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Letter from the Editor

Welcome to Atlantic City

On behalf of the Staff and the IBFR, I welcome you to Atlantic City, New Jersey and the 2009
Global Conference on Business and Finance. We hope you have a productive conference and enjoy your
time in Atlantic City. If we can be of any assistance to you during your time in San Jose please do not

hesitate to contact us.

We all know that college professors must balance their teaching, research, and service obligations.
Finding the right forum to share and obtain feedback on our research, new teaching techniques, and
innovative administrative processes can be challenging at times. The Institute for Business and Finance
Research was created to facilitate your work by providing an environment conducive to knowledge
and experience sharing. We encourage the academic community to come and share their work at our
conferences and in our Journals. We welcome articles which are of interest to scholars and practitioners

in all fields of business, economics and related fields.
Welcome

- - The 2009 GCBF represents a long term commitment to bring individuals from around the world together
Bienvenidos o .

to share their ideas and promote research on business and finance. The response to the conference has
been outstanding. We wish to thank you for selecting the GCBF as your research outlet. We also wish
to thank the many people that have contributed to making the conference a success. We are delighted to
report that the conference is truly a global conference. We have participants from all corners of the globe
at this academic conference. These individuals come from a variety of high quality institutions and will

present work on a broad mix of academic issues.

We are proud to announce two upcoming conferences. Our seventh conference will be held May 27-30,
2009 at the Ramada Plaza Herradura, San Jose, Costa Rica. Our 2010 winter conference will be held in
the United States. We will be announcing the location and dates of this conference in the coming weeks.

We hope that you are able to join us at these future conferences.

We hope you take the time to enjoy the hotel facilities as well as to take in Atlantic City and the
surrounding cities. Atlantic City is a wonderful destination with much to offer. We recognize that in
addition to presenting research and participating in the conference activities, it is also important to relax
and rejuvenate yourself. Have some fun! You deserve it! We hope that you will go home refreshed

and with a sense of accomplishment.

Warmest Regards,

Mencedes Jalbent

Conference Chair



Carta del Editor

Bienvenidos a Atlantic City

El Instituto y su personal les da la bienvenidos a Atlantic City y al 2009 Winter
Global Conference on Business and Finance. Esperamos que su participacion sea
productiva y que disfruten New Jersey.

Todo profesor de educacion superior debe encontrar un balance entre su rol
como educador, investigador y como servidor a su comunidgd y su universidad.
Encontrar un foro donde podamos compartir y obtener retroalimentacion sobre
nuestra investigacion, nuevas técnicas de educacion, procesos administrativos
innovadores es retador. El Institute for Business and Finance Research (IBFR) fue
creado para facilitar el trabajo del profesional en educacion superior, profesional
del sector publicos y profesional del sector privado al crear una plataforma
global conducente al enriquecimiento de nuestro conocimiento a través de:

Welcome 1. La exposicion de trabajos investigativos en todas las areas académicas en las

I mrrmiiine ciencias administrativas, econémicas, financieras, contables etc.

2. La explaracion de nuevos avances tecnoldgicos, tedricos y pedagogicos.
3. El intercambio de conocimiento en una plataforma verdaderamente global.

El Congresos GCBF representan un compromiso a larga plazo para unir a nuestros
colegas de todos los continentes en nuestros congresos y compartir nuestras
ideas, investigacion y cultura en una plataforma bilingiie. Deseamos agradecer
su participacion, la cual hace realidad nuestro objetivos; el realizar un Congreso
realmente Global con participacion de educadores y profesionales de todos partes
del mundo.

Con gran alegria anunciamos nuestros préximos Congresos en San José¢, Costa
Rica del 27-30 de mayo de 2009 y en Los Estados Unidos en enero del 2010,
fechas y lugar seran préximamente anunciadas. Serd un placer el contar con su
participacidon nuevamente.

Deseamos que disfruten su estancia en el Hotel Trump Plaza. Asimismo,
deseamos que tenga la oportunidad de explorar New Jersey, Filadelpia y New
York. Sabemos que ademés de exponer sus trabajos, es también importante tomar
tiempo pararelajarse, rejuvenecerse y conocer sobre otras culturas, tradiciones, etc.
Esperamos que al regresar a sus hogares e instituciones se sientan rejuvenecidos
y satisfechos con sus alcances y aprendizaje durante el Congreso. Estamos para
asistir durante el congreso y el futuro.

Saludos Cordiales

Mencedes Yalbent

Conference Chair
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INTRAMARKET SPREAD PROFITABILITY ANALYSIS
IN ANHYDROUS FUELALCOHOL FUTURE
CONTRACTS AT BM&F AND ETHANOL AT CBOT

Bruna Perlingeiro, University of Sao Paulo
Lucilio Rogerio Aparecido Alves, University of Sao Paulo
Luiz Jodo Corrar, University of Sao Paulo

ABSTRACT

The aim of this article is to analyze the profitability of a standard position spread, based on data
referring to the delivery months of Anhydrous Fuel Alcohol Future Contracts, traded at Brazilian
Mercantile and Futures Exchange (BM&F) and Ethanol Futures (Denatured Fuel Ethanol), contract with
the same purpose, at the Chicago Board of Trade (CBOT). The methodology is based on Barrett & Kolb
(1995) and Alves & Marques (2002). The results show that there is no substantial difference between
intramarket spread at BM&F’s and CBOT'’s gains. The results should be considered carefully, as few
months presented statistical significance, which is consistent with Efficient Market Hypothesis. The Law
of One Price can also indicate if the arbitrage profit is applicable or not and it is possible to assure that
the times it is likely to be noticed, it does not happen regularly.

INTRODUCTION

The world demand for ethanol fuel has been increasing rapidly in the last few years and this fact may be
maintained in future periods. Among the factors of continued demand, it is possible to mention strategies
that aim at the reduction of gas emissions that provoke the accumulation of materials emitted into the
atmosphere (mainly those related to the burning of fossil fuels), and also the attempt of various countries
to diminish dependency on oil derivatives in their energetic matrix. The agricultural and local industries
incentives are another significant factor when dealing with the importance of ethanol and its increased
demand, since it comes from renewable sources of raw material; it is a fuel that contributes favorably to
all factors mentioned above.

According to Marcoccia (2007, p. 21), alcohol with carburant purposes was used in small percentages in
the 60’s. In 1973, the Organization of Petroleum Exporting Countries (OPEC) launched an embargo of oil
supply to the U.S. and Europe, unleashing prices to soar at levels never before reached (First Oil Shock).
In Brazil, the rise in prices and imports account, led the government to seek alternatives, among which
was Proalcool (Pro-alcohol — National Alcohol Program, in 1975). Yet, as this author points out, on
14/11/1975, through decree number 76.593, the program was started, allowing the expansion of alcohol
production for pure carburant aims or gasoline mixture and also in the chemical industry, showing high
expansion and productivity in the following ten years.

Santos et al. (2007, p. 5) explain that in the 90’s the producers needed to reorganize themselves because
of the problems of the demand for alcohol in the country. On the other hand, the growth in the addition of
anhydrous ethanol in gasoline presented new opportunities of business for rural and industrial producers.
This fact was affected by sugar market conditions, which means, high production and price instability
induced the sector’s destabilization.

The improvement occurred in the middle of this same decade and, as Burnquist et al. (2004, p. 2) affirm,
Brazil became the leading world sugar producer and exporter and also the biggest ethanol fuel and cane
producer, obtaining expressive volumes for each of these commodities. In this context, the expansion of
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the international sugar market and consolidation of ethanol became an essential feature for a balanced
evolution of cane, sugar and ethanol in the Brazilian sectors.

Thus, the importance of this article lies in the assessment of the profitability gains in the Anhydrous
Fuel Alcohol Future Contracts from BM&F (Brazilian Mercantile & Futures Exchange) and Ethanol
Futures from CBOT (Chicago Board of Trade), verifying if it is significant in order to reach higher
value in the Stock Exchange that has more liquidity. Arbitrage profit applicability in the considered
period is also verified (from January 2006 to July 2007 for BM&F and January 2006 to September
2007 for the North American Stock Exchange).

Regarding the objectives, it is necessary to identify not only if liquidity and, consequently, the
volume traded on the Stock Exchanges interfere in the profitability magnitude of the spread
operations, but also try to consider the probable results of the adopted positions (long or short) with
Efficient Market Hypothesis (EMH) or The Law of One Price (LOP). The methodology of this study
is based on Barrett & Kolb (1995) and Alves & Marques (2002).

The existence of a high level economic risk in the agricultural activity (related not only to climate
changes, but also to the possible difficulty in the commercialization and doubts toward prices that the
commodity will receive) is a fact that brings fear and high financial risk to this activity if compared to
investments in others sectors of the economy, such as the industrial one. In this way, Perlingeiro & Freitas
(2006, p. 3) explain that the future market aims at reducing the risk inherent to the exploitation of this
activity, since the hedger is capable of entering this market in order to lock the future price at a level that
warrants, for example, the return on production costs and compatible profitability with the risk of this
investment.

Furthermore, Sanders & Manfredo (2002, p. 511) affirm that variability is the feature that most
contributes not only to the success but also to the failure of determined contracts, since a player realizes
that the basis of futures is too variable, there will be little demand for hedge. Thus, it is necessary to
analyze ethanol’s futures markets volatility, just because it constitutes the cause in which players look for
efficacious alternatives for the hedger to lock the price previously and minimize risks caused by
fluctuations not expected in the quotation of the commodity. However, the indication of certain regularity
in gains/losses of operations on the Stock Exchanges tends to reduce the gained spread. This occurs
because one position for buying (long), in one delivery month, against a selling position (short) in another
later period, at the same time, makes arbitrage practice possible.

Girma & Paulson (1999, p. 932) and Alves & Marques (2002, p. 4) corroborate what has been mentioned
by pointing out that speculators can negotiate futures to profit in a relatively temporary price failure. They
state that these risk arbitrage opportunities (if and when they occur) do not tend to remain available for
long periods of time, because arbitrators will buy the commodity, which is cheaper and will sell those,
which are expensive, until spreads are within the normal limit.

Perlingeiro & Freitas (2006, p. 4-5) summarize this discussion, explaining that in spite of the existence of
this unsteadiness in the contract prices, the LOP is applicable, because no player will sell any commodity
at a price different from the assumption that a higher price than the average would have no buyers and, a
lower price would not be viable, this being a kind of concession of the traded commodity. Then, there is
the answer that despite the existence of the EMH, it is necessary to consider the arbitrage practice and the
LOP for ethanol futures markets in both studied Stock Exchanges. In this context, it is possible to
summarize the problem with the following question: Is there any profitability difference between the
Anhydrous Fuel Alcohol Future Contracts traded at BM&F and Ethanol Futures traded at CBOT, capable
of allowing arbitrage profit?
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GENERAL FEATURES ABOUT FUTURES MARKETS AND ETHANOL FUTURES

The commodities negotiations in futures markets had begun in the U.S. in 1848, through CBOT. They
became more common, from the moment that players realized the need to operate in those markets, since
world economic events (government's less insertion in the Brazilian price policy, for instance) led to
larger prices volatility. In Brazil, the largest Futures Stock Exchange is BM&F and it trades in diversified
assets, acting in financial futures markets (contracts of Gold, Indices, Exchange Rates, Interest Rates,
Sovereign Debt Instruments) and agricultural (contracts of Crystal Sugar, Cotton, Arabica Coffee, Soya,
Alcohol, Feeder Cattle, Robusta Conillon Coffee, Ethanol, Live Cattle, Corn).

In the case of ethanol and according to Bandyopadhyay (2006, p. 59-60), recently, a growing interest has
been witnessed in the use of this commodity as an alternative fuel, because it not only offers a clean and
cheap source, but also a way of investment, employment and economic development. This author also
states that the growing activity in the ethanol market provoked bigger uncertainty with regard to prices,
creating the need for futures markets and its contracts. This ended up increasing the liquidity and
transparency of the prices, in the same way that it promoted risk management for players.

The two largest Futures Stock Exchanges in the U.S., Chicago Mercantile Exchange (CME) and CBOT,
answered such a requirement by introducing ethanol future contracts in March 2005. In March 2000,
BM&F, in Brazil, was the pioneer in launching the first contract of Anhydrous Fuel Alcohol. In respect to
this Stock Exchange, Vian et al. (2007, p. 7) explain that there is predominance of Arabica Coffee and
Live Cattle contracts in the total of those negotiated; Crystal Sugar, contributes 6% and alcohol 2% of the
total transactions. Those percentages show the growth potential that exists in the markets of those
commodities in Brazil, since most of the ethanol production, unlike the U.S., comes from sugar-cane.

