speak
at meetings of associations without obtaining prior
sanction of the government.

Inspite of the restrictions under the Conduct Rules,
tha political connection of the unions is carried on without
interruption from government or top bureaucrats or even
from judiciary. The government at several times reminds
the civil servants about the need for keeping political
neutrality and impartiality in their activities. The content of
one of such circular™ is quoted below.

It has come to the notice of the government
that some times certain sections of the society
feel aggrieved that they are not getting full
Justice from the government departments
because of the political affiliation of the officers
of government or because of the improper
interference of the politicians in the decision
making process. This is most unfortunate, and
this kind of apprehension on the part of the
ordinary citizen shoufd be removed at afi COStS”.

The union leaders and members have opined
regarding the political connection of unions of NGOs and
politicisation of civil service associations. Most of the
leaders except the leaders of NGO Association and NGO
Centre denied that their union has political connection.

Table 1.4: Opinion of Members Regarding Political Affiliation of the Unions

SI. No. Name of the Unicn Affiliated to Not Affiliated to No Responses Total
Political Party Political Party
1 NGO Union 206(73.6%) 66(23.6%) 8(2.8%) 280(100)
2 NGO Association 158(85.9%) 18(9.8%) 8(4.3%) 184(100)
3 Joint Council 34(77.3%) 8(18.2%) 2(4.5%) 44(100)
4 Others 16(23.6%) 50(73.5%) 2(2.9%) 68(100)
Total 414(72%) 142(25%) 20(3%) 576(100)

Source: Survey Data

Note: Among the other unions NGO Sangh, NGO Front, NGO Centre and Kerala Government Employees union has political connection. The

departmental unions generally do not have any political bias.

However the responses from the members were contrary
and they confirmed that there exists a connection with the
political parties.

Table No.1.4 clearly shows that majority of the
respondents from NGO Union, NGO Association and Joint
Council affirmed that their unions are affiliated to
Communist Party of India (Marxist), Congress Party and
Communist Party of India (CPI) respectively. In the case
of other unions only * 23.6 per cent of the respondents

has claimed that their union is affiliated to a political
party.

Although majority of the respondents confirmed the
political connection of the unions of NGOs, at least some
of them have a different opinion about the politicisation of
civil service association in general. This has been verified
in the study. The results provided in the Table No.1.5 very
interestingly shows that more than 50 per cent of the
respondents belonging to different unions have expressed

Table 1.5: Members’ Opinion on Politicisation of Civil Service Associations

Sl. No. Name of the Union Favour Not Favour Mo Responses Total

1 NGO Union 102(36.4%) 174(62.1%) 4(1.5%) 280(100)

2 NGO Association 48(26.1%) 132(71.7%) 4(2.2%) 184(100)

3 Joint Council 20(45.5%) 22(50%) 2(4.5%) 44(100)

4 Others 4(5.9%) 62(91.2%) 2(2.9%) 68(100)
Total 174(30.2%) 390(67.7%) 12(2.1%) 576(100)

Source: Survey Data
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their displeasure to politicisation of civil service
associations in Kerala.

Bargaining Power

The best known approach to the subject of bargaining power
is that of Chamberlain " who defined such power interms
of the costs to each party of agreement relative to the
cost to the employer of disagreeing (sustaining strike) as
opposed to the cost of agreeing (granting the union
demand), the greater the bargaining power of the union.
This approach has been firmly grounded on private sector
industrial relations, where the relevant costs were
economic ones (essentially wage and profit loss) and
affected only the two negotiating parties. The imposition
of costs on third parties, which in turn would cause them
to seek to influence the outcomes of the negotiating
process, was almost totally ignored. It is the importance
of this third party influence, as we shall argue, that crucially
differentiates public and private sector negotiations.

The Economist '® has long back argued that many
public sector unions, especially in the nationalised
industries have substantial bargaining power. There exist
numerous references to the ‘privileged’ wage position of
public employee’s '®). Collective bargaining agreements
in the public service have the appearance of a conspiracy
between giants to solve their mutual problems at public
expenses; the parties have found their narrow
organisational reasonableness, but not always in terms
that are just to the public . Collective bargaining is not
very common today in the government services. In India
the practice of collective bargaining does not exist in civil

service. In the central government as well as in several
State governments, a forum called Joint Consultative
Machinery (JCM) has been constituted. The aim of JCM
is to promote negotiation and settlement of issues relating
to pay and other service conditions of the government
employees. JCM is not a mandatory body, but it can
recommend its decisions to government for perusal. The

concerned govornmonttakes thebnal declslon.