Moreover, through the analysis of Xavier & Marques (20006, p. 1), it is possible to notice that the volume
of BM&F’s contracts decreased after the implantation of the same contract type at CBOT, indicating that
it is possible that Brazilian players prefer to trade at CBOT for reasons such as: lower costs, higher
system trust, convenience of centralizing operations in brokers overseas, among others. Such a fact does
not devalue BM&F compared to CBOT, because there were some months in which trade volume at
BM&F was expressively larger than CBOT’s (June, July and August 2006, for example) and, in the other
months, it seems there was a sharp dispute between them.

Characteristics of the commodity consider a list of attributes that commodities should include to be
traded in futures: storage, homogeneity, price volatility, wide physical market, unrestricted supply,
macro institutional environmental affects. Characteristics of the contract design include the analysis
in the endogenous factors of the futures’ industry, especially the design of the contract, because if the
contractual specifications do not attract any sort of player, it will fail. In this way, Lazzarini et al.
(1998, p. 9) explains that there are fundamental decisions related to aspects such as: design
specificity, which means, how restricted is the contract to the physical, temporal and location
attributes of the commodity, because a more specific contract tends to increase the hedging
effectiveness. On the other hand, it tends to increase the transaction costs, mainly to make the market
narrower and reduce its liquidity, causing a trade-off.

In addition, the systems of penalties, when products are delivered out of the specifications of the contract
are another relevant factor. Likewise, as Kimle & Hayenga (1994, p. 349), point out liquidation,
bankruptcy procedures (physical deliveries or financial agreements — cash settlement) and other aspects
treated by Silber (1981, p. 125), such as the size of the contract, the price quotations, among others, are
also important issues.
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To exemplify the characteristics of the contract design, it is possible to mention the Brazilian Cotton
Futures Contracts, which presents an inconvenience, since the contract negotiated at BM&F does not
present enough liquidity and its structure is somewhat different: it is necessary to divide the cotton into
spinning and trading. In general, the spinning does not need a contract, that is, it is not directly susceptible
to the price risk, being relatively difficult to find a spinning company that has the need to operate in this
Stock Exchange. That is one of the facts that can direct the Brazilian Stock Exchange to modify its
contract again and to make another, focused on export, because, considering the current situation, for such
a public, the cotton market is more attractive.

SPREAD: CONSIDERATIONS TOWARDS STRATEGY

According to CME, it is possible to verify the existence of four main types of spread: 1) Inter-delivery
spread, which comprises the purchase of an expiry date of a future contract of a given commodity and
simultaneous sale of another expiry date of the same contract in the same Stock. In a spread of this
category, the price of the spread = price of the closest future — price of the more distant future; 2) Inter-
exchange spread, which comprises the purchase of an expiry date of a future contract in one Stock and
simultaneous sale of the same delivery month of the same commodity (or another related) in another
Stock; 3) Inter-commodity spread, which consists of establishing positions in two or more commodities —
involving the simultaneous purchase in the same month of different future contracts, but related
economically and 4) Spread between a commodity and its sub products, which includes a long position in
a commodity against short positions in a similar amount of derived products of that commodity, the
opposite is also verified.

As hedgers unavoidably come across price uncertainty, they aim at managing their exposition to the
adverse movements, by taking an opposite position in the future market so that the losses in a market are
compensated for gains in the other. Likewise, the justification in adopting spreads as strategy is that they
implicate that both bought and sold contracts are affected by the same economical conjuncture and, in this
way, the expectation is that prices of both positions oscillate in synchronism, however, if that does not
happen, it is possible to have a profit opportunity. As a result, if spreads are used in an appropriate way,
they can be considered an important tool for risk administration and also guarantee certain profit.

METHODOLOGY

This work analyzes intramarket spreads, considering Anhydrous Fuel Alcohol Future Contracts traded at
BM&F (negotiated from January 2006 to July 2007) and Ethanol Futures (Denatured Fuel Ethanol),
negotiated, with the same purpose, at CBOT (from January 2006 to September 2007).

The adopted methodology is based on Barrett & Kolb (1995) and Alves & Marques (2002). The former
examined the behavior of spread profits in calendar time on a monthly basis for a variety of spread
positions by testing whether spread profits are consistently greater in any calendar month rather than
another. They analyzed inter and intramarket spreads for different CBOT contracts, and the latter,
analyzed the spread profitability, by using Sugar Futures Contracts traded at BM&F and New York Board
of Trade (NYBOT).

S is considered the spread’s daily dollar profit for a contract position during month m, on day ¢, which
represents the sum of the profit/loss of a long position on the closest expiry date with the profit/loss of a
short position on the most distant one, for a position in the future contract. The average profit, through all
daily profits (t), for a certain month (m), includes T trading days of a month and is named M,,:
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This equation is applied to every month in which both or only one contract is being traded, which allows
the verification of the revenue. The spread’s monthly volatility is calculated through the standard
deviation, as well as the position revenues test, supposing risk equal to zero, in which My, = 0 for every
month. This hypothesis is tested through the t student statistics.

As BM&F and CBOT’s futures contracts expiry dates are monthly, it was decided to make crossings of
the following months: March, June, September and December, exactly because those are the months that
dictate Brazilian and U.S’ crops, which reflects on this commodity’s supply and demand, leading hedgers
to seek an insurance against excessive elevation or fall of the prices. March, for instance, is the beginning
of the planting period in the U.S. and in Brazil it is the crop.

In this sense, the contracts of both Stocks under analysis embrace the following delivery months:
September 2007, June 2007, March 2007, December 2006, September 2006 and June 2006. For BM&F,
the contract with expiry date in September/2007 began to be negotiated in May/2007; expiry in June/2007
began to be negotiated in January/2007; expiry in March/2007 began to be negotiated in May/2006;
expiry in December/2006 began trading in March/2006; expiry in September/2006 began in March/2006
and, finally, June/2006 was first negotiated in January/2006.

For CBOT, the contract with expiry date in September/2007 began to be negotiated in April/2007; the
expiry in June/2007 began to be negotiated in January/2007; the expiry in March/2007 began negotiations
in October/2006; the expiry in December/2006 was first negotiated in July/2006; the expiry in
September/2006 began in April/2006 and, finally, June/2006 was first negotiated in January/2006, just as
BM&F. The daily data on the futures contract for BM&F comprises the period of January 05, 2006 to
July 23, 2007 and for CBOT, January 06, 2006 to September 06, 2007.

RESULTS AND DISCUSSIONS

As previously pointed out, the presented data refer always to long position in the closest expiry date and
short in the most distant one. The results of average earnings can be analyzed with changed signs, in the
sense it is seeking the assessment of earnings that could be obtained by contrary positions of those
presented in this article. It is important to highlight once again that the analysis consider all trading days
of the contracts and are presented monthly, including those in which only one of both expiry dates was
being traded.

In the following Tables, 1 and 2, the “s” represents the monthly standard deviation; )" refers to the sum
of all prices of the daily spread obtained through the subtraction between the long and short positions, it is
the spread’s daily dollar profit. “T” represents trading days under analysis; M,, is the average profit and
its description is detailed in the previous item (4", methodology). Remembering that the H, (null
hypothesis) and H, (alternative hypothesis) are, respectively, Hyo: M, = 0 and H;: M,, # 0, t is the one that
was obtained through the calculation of the following quotient:

t—M'”_O )
s

JT
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Table 1: Spread Operations Analysis for Anhydrous Fuel Alcohol Traded at BM&F

LONG/Jun/07- LONG/Mar/07- LONG/Dez/06- LONG/Sep/06- LONG/Jun/06-

A SHORT/Sep/07 |B  SHORTAJun/07 | C SHORT/Mar/07 | D SHORT/Dec/06 | E SHORT/Sep/06
s 0.780 s 3.879 s 3.662 s - s 12.62
Y 2915 Y -45.090 ) -42.176 Y - ) 24.49
T 2 T 21 T 21 T - T 18

§ M, -1457 M, -2.147 M,  -2.008 Mn - M, 136

2 |4 2.642 t 2536 t 2513 t - t 0.46
s 4.493 s 8.828 s 6.081 s - s 6.62
Y -2.923 Y 14136 > 18.389 > - > 33.61

=| T 18 T 18 T 18 T - T 18

<

E (M, -0.162 M, 0.785 M, 1.022 M, - M, 187

2| -0.153 t 0.377 t 0.713 t - t 1.197
S 4148 s 5321 s 6.416 s 9.997 s 12.95
> 18984 Y 3294 > 0.349 > 26.990 > -60.57
T 2 T 2 T 10 T 19 T 23

S [Mn 03863 M, -0.150 M, 0035 M, 1421 M, -2.63

S |t 0.976 t -0.132 t 0.017 t 0.619 t -0.98
S 20.664 s 15.589 s 4524 s 9.933 s 11.04
> -110099  |Y 49361 > 10.471 > 28.933 > 34.49
T 19 T 19 T 18 T 18 T 18

= [Ma 5795 M,  2.598 M,  0.582 M,  1.607 M, 192

g1t -1.222 t 0.726 t 0.545 t 0.687 t 0.74
s 4.464 s 3.756 s 9.718 s 16.154 s 13.64
> 13831 > -1.140 > -53.561 Y -48.552 > 19.22
T 2 T 25 T 22 T 22 T 22

| Ma 0629 M,  -0.046 M,  -2.435 M,  -2207 M, 087

S |t 0.661 t -0.061 t -1.175 t -0.641 t 0.30
s 3.248 s 5.897 s 9.893 s 9.227 s 5.60
Y -6.946 > 61.648 > 128219 Y 115271 > 50.59
T 20 T 27 T 21 T 21 T 21

o | Ma <0347 M, 2283 M,  6.106 M, 5489 M, 241

=R -0.478 t 2.012 t 2.828 t 2.726 t 1.97
s 1.136 s 3.660 s 7.481 s 6.168 s 3.30
Y 13271 Y -17.795 Y -46.981 Y -70.643 Y -41.46
T 15 T 21 T 21 T 21 T 21

_ | Mn 0.885 M, -0.847 M,  -2237 M,  -3.364 M,  -197

B |t 3.016 t -1.061 t -1.370 t -2.499 t 274
s - s 13.419 s 22.480 s 13.611 s 4.65
y - Y -33.658 ) -74.582 Y -77.562 ) -36.64
T - T 23 T 23 T 23 T 23

% M, - M, -1463 M,  -3243 M,  -3372 M,  -1.59

Z |t - t -0.523 t -0.692 t -1.188 t -1.64
S - S 9.306 S 16.227 s 7.558 S 1.52
>y - Y 4414 > -15.504 > -15.227 > 414

gt - T 20 T 20 T 20 T 4

Elm, - M, -0.221 M, -0.775 M, -0.761 M, -1.03

2|t - t -0.106 t 0214 t -0.450 t -1.36
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LONG/Jun/07- LONG/Mar/07- LONG/Dez/06- LONG/Sep/06- LONG/Jun/06-
A SHORT/Sep/07 B SHORT/Jun/07 C SHORT/Mar/07 | D SHORT/Dec/06 E SHORT/Sep/06
S S 4.886 S 8.868 S 4.558 S -
3 3 -5.944 3 -19.281 Y -13.337 Y -
T T 21 T 21 T 21 T -
-“g’ Mpn M, -0.283 M,  -0918 M,  -0.635 M, -
8 t t -0.265 t -0.474 t -0.639 t -
S S 4.587 S 8.287 s 5.655 S -
3 3 -26.441 3 -52.464 > -26.023 3 -
E T T 19 T 19 T 19 T -
E M, M, -1.392 M,  -2.761 M,  -1.370 Mn -
é t t -1.322 t -1.452 t -1.056 t -
S S 5.154 S 5.717 S 4321 S -
3 3 6.529 3 1.848 > -4.681 3 -
E T T 19 T 19 T 6 T -
E M. M, 0344 M,  0.097 M,  -0.780 Mn -
é’ t t 0.291 t 0.074 t -0.442 t -
T|s 9.231 s 7.863 s 10.917 s 10.029 s 9.49
oY -76.798 > -6.101 3 -145.274 > -84.831 3 19.61
T|T 118 T 255 T 233 T 190 T 168
A|M, -0.651 M, -0.024 M,  -0.623 Mn  -0.446 M, 0.2
L[t -0.766 t -0.049 t -0.872 t -0.614 t 0.159

This table shows all spread operations analysis for Anhydrous Fuel Alcohol traded at BM&F, involving expiry dates of September, June and
March 2007 and June, September and December 2006.

In Table 1, the results of the spread operation are presented with delivery months of BM&F. In general,
that is, considering all months of each operation (at the bottom of Table 1, denominated “total”), it can be
seen that four out of five positions present negative daily average revenue, except for “E”. Among them,
the operation “C” was the one that presented the greatest volatility (calculated by the standard deviation),
followed by the operations “D”, “E”, “A” and “B”, respectively. Being long in March 2007 and short in
June of the same year, the spread with the smallest loss and volatility was presented. However, none of
these operations proved to be significant, supposing that the earnings with spread can be statistically equal
to zero.

Operation “A”, which presents activity in seven of the twelve months, also shows low daily average
revenues. The positive average revenues occurred in March, May and July. The largest variation
happened in April and the only month in which the gains are statistically significant is July, in other
words, in this month there is 95% probability of the average revenue being positive for that operation.

Operation “B”, in its turn, all of the twelve months presented , in general, show short daily average
revenues and the positive ones occurred in February, April, June and December and as well as in “A”, the
largest variation was also in April. January is the only month that presents statistically significant results,
however, in contrast to “A” in this month there is 95% probability of the average revenue being negative.

The third operation, “C”, February, March, April, June and December were the months that showed
positive revenues. The greatest volatilities of the daily average revenues happened in August and
September, and the test t proved significant in January and June, with 95% probability of each one of the
average revenues being negative and positive, respectively.

There were no negotiations for the next operation, “D”, in January and February, as there was no open
interest in the adopted positions (long and short). That same position didn't present negative daily average
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revenues in March, April and June; the largest volatility of the revenues was in May, June and July. The
presence of statistical significance, with 95% probability of each one of the average revenues, to be
positive and negative, respectively, was noticed.

Finally, “E” operation, there was no trade in October, November and December, for the same reasons as
“A” and “D” (there was no open interest). For four of the nine months, the daily average revenues
analyzed are negative. The highest volatilities, compared to each other, are in January, March, April and
May. In July, there is 95% probability of the average revenue being negative for the operation.

In general terms, the operations present negative results in most of the months, however, the t test just
proved to be statistically significant in 7 months of the 50 tested (14.0%). In this way, it is possible to
assure that those results can be related to the EMH, which, in agreement with Fama (1970, p. 384), in
essence, should be defined by the term “fully reflect”, that means to affirm that the information is quickly
and efficiently incorporated in the price of the assets at any moment in time, proposing that no agent can
be distinguished in the market.

Such an indication, presented by those results, can be corroborated by Vian et al. (2007, p. 18), by
studying the evolution of the BM&F’s alcohol and sugar future contracts. Those authors verified that, in
relation to the price in the physical market, those two commodities showed volatility in some years,
however, with no direct relationship between such a fact and the number of traded contracts (since the
Brazilian Stock is less liquid if compared to the North American), because in certain years the contrary
occurred: short volatility of prices and greater number of contracts.

Moreover, it is possible to make a monthly comparison between contracts, in relation to the daily average
revenue: operation “A” was the most lucrative in March, May and July. Operation “B” is more profitable
in April, June and inverted (long where it was short and vice-versa), in January. “C” in June, and inverted
in January, May, July, August and November. “D” is more profitable in June and, if inverted, May, July
and August. Finally, operation “E” was more lucrative than the others in June and inverted in March.

In Table 2, below, the results of the spreads done with expiries of CBOT are shown. Above all, it is
important to point out that, as well as in some BM&F operations (“A”, “D” and “E”), in certain months,
in the adopted positions (long and short) there was no open interest and/or the contract was no longer
being traded, they are: October, November and December for “F” and “J” operations; July, August and
September for “G”; April, May and June for “H” and January, February and March for “I”, presenting, in
this way, operations in only nine months of the twelve in a year of negotiation.

Considering all months of each operation, “F” and “I” present negative daily average revenues, while
“G”, “H” e “J” operations present positive results. The greatest volatilities in relation to the loss and gains
occurred, respectively in “I” e “J”. In the same way as in the BM&F operations, none in CBOT presented
statistical significance, showing that, in spite of existing average positive and negative gains, they can be
considered statistically equal to zero.
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Table 2: Spread Operations Analysis for Denatured Fuel Ethanol Traded at CBOT

LONG/Jun/07- LONG/Mar/07- LONG/Dec/06- LONG/Sep/06- LONG/Jun/06-

F__ SHORT/Sep/07 G SHORT/Jun/07 | H SHORT/Mar/07 | I SHORT/Dez/06 | J SHORT/Sep/06
s 15319 s 23.431 s 11.843 s - s 9.26
Y -13.209 > -55.476 > -42.268 > - > 93.78

- |T 18 T 21 T 21 T - T 17

S| M, -0.734 M,  -2.642 M,  -2.013 My - M, 552

St 0203 t -0.517 t -0.779 t - t 2.46
s 7.593 s 14.299 s 8.444 s - s 13.37
Y 52.834 Y 120.198 > 67.364 Y - > -39.63

T 19 T 19 T 19 T - T 19

S |M, 2781 M, 6326 M,  3.545 M, - M,  -2.09

Sl 15% t 1.928 t 1.830 t - t -0.68
s 6.705 s 6.958 s 1.525 s - s 7.69
Y -15.850 Y -18.492 > 2.642 Y - > 66.04
T 22 T 22 T 3 T - T 23

£ [Mn -0.720 M,  -0.841 M,  -0.881 M, - M, 287

S|t 0504 ¢ -0.567 t -1.000 t } ¢ 1.79
S 15.798 s 10.285 S - s 14.593 S 19.85
> 0.000 Y 13.209 > - Y -22.455 > -14.53
T 20 T 20 T - T 16 T 19

= [Ma  0.000 Mm  0.660 M, - M,  -1.403 M,  -0.76

21t 0.000 t 0.287 t - t -0.385 t -0.17
s 16133 s 10.425 s - s 17.568 s 30.38
Y -24.832 > -12.944 > - Y 97.744 Y 306.44
T 22 T 22 T - T 22 T 22

[ Ma <1129 M,  -0.588 M, - M, 4443 M, 1393

S l¢ 0328 t -0.265 t - t 1.186 t 2.15
s 7878 s 4349 s - s 18.690 s 18.74
Yy -18.228 Y -7.925 Y - Y -27.738 Y 2245
T 21 T 3 T - T 22 T 22

o | M, -0.868 M, — -2.642 My - M,  -1261 M,  -1.02

Eli 0505 t -1.052 t - t -0.316 t -0.26
s 6.834 s - s 13.675 s 28.109 s 17.98
Y -14.794 Y - > 29.059 Y -2.642 > -31.70
T 21 T - T 17 T 20 T 20

_ [ M. -0.704 Mn - M,  1.709 M,  -0.132 M,  -1.59

Bt -0472 t - t 0.515 t -0.021 t 039
s 8438 s - s 9.993 s 18.276 s 10.00
Y -55.740 Y - > -99.065 Y -171.712 > -72.65
T 23 T - T 23 T 23 T 23

% M, -2423 M, - M,  -4307 M,  -7.466 M,  -3.16

Zlt 1377 t - t 2.067 t -1.959 t -1.51
S 5.156 s - S 12.821 s 12.841 S 9.97
> -15.850 Y - > -86.384 Y -114.122 > 27.74

it 3 T - T 20 T 20 T 3

£ (M, -5283 Mn - M,  -4319 M,  -5.706 M,  -9.25

gt 1775 t - t -1.507 t -1.987 t -1.61
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LONG/Jun/07- LONG/Mar/07- LONG/Dec/06- LONG/Sep/06- LONG/Jun/06-
F__ SHORT/Sep/07 G SHORT/Jun/07 H SHORT/Mar/07 |1 SHORT/Dez/06 J SHORT/Sep/06
S - S 8.969 S 16.470 S 10.970 S -
>y oo- 3 29.059 Y 89.026 Y 59.967 Y -
T T 19 T 22 T 22 T -
5
2| M, - M, 1529 M,  4.047 M, 2726 Mn -
8 t - t 0.743 t 1.152 t 1.165 t -
s - s 9.986 s 15.745 s 9.035 s
> oo- 3 60.760 > 121.519 3 60.760 > -
E T - T 21 T 21 T 21 T -
E M, - M,  2.893 M,  5.787 M, 2893 M, -
é t - t 1.328 t 1.684 t 1.467 t -
s - s 10.310 s 11.513 s 18.508 s
> oo- 3 3.963 > 1.321 3 -2.642 > -
5T - T 20 T 20 T 3 T -
E M, - M,  0.198 M,  0.066 M,  -0.881 M, -
E t - t 0.086 t 0.026 t -0.082 t -
T |s 11.006 s 12.646 s 12.976 s 17.258 s 17.90
0|y -105.669 ¥ 132.350 ¥ 77.931 Y -122.840 ¥ 257.57
T|T 169 T 167 T 166 T 169 T 168
A | M, -0.625 M,  0.793 M, 0469 M, -0.727 M, 153
L |t -0.739 t 0.810 t 0.466 t -0.548 t 1.11

This table shows all spread operations analysis for Denatured Fuel Ethanol traded at CBOT involving expiry dates of September, June and
March 2007 and June, September and December 2006.

By doing operation analysis of “F”, it is clear that only positive results are presented in February and
April (that presented average equal to zero). The largest volatility happened in May; however, none of the
months presented statistical significance. “G” operation presented positive results in more than half of the
whole months (out of five of the nine tested), with expressive volatility in January and, as well as in “F”,
no statistical significance was diagnosed. Similar result occurred in the following operation, “H”, that is,
five of the nine tested presented positive results, the highest volatility existed only in October, and there
was no statistical significance in any of the presented months. In the “I” operation, daily average revenues
were predominantly negative in most of the months: April, June, July, September and December, the
greatest volatility was in July. There was no statistical significance in any of the analyzed months, which
means gains or losses equal to zero in all of them.

Finally, in operation “J”, only January, March and May presented positive daily average revenues, in this
last month, the volatility was the largest if compared to the other months. Contrary to all the other
positions, January and May, that were profitable, through t test, were significant, which means, in both
months there is a probability of 95% of earnings.

By doing the monthly analysis of the contracts, operation “F” was more profitable in September, when
inverted. The “G” is more profitable in February in relation to the other months, as well as November;
“H”, in turn, in November, August and September inverted; “I” in May, as well as the “J” operation.
Those results presented by the spreads with the expiry dates of CBOT do not differ significantly from the
BM&F’s, in other words, more than the spreads presented had negative results in the presented months
and the t test was statistically significant in only 2 out of 45 tested months (4.4%).

Such a fact, related above, is reinforced by Bandyopadhyay (2006, p. 75), in her study on the dynamics of
the energy future markets (through CBOT’s ethanol futures contracts and NYMEX’s common gasoline
and oil futures contracts). This author concluded that in spite of the small volume of ethanol futures in the
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former Stock, if compared to the latter, the contracts present lower transaction cost and they make a larger
relative contribution for the price discovery. In this way, it shows that the ethanol future market is more
appropriate for risks management to those agents at CBOT.

CONCLUSION

This article demonstrated that there is not a great difference among gains with intramarket spread at
BM&F and CBOT, it was verified that the gained profitability in the Anhydrous Fuel Alcohol of BM&F
and Ethanol Futures of CBOT are not significant to the point of reaching larger value in the Stock that has
greater liquidity (CBOT), and most of the months for both Stocks presented losses, so the possibility of
most of these losses are statistically equal to zero. In this sense, the traded volume in those Stocks was not
the decisive factor in the magnitude of the profitability obtained by the player.

Furthermore, there were few months in which the volatility presented expressive values, exposing a
certain pattern in the prices. The results, in a general way, should be considered carefully, since only in a
few months there was the presence of statistical significance and, therefore; affective gains or losses,
which is consistent with EMH.

As Alves & Marques (2002) affirm: “buying in the fall and selling in the high” (and vice-versa) is the
ambition of any player in the market, especially speculators. However for that agent, the possibility of
gains with spread in a certain market is related to his effectiveness in noticing the right moments of
entering and quitting the market. It is for that reason that it is necessary to take into account (as those
authors did in their study) that gains and/or losses with spread in this article can have other results if other
market foundations are considered, such as: the law of supply and demand and the instruments of
technical analysis (through the study of the behavior of prices in graphs), etc.