In Kerala, there is no forum like JCM, though the
public employees are highly unionised in the State. The
discussions on demands are usually conducted between
the government and leaders of service -associations
directly. As the service associations have strong political
support, the decisions are more politically significant unlike
the agreements reached at the bargaining table. The views
of the respondents regarding bargaining power of the unions
of NGOs are given in figures below.

The information given in Figure 2.2 depicts that, more
than half of the respondents argued that the bargaining
power of the service association in Kerala has increased
over the period. If there is an increase in the bargaining
power, definitely there will be a strong reason for such
change. In order to unearth the underlying factors for
increase in bargaining power, the respondents were asked
to rank the various factors enlisted. The five impertant
factors, which may contribute to this phenomenon, have
been put forwarded. These are strength of the unions,
political affiliation of the unions, commitment of the leaders,
support of the government and support of the general
public. Of this, strength of the union have been ranked as
first by the respondents (see Table No.1.6).

% Bargaining Power increased

ﬂ Bargaining Power Not
Increased

. No Responses

Figure 2.2- Respondent's Opinion About the Bargaining Power of Service Associations in Kerala
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Table 1.6: Factors Contributing for Increase of Bargaining
Power of Unions

Sl. | Factors Rank Score Rank
No. out of 100

1 Union's strength 83.2 1
2 Political affiliation 1.2 2

3 Commitment of Leaders 62.0 3
4 Support of the Govt. B1.1 4
5 Support from the General Public 42.5 5
6 No Responses 2.4 6

Source: Survey Data

The opinions of the leaders were quite different from
the views expressed by union members. The State leaders
of Kerala NGO Union Stated that, the bargaining power of
unions of NGOs has increased on account of strength of
the union and support from other general trade unions. This
Statement may be true in the case of Kerala NGO Union,
as this union alone represents about half of the NGOs in
the State. On the other hand, the leaders of two other major
unions, viz. - a - viz., Kerala NGO Association and Joint
Council are different. They have disclosed that the
bargaining power of service associations in Kerala had
actually decreased over the period. This happened due to

the multiplicity of service asscciations, and consequent
inter -union and intra - union rivalries as also political
interferences. The leaders of other four unions, viz.-a-viz.,
NGO Sangh, NGO Front, NGO Centre and Kerala
Government Employees Union also feel that the bargaining
power has increased, but they did not point out any definite
reason for the same (opiniocn gathered during the
interview).

Political Connection and Bargaining Power.

Public labour relations are fundamentally determined and
carried out under the law of politics and that consequent
settlement is political acts!"®. The bargaining power of
the unions of public employees is substantively influenced
by their political connection. A mutual benefit relationship
has evolved between ministers or public political officials
and service associations in Kerala. This relationship is
part of their political connection. This may be reflected in
the settlement of disputes or conceding demands or even
in the transfer and postings of public employees. We have
noticed many reports of transfer of employees belonging
to a particular union, when the opposite party came to
power. For example, there were reports of transfer of
members of NGO Association (pro - Congress employees
organisation) to remote and rural places, when the

Table 1.7: Opinion of the Respondents about the Help of Political Affiliation in Conceding Demands

Sl. Union Poli. Affiliation Poli. Affiliation No

No. helped not helped Response Total

1 NGO Union 164(58.6%) 78(27.9%) 38(13.6%) 280(100)

2 NGO Association 140(76.1%) 42(22.8%) 2(1.1%) 184(100)

3 Joint Association 32(76.7%) 8(18.2%) 4(9.1%) 44(100)

4 Others 22(32.35%) 22(32.35%) 24(35.3%) 68(1007)
Total 358(62%) 150(26%) 68(12%) 576(100)

Source: Survey Data

Communist Marxist party led Left Democratic Front got
power in 1996(Reported by various News Papers).

During the field survey, it has been asked to the
respondents that, whether the political affiliations of the
union really help in conceding their demands. The analysis
of the results show that, most of the respondents
maintained that political affiliation of their union helped to
meet the demands of the unions. (Table No.1.7). The
respondents were not unanimous about the relentlessness
of the political parties in conceding the demands of their
affiliated unions, while in power.

The analysis of the data in Table No. 1.8 shows that
22 per cent of the respondents pointed out that the influence
of political parties in yielding to the demands is not often.
Atthe same time, 19.1 per cent of the respondents stated
that political affiliation of the unicns of NGOs has always
helped to secure their demands accepted.

Concerning the link between bargaining power and
political connection, the leaders of the unions have
different views. Out of the 30 leaders, 16 leaders have
agreed that, there is a close link between the two, while
6 leaders did not agree to this and 8 of them offer