Another point to be considered, concerning the importance of the presentation of this study, lies in the
verification of the applicability or not of the arbitrage profit in the considered period. The LOP deals with
this subject and it is possible to state that the differential in the gains or losses acquired does not happen
frequently (only 14.0 % for BM&F and 4.4% for CBOT), because both Stocks do not possess a
significant difference in the profitability of the adopted positions in the contracts. Such a fact is confirmed
by Vian et al. (2007, p. 18), who assure that the growing international participation of this commodity
from Brazil in the last few years was not enough to stimulate arbitrage mechanisms between domestic and
international prices in a more powerful way at BM&F.

Girma & Paulson (1999, p. 932) explain that Economics Theory suggests that the relative mismatch
between purchase prices and sale revenues exists for a short period of time, but if that situation fails, it
will force producers to cut production and, therefore, the supply until the sale revenue and purchase
prices are in long term equilibrium. Hence, the Economics Theory leads to the belief that there is a long-
term relationship between purchase prices and sales revenues where the spread will tend to converge for
the long- term average.

Summarizing, the limitations of this work are recognized, which was elaborated aiming at intramarket
spread operations analysis of Anhydrous Fuel Alcohol Futures Contracts traded at BM&F and Ethanol
Futures traded at CBOT. In this way, it is suggested that other studies can be carried out, by identifying,
for instance, factors that led to the resulting price variations in this study, or also implement a research
using another spread type, making comparisons with the same commodity.
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PERCEIVED QUALITY, SATISFACTION AND
CUSTOMER LOYALTY: AN EMPIRICAL STUDY IN THE
SENIOR-CARE ORGANIZATIONS IN RURAL AREAS
OF CENTRAL TAIWAN

Hsing-Yun Chang, Northwestern Polytechnic University, USA
Cho-Pu Lin, Northwestern Polytechnic University, USA
Meng-Yun Tsou, Northwestern Polytechnic University, USA
Chien-Ting Chen, Fortune Institute of Technology College, Taiwan

ABSTRACT

The senior-care market has been growing in rural areas of Taiwan. Competition among senior care
market players also soared in the past decade and consumers have been demanding better quality
performances. This has forced the Senior Care Organizations (SCOs) to fine-tune their employee training
programs to meet specific customer needs. The authors examined the relationship between service quality
and customer satisfaction of the SCOs residents in rural areas of central Taiwan based on the ten
dimensions: access, communication, competence, courtesy, credibility, reliability, responsiveness,
security, tangibles, and employee’s understanding their customer. The sample data were collected from
130 customers in rural areas of central Taiwan. Multiple regression was used to test the relationship. The
statistical results showed that courtesy and security were significantly and positively related to customer
satisfaction. Customers seemed to care if the employees were courteous and friendly, and customers were
also concerned about the safety and security in the facility environment. To pinpoint what the customers
really need, the SCOs in central Taiwan should keep communicating with their customers, to identify the
priority dimensions towards customer satisfaction. For example, facility policies and staff training that
maximize resident participation in daily decision making should be encouraged.

Keywords: customer loyalty, customer satisfaction, service quality, Taiwan, senior care.
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APPRECIATING INDIAN CURRENCY AGAINST US
DOLLAR AND ITS IMPACT ON EXPORT
PERFORMANCE

Amit Gautam, School of Management Sciences, India
ABSTRACT

In 2007, India experienced rapid appreciation of its currency against the US dollar. The reasons for the
appreciation of the rupee were a generally weak dollar in international currency markets and sharp
increase in dollar inflows into the country, partly due to India's increasing attractiveness to foreign
investors. Although India had been seeing a steady rise in dollar inflows into the country for quite some
time, on earlier occasions, the Reserve Bank of India (RBI) had intervened in the foreign currency market
and purchased excess dollars so as to prevent any appreciation in the value of the rupee. Now, the RBI
decided not to intervene, mainly to control inflation which was around 6 percent in early 2007. The
paper converse the reasons for the appreciation of the rupee and its impact on the India’s export
performance. It also discusses the measures taken by the RBI and the government to control rupee
appreciation and to try offset the negative impacts of a strong currency on the economy.

KEYWORDS: Indian rupee, US dollar, Rupee-Dollar exchange rate, Impact of a strengthening currency,
Foreign Direct Investment, Inflation.

INTRODUCTION

In April 2007, on the back of a rising rupee, the Indian economy became a trillion dollar -economy,
moving the country into an elite group of nations (Refer Figure 1 & 2 for the List of Trillion Dollar
Economies). By August 31, 2007, the Indian currency was trading at 40.96 against the dollar, as
compared to 46.55 on August 31, 2006, an appreciation of around 12 percent (Refer Exhibit III for
Rupee-Dollar Exchange Rate Movement from August 2006 to August 2007). The rise in the value of the
rupee was a result of the general weakening of the dollar in international markets, plus India's growing
attractiveness to foreign investors.

In 2006-07, India attracted huge capital inflows in terms of foreign direct investment (FDI), and foreign
institutional investment (FII). External commercial borrowings (ECB) and non-resident Indian (NRI)
deposits and remittances also contributed to the dollar inflow. Although India had been witnessing strong
dollar inflows for some time, the rupee had not appreciated as steeply as it did between September 2006
and July 2007 mainly because on earlier occasions, strong dollar inflows into India usually saw the
Reserve Bank of India (RBI), India's central bank, intervene in the foreign exchange market and purchase
excess dollars so as to minimize volatility in the value of the rupee. This time around, the RBI chose not
to intervene, in order to keep domestic inflation, which had been hovering around 6 percent in early 2007,
in check.
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Figure 1: List of Trillion Dollar Economies in 2007 as per Nominal Exchange Rate

India 1,098,945
Russia 1,289,582
Brazil 1,313,590
Canada 1,432,140
Spain 1,438,959
Italy 2,104,666
France 2,560,255

United Kingdom 2,772,570

China 3,250,827
Germany 3,322,147
Japan 4,383,762
United States ,843,825

Figure 2: List of Trillion Dollar Economies in 2007 as per Purchasing Power Parity

Mexico 1,346,009

Spain 1,351,608

Italy 1,786,429
Brazil 1,835,642
France 2,046,899
Russia 2,087,815

United Kingdom 2,137,421

Germany 2,809,693
India 2,988,867
Japan 4,289,809
People's Republic of China 6,910,361

United States

SECTORAL ANALYSIS OF EXPORTS

Exports across sectors are feeling the heat of the strengthening rupee, which is now trading at just over
Rs. 40 to the dollar, its strongest level since March 1998, having risen more than 12 percent against the
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dollar this year. This has meant dwindling margins for exporters and in the face of increased competition
from other low cost countries in Asia, has dealt a body blow to both services (mainly information
technology) and merchandise exports. To underline the gravity of the situation, the Federation of Indian
Exporters Organization (FEIO) announced that traditional exports have been severely affected and that
almost four million people have lost their jobs in 2007-08.

The textiles and leather industries, in particular, which source their raw materials primarily, from the
domestic market, have been severely hit. As per the FEIO estimates 600,000 people in the textiles
industry alone will lose their jobs this year. Already, India’s exports are showing sings of strain and
growth rates are slowing down noticeably. The latest figures for August this year show that export
growth at 19 percent, is significantly slower than the figure of 27 percent in August 2006. Crucially
reflecting a sharp fall in exporters earnings, exports grew just 4.31 percent in rupee terms this August
compared to a 35 percent increase in August 2006. The slowdown in exports, which account for nearly
13 percent of Indian economy, is taking a toll on manufacturing as a whole. Growth in industrial
production, as reflected in the index of industrial production (IIP), slipped from 13.22 percent in July
2006 to 7.1 percent in July 2007.

For the first time, the government is looking anxious as well after reiterating consistently that the country
will meet the export target of $160 billion (Rs. 6.4 lakh crore). For 2007-08, the government has now
conceded that this figure may not be achieved. The IT industry is the worst hit. From mere 5 percent
share of India’s 1996-97 exports of $33 billion (Rs. 1.32 lakh crore), it has increased its share to 25
percent of the countries $120 billion (Rs. 4.8 lakh crore) exports in 2006-07. This represents
compounded annual growth of 35 percent over a ten year period, making it the fastest growing and the
biggest exporter in its sector in the country.

SERVICES: INFORMATION TECHNOLOGY

The weakening of the dollar has meant that the major IT companies have been forced to lower the
revenue guidance for the future. For Wipro every 1 percent appreciation of the rupee impacts margins by
about 40-45 basis points. From the beginning of this year the 11 percent plus appreciation of the rupee
has resulted in a 4.5-5 percent hit on the margins. However the Infosys Technologies manages to buck
the trend in its second quarter numbers this financial year. It has not only revised its guidance upwards
but has actually expanded its Earning Before Interest Tax Depreciation and Appropriation (EBITDA)
margins by focusing on cost cutting and negotiating higher billing rates with clients.

MERCHANDISE EXPORTS

In merchandise exports what is really squeezing the exporters is the fact that the currencies of competing
Asian countries have done better against the dollars over the last year. For instance, the Chinese Yuan
has appreciated 4.6 percent only and the Pakistani rupee and Bangladeshi Taka have actually depreciated
by actually 1.4 and 0.43 percent against the dollar, respectively, making their export more competitive.
The impact of this has been sharp, particularly in sectors like textiles, leather and handicrafts, which have
a low percentage of imported raw materials and hence don’t have a natural hedge against a rising rupee.
It is not only the profitability of exporters that has been impacted; their order books have also taken a
significant hit. Generally garment exporter have better order position for the Christmas season, form US
and Europe, but this year it’s down about 20 percent. To combat this trend the textile industry is now
considering new strategies. Exporters like Crystaline are actually exploring the possibility of importing
cheaper raw materials from countries like China to shore up their margins, which are now hovering
around 2-3 percent mark. They are also trying to expand their product portfolio and shift to higher value
added products that enjoy better margins.

GCBF ¢ Vol. 4 ¢ No.1e 2009¢ ISSN 1941-9589 ONLINE & ISSN 1931-0285 CD | 18



Global Conference on Business and Finance Proceedings ¢ Volume 4 ¢ Number 1 2009

Figure 3: Exchange Rate Movement between Indian Rupee and US Dollar
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The leather industry is also trying to lower costs by importing cheaper inputs for South America and
Australia but still it will take few months at least to make the transition. Other export intensive sectors
like engineering and chemicals are also feeling the pinch. Light engineering companies, for instance have
been affected by the rising costs of inputs like crude oil and steel. This combined with the stronger rupee
(about half their invoicing is done in dollars) have already inevitably meant that their bottom lines have
been hot hard. To hedge this position companies are trying to invoice in other currencies such as Euro in
Europe and the Japanese yen in Asia. But the fact remains that the US is a major and growing market for
these companies and they can’t ignore it altogether.

The chemical industry faces similar problems (Tables 1, 2 and 3). On the one hand the cost of raw
materials like Benzene and Sulphur have shot up globally; on the other side, it faces tough competition
from cheaper Chinese exports in basic product categories like dye stuff intermediaries and agro chemical
intermediaries. That is why companies are now focusing on increasing productivity. Some are also
cutting down on production to deal with the situation.

Table 1: Top 10 Commodities of Export [Values in US$ Millions: (P) Provisional ]

Rank Commodity Apr-Dec 2006 Apr-Dec 2007(P) %Growth %Share

1 Petroleum (Crude & Products) 14,358.68 19,670.72 37.00 17.35

2 Gems & Jewellary 11,546.74 14,468.68 25.31 12.76

3 Machinery And Instruments 4,885.31 6,102.94 24.92 5.38

4 Cotton Accessories 4,920.77 5,185.01 5.37 4.57

5 Drugs, Pharmaceuticals & Chemicals 4,286.87 5,133.72 19.75 4.53

6 Manufactures of Metals 3,716.42 4,842.06 30.29 4.27

7 Transport Equipments 3,341.62 4,708.46 40.90 4.15

8 Other Commodities 2,292.62 4,331.53 88.93 3.82

9 Cotton Yarn, Fabrics Made ups etc 3,099.93 3,375.86 8.90 2.98

10 Iron Ore 2,575.37 3,259.04 26.55 2.87
Total 91,584.34 113,364.70 23.78 100.00
Exchange Rate: (1US$ =Rs.) 45.4975 40.4073
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Table 2: Top 10 Commodities of Export (Values in US$ Millions)

Rank Commodity Apr-Dec 2005 Apr-Dec 2006 %Growth %Share

1 Petroleum (Crude & Products) 8,202.10 14,358.68 75.06 15.68

2 Gems & Jewellary 11,291.34 11,546.74 2.26 12.61

3 Cotton Accessories 4,480.68 4,920.77 9.82 5.37

4 Machinery And Instruments 3,575.12 4,885.31 36.65 5.33

5 Drugs, Pharmaceuticals & Fine Chemicals 3,536.47 4,286.87 21.22 4.68

6 Manufactures Of Metals 3,042.48 3,716.42 22.15 4.06

7 Transport Equipments 3,090.98 3,341.62 8.11 3.65

8 Primary & Semi-Finished Iron & Steel 2,137.43 3,303.41 54.55 3.61

9 Cotton Yarn, Fabrics, Made ups etc 2,844.58 3,099.93 8.98 3.38

10 Non-Ferrous Metals 868.06 2,606.45 200.26 2.85
Total 73,110.95 91,584.34 25.27 100.00
Exchange Rate: (1US$ = Rs.) 44.2305 45.4975

Table 3: Top 10 Commodities of Export (Values in US$ Millions)

Rank Commodity Apr-Dec 2004 Apr-Dec 2005 %Growth %Share

1 Gems & Jewellary 9,430.21 11,291.34 19.74 15.44

2 Petroleum (Crude & Products) 4,953.78 8,202.10 65.57 11.22

3 Cotton Accessories 3,281.53 4,480.68 36.54 6.13

4 Machinery And Instruments 2,437.69 3,575.12 46.66 4.89

5 Drugs, Pharmaceuticals & Fine Chemicals 2,717.34 3,536.47 30.14 4.84

6 Transport Equipments 1,983.04 3,090.98 55.87 423

7 Manufactures Of Metals 2,342.52 3,042.48 29.88 4.16

8 Cotton Yarn, Fabrics, Made ups etc 2,447.70 2,844.58 16.21 3.89

9 Iron Ore 1,697.62 2,591.47 52.65 3.54

10 Primary & Semi-Finished Iron & Steel 2,190.95 2,137.43 -2.44 2.92
Total 56,473.96 73,110.95 29.46 100.00
Exchange Rate: (1US$ = Rs.) 45.3393 44.2305

Auto parts manufacturers are also finding the going tough. They have started losing orders form OEMs
as their products are more expensive than those offered by competitors in Brazil and China. Most of the
exporters are now negotiating protective clauses (like the right to negotiate contracts in the eventuality of
significant fluctuation in the rupee value) in their new contracts to overcome the crisis. For instance
ShriRam Pistons has recently lost three contracts form Renault to companies in Turkey, China and Brazil.
Had the rupee been at 45 levels it would have remains with the company.

Interestingly even the gems and Jewellary sector, which has a high level of imported raw material (almost
70 percent), is also feeling the adverse effects of the hardening rupee. Their problem is that they paid
upfront for their raw material and the entire business cycle till the delivery of finished goods in the export
market takes about six to eight months. Result; they paid for their inputs at much higher rupee rates and
are now delivering to customers significantly lower rates-in effect ruling out ant advantage of the
currency appreciation. Much of the export growth in the industry today comes from trading in polished
diamonds; this received a fillip after the government removed import duties. But at the manufacturing
level, there is no growth.

Table 4: Exports Growth Rate (P) Provisional

Year Average Exchange Rate  Growth Rate
2004 45.3393 -

2005 44.2305 30

2006 45.4975 27

2007(P) 40.4073 23

It is evident from Table 4 that rupee appreciation has severely affected annual growth rate in exports. For
the same period in 2007 when average exchange rate was Rs. 40.40 against one US Dollar the growth rate
was only 23 percent over the same period in 2006 when the average exchange rate was Rs. 45.49 against
one US Dollar. Similarly for the same period in 2006 and 2005 the growth rate was 27 percent when the
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average exchange rate in 2005 was 44.2305 and the growth rate was 30 percent over 2004 in 2005 when
the average annual exchange rate was Rs.45.33. It could now be inferred that over a period of last one to
two years when on an average rupee value has appreciated by 12 percent, growth rate in exports have
declined by almost at the double rate i.e. 23 percent and in this direction the government’s initiative is
proving to be insufficient.

Table 5: Indo US Export Statistics (P) Provisional

Year Average Exchange Rate Growth rate
2004 45.3393 -

2005 44.2305 30

2006 45.4975 15

2007(P) 40.4073 12

The most severe impact of this appreciation is on India’s export to America and it includes both North as
well as Latin America. From Table 5 it is clear that from 2005 to 2007 the exchange rate has appreciated
in leaps and bounds and simultaneously growth rate in exports have also decreased sharply from 30
percent in 2005 to 12 percent in 2007.

Table 6: Sectoral Impact of Appreciation of Indian Rupee

Industry % of imported component % of exports Impact
Textile Low High Adverse
Leather Low High Adverse
Refineries High Low Beneficial
Auto Medium Low Beneficial
Engineering Medium Low Beneficial
Gems and Jewellary High High Neutral
IT Low High Adverse
Handicrafts Low High Adverse

Government Initiative

DEPB and duty drawback rates increased

Rate of interest on pre shipment and post shipment credit reduced

Exchange earners’ foreign currency accounts made interest bearing

Service tax exemption/refunds in several services

Export credit and guarantee corporation reduces its premia by up to 10 percent.

Exporters Demand

Increase DEPB and Duty drawback rates by 5 percent
Reduce CR or lower benchmark interest rates

Exempt more services form the tax net

Reintroduce section 80HHC tax benefits

Extend tax benefits for export oriented units beyond 2009.

At the moment though, there is little respite around the corner for exporters. The impact is greater for
small and medium enterprises that account for almost 70 percent of India’s export. Unlike bigger
companies most of them are unable to effectively hedge their current exposure. Bankers don’t want the
smaller players to hedge because of the risks involved. Also, many of them are not well informed about
the mechanism of hedging itself. The only certitude in this all pervasive mood of gloom and uncertainty
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is that the country’s target of achieving a 30 percent export growth will not be met. In the present
situation realistically an export growth of 20 percent could be expected.

CONCLUSION

It has now become quite clear that appreciating rupee is truth of the day and it impacts in many ways. For
international economic institution it is a sign of strengthening economy but for small and medium
exporters it is a double edged sword which can go either way as far as their economic interests are
concerned. The government is trying watchfully to reduce to some extent the losses suffered by exporters
as it has to look over the increasing inflation prevailing in the economy. Severe measures may result in
reversing the trend but may impact the all important import of crude oil, as due to this appreciation
government is able to check up to some extent the domestic prices of petroleum products in light of
historical increase in international oil prices. These are the certain reasons that led government to revise
export targets but restrain to take drastic steps to stop appreciation in Indian Rupee against US Dollar.

Suggestions

In light of appreciation, that is inevitable as Indian economy is growing at an envious pace, as a matter of
fact small and medium exporters can take certain steps to bridge their losses by adopting certain proactive
measures as:

Cut operational costs

Roll back production

Reduce manpower

Shift to higher value added products

Expand in non US markets (Europe, Asia and South America)
Increase invoicing in other currencies

Import raw materials

Focus more on the domestic market

Hedge currency

Lobby with the government for tax benefits
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MEASURING MANAGERIAL EFFICIENCY: A
BALANCED APPROACH

Anna Svirina, Kazan State Technical University
ABSTRACT

In the paper the balanced approach to management efficiency measurement is suggested to be used. The
idea of measuring the efficiency of all management functions as well as the results of company in order to
figure out the efficiency of management system is presented. The paper draws to a conclusion that the
shares of each of five recommended for measurement managerial functions is to be estimated in order to
create a recommended balance between different management activity performance.

INTRODUCTION

One of the ideas which were guiding management during the end of previous and the beginning of the
present century was the following: “If you can measure it you can manage it”. According to that principle
there appeared quite a few systems on measuring different issues of enterprise’s activity including those
of measuring managerial efficiency. In the suggested systems managerial efficiency is usually defined in
terms of enterprise’s efficiency which is not necessarily true. The example of quite a few bankruptcies is
pretty illustrative when the shareholders were getting the dividends and were satisfied with the way top
management was running business till one day all the profit was shown fell into pieces and the
corporations disappeared in just a few month. That proved that shareholder value and annual profit are not
enough to measure corporation efficiency and created the balanced approach to enterprise’s activity
measuring. The famous ones are balanced scorecard created by Norton and Kaplan and seven levels of
consciousness offered by Richard Barrett. In terms of managerial efficiency measurement balanced
scorecard approach considers that management is effective is the company is so. Seven levels approach
offers an instrument to measure leadership consciousness.

MEASURING MANAGERIAL EFFICIENCY

We would like to emphasize that not only enterprise’s activity efficiency should be measured but the
management efficiency as well. We are familiar with the cases a company was efficient not due to the fact
it was managed in a proper way but because most of the staff was doing what they thought they needed to
which sometimes were quite the opposite to managers’ directions. Let us first put it this way: the lack of
profit, efficiency and shareholder value is most definitely due to the poor management. But if the
mentioned things are present it is not necessary the result of the proper company management. We think
that the balance approach should be used for management efficiency measuring. To do so we suggest to
focus on six following issues, five of which are functions of management and the sixth is the results
achieved by the company. The five functions are: planning, organization, motivation, control and
coordination. The fifth one was added due to the fact that execution of all other four mentioned in the
classical science is not enough to manage a company since they are brought together by coordination. All
the mentioned functions are to be assessed in order to reveal which function is the poorest in performance.
Besides the indicators measuring the fulfillment of each function the percentage of money spent on it
relative to the company revenue should be also listed. That amount is to be estimated and ought to be not
exceeded. In order to prevent mistakes the efficiency of each function within the balanced managerial
measurement should be estimated by no less than 3 different indicators.

Than to have a balanced estimation of management efficiency we are to pay attention to the result of
company’s activity which is also to be measured by more than one indicator. We suggest those indicators
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to be chosen according to the specific features of company’s core industry. For example those could be
ones measuring the following aspects: profitability, financial stability, market share, liquidity and
shareholder value or other (for instance if we are dealing with non-profit organization). Also the cost of
the management should be esteemed as a reference figure.

In order to provide efficient estimation of managerial function performance some indicators are suggested
to be used. Their values were divided into 5 group standing for the following:

Group 1: business with a proper management system

Group 2: business with a little unbalanced management system

Group 3: working managerial system that needs to be balanced

Group 4: disbalanced and sometimes non-working management system

Group 5: non-working management system

Table 1: Suggested Managerial Efficiency Indicators

Figure Group 1 Group 2 Group 3 Group 4 Group 5

Short-term planning accuracy High Average Reasonable Low Intolerable low

Long-term planning accuracy High Average Reasonable Low Intolerable low

Controllability standard 14 and higher 8-13 5-7 3-4 Less than 3

Management cell fulfilment 95-100% 85-94,9% 75-84,9% 60-74,9% Menee 60%

Quality of motivation High Average Reasonable Low Intolerable low

Motivation function performance High Average Reasonable Low Intolerable low

(by position correspondence)

Quality of control (by usage of Excellent Good Average Satisfactory Unsatisfactory

formatted indicators)

Quality of control (by shares of Excellent Good Average Satisfactory Unsatisfactory

deviations found on different

stages)

Quality of control (by internal Excellent Good Average Satisfactory Unsatisfactory

clarity)

Quality of coordination (by Excellent Good Average Satisfactory Unsatisfactory

synergetic effect)

Quality of coordination (by Excellent Good Average Satisfactory Unsatisfactory

reaction to changes)

Share of management maintenance  10% and less 10-15% 15-20% 20-30% More than 30%

cost relative to total cost

Profitability 8% and more 6-8% 4-6% 2-4% Less than 2%

Working capital to short-term debt 1.01-1.5 1.5-2.0 0.9-1.0 0.8-0.9 More than 2 or
less than 0.8

EBIDTA/debt 4:1-2:1 2:1-1.3:1 1.3:1—1:1 1:2-1:4 More than 1:4

'that indicator means that every manager has all subordinates he can possibly have accoding to controllability standard
“profitability and the other indicators below were chosen for travel agencies market

For getting rated as group 1 in each category a company gets 5 point, as group 2 — 4 points and so on to
getting 1 point for group 5. If a company earns from 67 to 75 points it is group 1 company, from 54 to 66
— group 2 company, 43-53 — group 3, 33-43 — group 4 and less than 33 — group 5. According to the
research carried we are to mention that even the company-leader in the viewed market could not score for
group 1. That means that on the searched market the even the best company is having difficulty with
management balance.

The research have also shown that the most poorly performed functions were motivation and
coordination. Most of the time CEO of the searched organizations did not agree with that point assuming
they just need more control. That proves that the importance of control was over-emphasized. Planning
function was performed more or less properly in most of the searched companies and that especially
applies to short-term planning. As to organizarional function there were two categories of the companies.
In first type of the companies (company-leaders) it was performed properly, in the other this function can
be assumed to be missing within management system.
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We also need to mention that balance does not mean that managers should spent the same amount of time
and money on the performing of those functions. In the table below there are some figures showing how
the efficiency of companies corresponds to distribution of time and money spent by travel agencies
management. Table 2 below shows that company spending more time and money on performing
motivation function is more successful in the market than the one where time and money are spent
equally.

Table 2: A View of Balanced Management Efficiency Estimation of Travel Agencies*

Indicator Company-leader Average Company
Time spent by CEO on performing management functions, % 100 100
- planning 20 15
- organization 12 25
- motivation 42 30
- control 10 25
- coordination 16 10
Money spent on performing management functions 100 100
- planning 15 15
- organization 15 25
- motivation 45 25
- control 15 25
- coordination 10 10
Profitability, % 6.4 4.2
Market share, % 14 1,1
Financial stability (EBIDTA/debt) 1:1 1:4

* The research was carried out by the author on Kazan travel agency’s market. Over 100 agencies were involved in the research.

Throughout the research the company-leader was defined as the one that has the hugest amount of
customers, had the highest profitability and acceptable level of EBIDTA to debt of all the searched
companies. We are to mention though that both listed companies chosen as the result of survey made are
spending as their CEO believe too much time and money on performing control function. It is also
interesting to mention that usually the share of time and money spent on motivation decreases when the
share of those ones spent on control increases; also with high motivation less coordination is normally
needed. Next let us see the example of applying the performed instrument to the business.

ESTIMATING MANAGERIAL EFFICIENCY: AN EXAMPLE

The detailed research was carried for a company that appeared in the bottom sector of the searched
companies.

Table 3: An Example of Management System Efficiency Estimation (Mismanaged Company)

Figure Figure’s value Point
Short-term planning accuracy Reasonable 3
Long-term planning accuracy Low 2
Controllability standard 5 3
Management cell fulfilment 61% 2
Quality of motivation Low 2
Motivation function performance (by position correspondence) Unsatisfactory 1
Quality of control (by usage of formatted indicators) Excellent 5
Quality of control (by shares of deviations found on different stages) Satisfactory 2
Quality of control (by internal clarity) Unsatisfactory 1
Quality of coordination (by synergetic effect) Unsatisfactory 1
Quality of coordination (by reaction to changes) Satisfactory 2
Share of management maintenance cost relative to total cost 27% 2
Profitability 3.7% 2
Working capital to short-term debt 0.56 1
EBIDTA/debt 1:10 1
Total -- 30

GCBF ¢ Vol. 4 ¢ No.1e 2009¢ ISSN 1941-9589 ONLINE & ISSN 1931-0285 CD | 26



Global Conference on Business and Finance Proceedings ¢ Volume 4 ¢ Number 1 2009

According to the grade gained the company belongs to group 5. The company above was excluded for the
survey which results were listed in table 2 though its profitability and market share can be assumed
average. This company is exactly the case when profitability is due to the fact that staff is not waiting for
the CEO decisions and are doing a lot by taking risks; otherwise the bureacratic structure of the
researched company (which is seen from the value of management cell fulfillment, the company is
overloaded with managers performing control function) would have already paralized its market activity.
So here we have a great example of mismanaging a company. It is also intersting to notice that 41% of
management time and money in this company is spent on performing control function, 11% - on
motivation, 13% — on planning, 25% on organization and 10% on coordination.

No let us look at the average company and company-leader in terms of suggested management efficiency
estimation.

Table 4: An Example of Management System Efficiency Estimation (Company-Leader and Average
Company)

Figure Company-Leader’s Value Average Company’s Value
Short-term planning accuracy

Long-term planning accuracy

Controllability standard

Management cell fulfilment

Quality of motivation

Motivation function performance (by position correspondence)
Quality of control (by usage of formatted indicators)

Quality of control (by shares of deviations found on different stages)
Quality of control (by internal clarity)

Quality of coordination (by synergetic effect)

Quality of coordination (by reaction to changes)

Share of management maintenance cost relative to total cost
Profitability

Working capital to short-term debt

EBIDTA/debt

Total

NWWERUVWRERDRREOVWLWWDREDRWDR
BLW LW WLWWNWWLNWERWNDW

Average company is the group 3 one, the company-leader is a group 2 company. From the tables above
we can make a few conclusions on the poorely performed functions:

e strategic planning is at best performed on average level though the researched market is
not the one with a very high level of uncertainty;

e motivation is pretty poor in all cases. As the study had shown all the companies use only
financial motivation and only three from all the searched ones deal with development of
the staff. In some cases development was present but it was performed after the working
hours which did not create motivation due to disrupting the work/home balance of the
employees;

e coordinating function is not at good performance eihter due to CEO’s belief that
employees should deal with coordination by themselves. During the survey a great part of
employees mentioned a need to deal with problems on their own while the results are
shared with the management;

o all of the above leads to financial problems.

Also it is interesting to mention that though in the mismanaged company 41% of time and money was
spent on control it led to the poorest financial situation. At the same time control function was performed
poorely due to unsatisfactory internal clarity. If we look at average company and company-leader we can
notice that the raise of internal clarity leads to better motivation function performance and to raise of
profitability. At the same time internal clarity is one of uncommon things to perform by russian
management and its high score in a company-leader is the result of the type of this company — sort of
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family business. In all the other companies there are problems with internal clarity. At last we are to
notice that all the studied management systems are disbalanced both in terms of function performance and
time and money spent on performing different functions.

CONCLUSION

The following conclusions can be made on estimating managerial efficiency. The balanced approach
should be used which is indirectly proved by the idea that a single manager can not perform all the
activity a manager should. In the article above we are talking about estimating system efficiency and the
system can consist of a single person in a newborn organization and of hundred and thousands people in a
big one. The managerial balance should be achieved in all cases. While creating a balanced measuring
system we are to pay attention not only to the way management functions are performed but also to the
specific features of the industry a company performs in. Those features help us to figure what company’s
activity indicators are to be included in the balanced management efficiency measuring system. The
examples listed in the paper show that suggested approach clearly shows the blank spots of management
when adapted to the business core industry.
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ON THE EFFECTIVE DEVELOPMENT OF CRM
SYSTEM IN TAIWAN'S BANKING INDUSTRY

Cho-Pu Lin, Northwestern Polytechnic University
Hsueh-Ying Wu, Aletheia University on Matou Campus
Hsing-Yun Chang, Northwestern Polytechnic University

Wen-Hui Yang, Northwestern Polytechnic University
Yen-Ting Lin, Northwestern Polytechnic University

ABSTRACT

After years of CRM (Customer Relationship Management) adoption in Taiwan’s banking industry, there
is still room for improvement with this business innovation. Most practitioners do not quite understand
CRM. According to a CRM application survey conducted by ARC Consultants Ltd. , while 90% of the
businesses in Taiwan (a majority of which were in the banking industry) knew about CRM, only 64% of
them were informed of the intension of CRM, and only 10% had already established a CRM system.
Clearly, the factors that would facilitate the adoption of CRM in Taiwan’s banking industry are worth
exploring at this juncture. The research done with the present study has uncovered a number of factors
which can be used to guide companies for a successful CRM implementation. These factors include
discovering customers’ needs, offering channels that the customers prefer, keeping employee’s longevity,
maintaining employee’s morale, conducting a decision support system, ensuring primacy of customer
services over strategies, customizing CRM functions/modules, empowering employees with decision
making, choosing reputed CRM vendors, and drawing on the expertise of CRM vendors. If the major goal
of implementing a CRM system is to improve customer satisfaction, the management in Taiwan’s banking
industry should then emphasize three of these factors: conducting a decision support system, discovering
customer’s needs, and customizing CRM functions/modules.
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CHAIN REACTION PRINCIPLE OR HOW ARE THE
SELF-GOVERNMENT AND EDUCATIONAL REFORMS
CONNECTED IN RUSSIA?

Violetta Gassiy, University of Wisconsin-Madison
ABSTRACT

When Russia turned to democracy way in early 90s, many problems and lacks of plan-administrative
economy were showed brightly. The basic problem was the absence of the experts capable to carry out
the activity in the conditions of market economy. It concerns not only to market institutes but also to a
life of the society, including local communities which have been confirmed for the first time in the history
by the Constitution of Russian Federation 1993 as independent territorial units of the state. All of these
events demanded the plan working out on an education modernization. It is possible to name all attempts
of last years rather cosmetic than fruitful and just now we can speak about radical transformations of the
education in Russia. Today universities are going to pass to new system, to live in new conditions. It
concerns also the local self-government which reform also passes at the moment. This article is devoted
to basic changes in these two spheres of the society and also opens their interrelation.

INTRODUCTION

The state power mechanism’s reorganization is one of the most important parts of the political system
perfection process in Russia. The real new element here is the realization of the local self-government
concept which is necessary structure of the democratic regime as the experience of the developed
countries shows us. Self-government gives the opportunity to decentralize state power’s functions and to
transfer decision-making process on local issue impact to the communities. Russia is traditionally
considered as a country with high centralization management degree.

It is obvious that power organizing issues in the country are connected with its territorial device. The
territorial and financial bases’ issues of self-government are differently solved on different stages of the
local self-government forming and its development in Russia. After Socialist Revolution in October 1917
the bolshevists’ power concept won. Accordingly to their idea representative powers from up to down
became the uniform state power system. V.I. Lenin connected democracy of the new authority with the
point that “Local Soviets unite free on the basis of the democratic centralism to the uniform nation-wide
Soviet power”.

Thus the idea of self-government was replaced by the theory of the state centralized management. The
Soviets accordingly to this theory belong to political system of the society and first of all they are the
political basis of the state. These items were adopted by the Constitutions of 1918 and 1925. The
Constitution of the USSR or J. Stalin’s Constitution of 1936 clearly formulated the role of the Soviets:
“Article 2. The political basis of the USSR consists of the Soviets of labor deputies who grown and
strengthen in the result of the landowners’ and capitalists’ overthrows and due to proletariat dictatorship
gains”.

The serious changes happened in local powers organization as the conductor of the state authority. Instead
of the territorial device existed in the previous years (“gubernia, volost’), the new administrative units
appeared such as regions, cities, counties, villages which we have now in Russia. Later the Constitution
of 1977 changed again the name of the powers: “All power in the USSR belongs to people. People carry
out by the Soviets of the People’s deputies. All another powers are under their control”. Consequently
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territorial organization of the local authority was built accordingly to administrative-territorial division of
the state. It was uniform hierarchy centralized system of the state power.

For the same reason in the USSR the uniform budgetary system was organized. It was interrelated with
administrative-territorial division and it had three steps structure: state-region-local budget. The interest
to self-government aroused again at the beginning of the 80s. The Law of the USSR “On common
beginnings of local self-government and local economy in the USSR played the important role for this
system development. It defined its main organizational principals. For the first time new definition
appeared - the municipal property.

In July 6, 1991 the Law “On local self-governments in the USSR” was adopted. Since this period the
reforming process of the local powers began and the executive authority got more power than ever. This
Law clear delimitated the competence of the executive and representative powers at the local level. The
epoch-making event in the life of the self-governments is connected with the adoption of the Constitution
of Russian Federation on December 12, 1993. The new Constitution defined self-government as a
necessary element of the democratic state and confirmed its independent status as a form of the people’s
power realization. The Constitution gave it warranties at the legislative level to defend its economic basis,
municipal property and others property forms.In 1995 Russia adopted the first in its history Federal law
on self-governments’ organizational principals. Later the country ratified European Charter of Local Self-
Government. These both facts became de jure declaration of Russian opportunity to rise due to urban and
rural communities’ development. It was much important for Russia going through democracy formation
stage those years (Y. Filippov, V. Gassiy, 2005)

Self-government system reforming has an ambivalent character. On the one hand the reforms are directed
to the new social-economic environment in principle, new vital functions of human being. On the other
hand people generate a need to specialize to new conditions otherwise this high changing environment
becomes aggressive to them. The faults of many reforms have done and carry out today are their “up-
down” orientation. Thereby “play rules” were transmitted to and were taken by local governments as the
instructions. Just so self-government system was developed in Russia. But despite lacks this Federal Law
corresponded to the modern Russian society needs and the international right’s standards. It represented
the transition from the soviet system to municipal system of self-government.

The main proclaiming goal of the reforms is to make power closer to people through clear delimitation of
the powerful levels. It was demanded by Russian Constitution and European Charter ratified in 1998. The
new 131-law authors suggest two-tied self-government system: upper grade — urban district and
municipal region; lower — urban and rural communities (settlement) appurtenant to municipal structure
(upper grade). The boundaries of the communities (1000-3000 population) are determined accordingly to
the opportunity to get to the administrative center and to come back during working day on foot. Due to
this term their amount grew up to 25,000 (Boss, bossmag.ru).

Bringing to uniformity is the main characteristic feature of the new law. There are no any references to
local identity. Henceforth every level will have well-defined authorities and financial sources. That
approach will stimulate for long-term economic planning. All self-governments will live in new
conditions since January 1, 2009. Thus we can define four stages of the self-government system forming
of modern Russia:

1. 1990-1993;
2. 1993-1995;
3. 1995-2003;

4. 2003 — at present.

Federal law Ne 131 reshuffles not only the managers’ functions of different levels, but also makes us to
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transform our own lives more actively. The time will show us the results of all these actions. Today there
is a real problem for local officials to explain for the residents what self-government is and what it needs
for. It is the closest power to us. Voting for future local authorities we choose those people, who will
solve every family’s or community’s problems. There is no more the need to write to the Governor or to
President about your problems. Local power will bear the responsibility for all that happens in its territory
but also to find the opportunities to earn money for local life improvement.

It needs to realize that to inhale the life to absolutely new forms of self-governments it’s not simply at all.
The traditions and necessary experience are absent. Nevertheless this process takes place well enough.
But there is another problem part in this situation: more than half of all amount self-governments are new
organized. They are basically rural communities. In urban areas self-government was before law adoption
as a rule but differed by development degree. In rural communities there was “up-down” administrative
management. In Soviet Union years, local authorities were more likely decorative than had real power.
These structures stopped their work in transitive period. That’s why it had to organize local authorities in
rural communities “from blank leaf”. Now they are exist for all territory of the country. It is the most
important achievement of the new Law. People perceived this form of democracy management with the
great enthusiasm. They actively vote at the local level. But the paramount problem is the insufficiency of
the incomes at the local levels. The question is where these means come from: own sources of income or
inter budgetary transfers. By the way in Russia local communities have 3 types of own sources of income:

. Local taxes (land tax, personals’ real estate tax);

. Non-taxes income (profit of the local community enterprises’ commercial activity);

. Profit of local community’s real estate operations (rent, sale or privatization).

[ )
Local communities have to earn money independently. The analysts consider that during first years local
authorities will have lack of means. These problems will be solved due to special state transfers.
Following the results of the Ministry of Regional Development analysis at the end of 2007 there are some
positive results (Minregion.ru, 2007):

. Local self-governments and municipal service were organized all over the country;
. All self-governments’ charters were adopted by Federal registration committee;
. The local powers on local impact issues (LII) are also realize.

LII mean questions of the local residents’ life activity maintenance. They are: formation, realizing and the
control of the local budget; the municipal property order; the maintenance and building of local highways;
the social habitation maintenance of low-income citizens; municipal transport, telecommunication and
consumer service; accomplishment and etc.

To November 2007 there were 24,154 self-governments in Russia among them: urban districts — 523;
municipal regions — 1799; urban communities - 1732; rural communities — 19864; urban communities
inside federal urban district status (Moscow and St. Petersburg) - 236. These numbers testify about new
problem for Russia — local development experience absents and as a consequence - shortage of the high-
qualified personnel. That’s why nowadays the scientists search the ways of this problem-solving. But to
the full understanding the problem scale it is necessary to open an essence of the modern reform of higher
education in Russia.

What happens with Russian universities today? Since Russia became an independent state, its educational
system has been outliving the transition period. In recent years our government took a decision to adopt it
to “western standards”. All of them will live in absolutely new terms since January 2009, because Russia
united to Bologna process (Rome Agreement). Accordingly this agreement there must be 2-level system
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of university’s education. Students could attempt to get bachelor degree (4 year) and then if they want
they will go to magistracy. The system of education existing today is almost the same it was in Soviet
Union period. It means that all students studied 5 years and then they could attend to post-graduate
school. The most progressive universities tried to use 2-level system several years ago. They have some
outputs since that time but as they think they have faced with new problem. The society is not ready to
receive new qualifications: bachelor or magister. The labor market is close to these new forms. It lives
with Soviet stereotypes. It means that 5-years education is considered today as a “full” rather then 4-
years’ study isn’t accepted by the employers.

Many of them ask during job-taking interview what bachelor means. The statistical researching shows
that 8 of 10 students want to continue their education after bachelor degree. That’s why today there is
active discussion in nostalgic manner about previous system which was in USSR. There are some
amenities of Soviet higher education. One of the main features is its free and accessible status. All who
wanted to study in the university could do it. Today there are still many places in the universities which
are sponsored by federal government but every year they are decreased. The researchers think that free
education leaded to low quality of universities’ resource basis. That’s why most of them consider the
Russian education more theoretical in spite of the fact it must be more practice. The effective educational
process we cannot imagine without technical basis development in the terms of expanding Russia’s
collaboration with the other world. Consequently the Russian education attractiveness will decrease for
Russian and foreign students in the future.

The second feature is high standardization degree and the absence of the opportunity to change
educational programs. In the times of USSR its economy was “close” system there are no any business
structures which would need in special educational professionals. Today the market economy needs
managers, brokers, social workers, community developers etc. The educational standards didn’t allow
tutors and universities to be free in decision-making what and how to teach. Since 1991 the universities
have got the part of this freedom. In our educational plan we have federal standard (the list of the
disciplines) and the university can add some special subjects necessary to faculties’ specialization.

The third specific feature of the universities of Soviet Union period is compulsory graduate distribution.
There was low labor mobility characterizing Soviet system. This distribution allowed providing any
economic branch by high qualification shots. After disintegration of the USSR this practice has ceased to
exist. We cannot say Bologna process will solve all problems but it will help to reform old educational
system accordingly to time requirements.

Summing up to the aforesaid it is possible to draw the general conclusion that Russian universities at the
beginning 90° were the carriers of the Soviet educational system. They were academic structures separated
with science centers which were independent and didn’t belong to them. They had difficulties with
teaching new disciplines. The situation was enough comical as the yesterd3ay's professor of communist’s
ideology started to teach political or cultural sciences. That’s why the problem for the universities at the
first stage of the reforms was getting new qualification by the tutors. Many educational centers were
organized in Moscow and St. Petersburg ant later all over the country. At the universities many absolutely
new faculties appeared such as management, business and computers’ system, social work, public
administration etc.

When the first Federal Law on self-government was adopted in 1995 the necessity in local community
developers appeared. The university started to open new specializations within public administration
departments and today they are one of the most popular among school’s graduates. The management
faculty was opened in Kuban State University in 1993 and later in 1998 some of the famous its professors
became the initiators of the Public administration department organizing. They actively began to
collaborate with the local authorities explaining the importance of the additional education local officials.
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The first mayor of Krasnodar supported them. The special programs for these purpose were designed and
since that time Public administration department has the reputation of one of the most progressive and
qualified center for local developers education. Annually the scientists and researchers of the PA win
tenders for the right to teach local community leaders by Federal or Regional educational programs.
Federal and state governments allocate grants for the additional education of the state and local level
officials. The faculty is obliged by many achievements to the collaboration with foreign colleagues and
particularly it needs to remember of the Kuban scientific school of local community development’s
history.

Kuban State University (Krasnodar region, Russia) was one of the first in Russian scientist society which
suggested turning to the foreign experience in this field ( Krasnov, 2007) . In KubSU, Kuban scientific
school of local community development was built in 1995 firstly on the basis of management faculty.
Today there are a lot of followers outside Krasnodar and Krasnodar region. In 1998 in Kuban State
University the Local Community Development Center (LCDC) was organized and it has been working
for 10 years (Merit 2 Project). During the work the specialists use the materials received due to
international collaboration with Wisconsin/Extension (Madison), participation in TACIS EDRUS — 9409
project (“The government perfection on the South-west part of Russian Federation”), working trips to
France, Holland, Denmark, Ireland; participation in MERIT-2 project (“Local community development
on the South of Russian Federation) (Merit 2 Project).

During this period 4 projects on urban strategic planning were realized by the Center researchers in the
towns of Krasnodar region with the population about 150,000 - 200,000 each. The last was over in spring
2008. Also there were many small projects realized in the local communities all over the state. The
university as a unique organization could and must help people to specialize to radical changes in their
life. The system provides the access to educational, consulting and research services oriented to real
community needs. The System using Wisconsin/Extension experience allows:

To reveal local community needs in change;

To transform these needs to educational opportunity;
Client-oriented programs designing and realization;
To use the interactive social technologies.

In 2000 Kuban State University became a co-founder of the Fund of Local community development
support (FLCDS). It realizes the programs in the following directions:

. Strategic planning of local community development;
. Economic local community development;
. Self-government development.

The main role belongs to local community developer in the development process. His activity is
considered in to two aspects. The first — work with people: communication organizing, assets
development revealing and searching etc. The second — problem identification, analytical and technical
project providing, assets combination etc.

Today at Kuban State University every year there are a lot of students preparing to be developers; the
KSU was one of the first universities in Russia open the PhD Council with the narrow specialization
“municipal economy and local community development management”(Kuban University) . The
professors of the Public administration department (KSU) take active participation in Federal and State
educational programs for local community leaders. Over 800 community leaders studied at the program
“Realizing of the new federal law Ne 131 in Russian Federation” in KSU/LCDC. The LCDC realized
some large-scale projects on local community development in Krasnodar region. That’s why we can
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conclude that all these achievement became real due to time challenge and the help of our foreign
colleagues.

The principal achievement of all these years is the fact that scientists work with the people in their
communities. They work at the place talking to the residents, “touching, tasting, and smelling”. We say
that “theory met practice”. It is the most important idea adopted at the Extension. What disturbs to the
further development of Russian Extension? Many scientists mark imperfection of legislative base as a
major factor. As various amendments for example are constantly made to the budgetary code, the tax laws
changes rates, and the federal law in practice only passes the first test. Local communities have no enough
money for independence development so they are still depends by upper power level. That’s why it needs
to continue education of state and local officials. It is obvious fact for many of them and it means a
progress.

If to tell about plans for the future it’s necessary to mark that there are enough and they are rather
ambitious. They are: the further support and development of the Annual Russian Municipal forum which
is organized with the Public Administration department, KubSU; the further activization of cooperation
with foreign partners and first of all with Wisconsin-Extension, Madison USA. The primary goal is the
improvement of educational quality and own growth. It would be desirable to finish by the words of the
founder of Kuban scientific school of local community development professor Yuri Filippov: “After long
years of crisis and the attempts to problem-solving with “up-down reform policy” the understanding
comes that local community development is the one way of Russia’s revival. Jobs, incomes, life
conditions directly depend on local community development degree. In turn the future of Russia depends
on the residents’ skill to incur the responsibility for their destiny”.
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ABSTRACT

The study has been designed to investigate the presence or absence of random walk in the price
generation process in a stock market. This is evaluated using stock market indices. The study is made
comprehensive by including stock market indices from July 1997 — July 2007. Weekly stock indices are
used for evaluation of KSE. The daily stock indices are not used because of several biases such as bid ask
spread, non-trading etc. The Efficient Market Hypothesis (EMH) was tested using a GARCH model. It is
concluded that Karachi Stock Exchange does not follow random walk and the predictability of returns
and risk is possible. These tests indicate non-randomness in the behavior of Karachi Stock Exchange
indices and hence cast a shadow on the efficiency at the KSE. These are the powerful test and hence their
results can be relied upon. The study recommends that SECP step up its regularity measures in the
general interest of the public.

INTRODUCTION

The theory of random walks implies that a series of stock price changes has no memory. In another
words, the past history of the series can not be used to predict the future in any meaningful way. The
future path of the price level of a security is no more predictable than the path of a series of cumulated
random numbers. Hence the market is regarded as efficient.

Contrary to this concept, there are other methods which suggest that stock prices do not follow a random
behavior and hence the future values of stocks are conventional. One of the theories that is the Chartist
theories implicitly assume that the successive price changes are dependent. That is, the history of the
series can be used to make meaningful predictions concerning the future. Correspondingly, the
Fundamental Value Analysis also believes in foretelling the future values of stocks. Thus the two schools-
of-thoughts differ in their assertions. In Pakistan so far some degree of work has been done on stock
market. Still very commonly used econometrics models have not been tested in our markets. This study
applies a classical framework of testing market efficiency.

THEORETICAL FRAMEWORK

The Random Walk Hypothesis (RWH) affirms that stock market prices cannot be predicted. Researchers
have traditionally accepted the random walk hypothesis. However there are others who think that the
market is conventional to some degree. These people believe that there are trends in the prices and one
can find out whether the stock is on the rise or fall. So now there are two schools of thoughts: one in favor
of Random Walk Hypothesis and the other against it.

Louis Bachelier (1900) observed that changes of prices of French government papers are unpredictable.
So he concluded that "the mathematical expectation of the speculator is zero". However his research
remained largely anonymous until 1930s. Holbrook (1934) found that successive stock price changes are
autonomous and uncorrelated which caused him to assert that they are generated randomly. The
conclusions of Holbrook were supported later by Kendall (1953), and Fama (1965), and others. Their
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researches mostly concentrated on the statistical approach to testing stock price independence. However
later researches of Lo & MacKinlay (1988) showed that stock prices do not follow the random walk in the
long run. The concept of efficient market was introduced by EUGENE F. FAMA (1970). According to
them “efficient” market is defined as a market where there are large numbers of rational profit-maximizes
actively competing with each other, trying to predict future market values of individual securities, and
where important current information is almost freely available to all participants. In other words, all
information (news) about a given stock is reflected in its price. The faster a market adjusts to new
information the more it is considered efficient. This is known as Random Walk Hypothesis (RWH).

Random walk hypothesis has been tested in many stock exchanges of the world. Several researches have
been done on this topic on various stock markets of different countries or regions. Some studies have
found that selected stock market follow random walk Fama (1970). While some studies have found
selected stock market don’t follow random walk such as Pant & Bishnoi (2001) and Lo & MacKinlay
(1988).

Koh & Goh (1994) tested the random walk hypothesis on Malaysian stock indices. The results revealed
that the Malaysian stock market followed random walk in the long run. Lo & MacKinlay (1988) rejected
the random walk hypothesis. Similarly, Kim, Nelson & Startz (1991) examined the random walk process
of stock prices by using weekly and monthly returns in five Pacific-Basin stock markets. They rejected
the hypotheses of randomness for both daily and weekly market returns for Korea and Singapore and
accepted the null hypothesis in case of Japan. The hypotheses for Hong Kong daily returns index and the
Taiwan weekly returns index were also rejected. Their results showed that all the returns based on the five
market indices were positively auto correlated except for Japan.

Barman & Madhusoodanan (1993) study based on industry wise indices concluded that in general Indian
market is mean reverting. In his further study Madhusoodanan (1998) concluded that RWH can-not be
accepted for BSE sensitive index and BSE national index and observed that Hetroskedasticity does not
seem to be playing an important role in the Indian stock market. Ming, Nor & Guru (2000) demonstrated
that Kuala-Lumpur stock exchange did not follow random walk. Darrat & Zhong (2000) examined
random walk hypothesis for the two newly created stock exchanges in China. They rejected the random
walk in newly created Chinese stock exchanges using both the methodologies. Grieb & Reyes (1999) re-
examine the Brazilian and Mexican stock markets. The findings indicated non-random behavior in the
Mexican market while the Brazilian market indicated evidence in favor of the random walk.

Karachi Stock Exchange

The KSE is the biggest stock exchange in Pakistan and in 2002 it was declared as the “Best Performing
Stock Market of the World” by “Business Week”. As of December 20, 2007, 671 companies were listed
with the market capitalization of Rs. 4364.312 billion (US $ 73 Billion) having listed capital of Rs. 717.3
billion (US $ 12 billion). On December 26, 2007, the KSE 100 Index reached its ever highest value and
closed at 14,814.85 points. KSE has been well into the 4th year of being one of the best performing
markets of the world as declared by “Business Week”. Similarly USA Today termed Karachi Stock
Exchange as one of the best performing stock exchanges in the world. Foreign buying interest had been
very active on the KSE in 2006 and has continued in 2007 so far. According to estimates from the State
Bank of Pakistan, foreign investment in capital markets total about $523 Million US. According to a
research analyst in Pakistan, around 20pc of the total free float in KSE-30 Index is held by foreign
participants. The KSE-100 is a capital weighted index and consists of 100 companies representing about
86 percent of market capitalization of the Exchange. In 1995 the need was felt for an all share index to
reconfirm the KSE-100 and also to provide the basis of index trading in future. On August 29, 1995 the
KSE all share index was constructed and introduced on September 18, 1995.
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KSE has also introduced KSE-30 Index which is calculated using "Free Float Market Capitalization
Methodology". The primary objective of the KSE 30 Index is to have a bench mark by which the stock
price performance can be compared to over a period of time. In particular, the KSE-30 Index is designed
to provide investors with a sense of how large company's scrip's of the Pakistan's equity market are
performing.

DATA AND HYPOTHESES

The data of this study consists of the monthly and weekly returns of all shares included in KSE- 100
index. Ten years data has been used for present study. (the maximum online available data on KSE-100
index), starting from July 1997 to July 2007. The daily closing prices of KSE-100 index were used as a
source document which was used to arrive on weekly and monthly basis and from that data weekly and
monthly returns were calculated. Because of the various biases in the daily data, it was not considered. It
is hypothesized that the Karachi stock market does not follow the random walk

Sources of Data
Weekly and monthly closing values of kse-100 index from July 1997 to July 2007 were taken from
www.finance.yahoo.com. The data is spread over 121 months and 519 weeks. After getting the data,

returns were calculated as the logarithmic difference between the two consecutive prices in a series
yielding continuously compounded returns. Its equation is

P

Rt=In("? )
s, M
or

Rt= In(F)~1In (F_)

Whereas;

P, = current closing index price

P, = opening or pervious period closing price
In = Natural log

Monthly returns were calculated by taking log difference between two consecutive month’s prices and
weekly returns were calculated by taking log difference of two consecutive weeks’ prices.

Analytical Technique for Market Efficiency

The weekly data of the KSE-100 index was analyzed by employing a GARCH test. Bollerslev (1986)
have introduced a generalized model which essentially generalizes the ARCH by modeling the
conditional variance as an ARMA process. The general specification of the model is as under:

Yt=p0 +p1Yt-1+ ut 2)
Where,
ut ~ N(0, &%)

&*=mo + nl?et-1 + m2&%*-1 + vt
In this specification of the model Yt is submitted as the mean equation and the &> represents the variance
equation. The mean equation is specified as an autoregressive process ARMA (p,q), which assumes that
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the time series depends upon its lag value. The choice of selecting was done using standard econometric
technique.

RESULTS AND DISCUSSION

The following table reports the result of an ARMA (1, 0) model and the GARCH (1, 1) model. The
significant value of Alpha (1) and Beta (1) are indicative of the fact that conditional volatility changes
over time due to volatility clustering. Moreover, the sum of these coefficients is very high which entails
that the shock tends to last for longer periods. The sum of these coefficients is less than one and is
pinpointing the stability of the model.

Table 1: ARMA (1, 0) and GARCH (1,1) Estimates

Variable Co-efficient P-Value
const 0.00284517 0.05982
Idv_1 0.159088 0.00087
Alpha (0) 0.000102677 0.01270
Alpha (1) 0.173243 0.00005
Beta (1) 0.772830 0.00001

AIC = -1922, Logliklihood ratio = 973.131
CONCLUSION

The randomness or the nonrandom ness of the stocks and other financial assets is an issue which has
been widely explored by a number of researchers in the wake of market efficiency debate and keeping in
view the growing activities of the speculators and other investors across the globe. Our primary concern
was to investigate the efficiency at the Karachi Stock market following the recent crash and call for
investigation regarding the manipulation by the stock brokers. Based on the result of the robust tests
applied on KSE-100 Index, it is finally concluded that Karachi Stock Exchange doesn’t follow the
random walk hypothesis. The findings of this study are also consistent with the past researches that reject
Random Walk Hypothesis for KSE.

The results of the study shall aid the investors and other stakeholders in their practice at the stock market.
It will also help the policy maker in devising policy to overcome the inefficiency in the market. The study
recommends that the Security and Exchange Commission of Pakistan (SECP) should review it existing
regularity procedure and should step up measure to ensure the transparency in transaction to achieve the
information efficiency at the market.
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ABSTRACT

Realistic variants of the capacitated lot sizing problem (CLSP) have received much less attention in the
literature than what it deserves. This work takes into consideration two very prominent practical
variables of the CLSP called ‘back-orders’ and ‘setup-times’. We give the classical formulation of our
problem based on the standard mathematical model of CLSP; and later it is modified, using the similar
sets of variables and constants, to formulate it as a transportation problem. We prove theoretically that
the classical and the transportation models of problem will produce the same objectives. Various
Lagrangian relaxations and linear relaxations to these two formulations are given in this work, along
with their relative theoretical and mathematical comparisons. All the theoretical statements and their
proofs provided in this work are to be verified empirically. We keep this in our future research agenda.
Literature reveals that linear relaxations of the transportation model give 60% better objective values as
compared to the linear relaxation to the classical model of CLSP. However for a CLSP with
considerations of back-orders and setup-times included, we have found contrary results, theoretically as
well as empirically, that linear relaxations to both the models produce the same objective values.

INTRODUCTION

To decide upon the size of a lot, has been one of the favorite ideas to explore for researchers in the last
five decades. Closer the problem moves towards reality, the harder it becomes to solve. Even one of the
most basic versions of the problem called single item capacitated lot-sizing problem (CLSP), which
neglects back-orders and setup-times, is shown to be NP hard by Florian et al. (1980) and Bitran et al.
(1982). This is the reason which motivates researchers to look into the problem by relaxing assumptions
and move closer to solve the real life problems of this genre.

This work considers a multi-item CLSP with back-orders and setup-time considerations. We call the
problem as CLSP_BS, where ‘B’ and ‘S’ signify back-orders and setup-times respectively. There are
assumptions, which make the problem still away from the reality, but some of the critical issues like
capacity, back-orders and setup-times are addressed for a multi-item lot-sizing problem, which has
received less attention in the past, as shown by Karimi et al. (2003).

We formulate the problem in two different styles and show that both are equivalent to each other. For
each of these formulations we have proposed different relaxations; and a theoretical framework has been
devised to show the relative strength of these relaxations.

LITERATURE SURVEY

The economic order quantity (EOQ) model given by Harris (1913) is known to predate the lot sizing
problem. Although it was the most basic model paving the way to large research in this area, the model
with its assumptions is too relaxed to be applicable in practice. Another landmark was the dynamic
programming algorithm given by Wagner and Whitin (1958) for the single-item uncapacitated lot sizing
problem. It is a computationally efficient and optimal producing algorithm, and various researcher like
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Wagelmans et al (1992), Aggarwal & Park (1993) Federgruen and Tzur (1991) have modified the
algorithm appropriately to reduce the computational complexity of the Wagner-Whitin algorithm.

We focus here on the capacitated version of the lot sizing problems and hence refer the readers to Karimi
et. al. (2003), which reviews various research done on CLSP. They concludes that the realistic and
practical variants of the CLSP, specially which considers back-orders, setup times and setup carry-overs
have received less attention than what it deserves.

Zangwill (1966) and Zangwill (1969) are one of the earliest works done on backlogging models, however
they applied it to the uncapacitated lot sizing problems. Pochet and Wolsey (1988) have given a
mathematical approach to deal with a variety of lot sizing problems, including that with back-orders;
however they did not take into account any time consideration in their models. Millar and Yang (1994)
gave two algorithms for solving a network-based formulation of the capacitated multi-item lot-sizing
problem with backordering. The algorithms are computationally shown to be effective with high
backorder costs. The impact of permitting backorders under various problem characteristics are also
evaluated. Hung and Chien (2000) experimented on the solution techniques of multi class, multi level
CLSP with three meta-heuristics — tabu search, simulated annealing and genetic algorithm. They concude
that the tabu search and simulated annealing perform best on the respective particular classes of problems
selected. Karimi et. al. (2006) gave an algorithm which is very effective, and is capable of producing
solutions of very high quality in very short computation times.

The work done in this paper is motivated from the theoretical and mathematical comparisons of the
Lagrangian and linear relaxations done by Chen and Thizy (1990) for the classical version of the multi-
item CLSP. They however did not consider the variables of back-orders and setup times in their model.
We have extended their theorems and the proofs to be applicable for the classical as well as transportation
versions of a CLSP with back-order and setup time considerations.

FORMULATIONS

Classical Formulation of the CLSP_BS

The standard formulation of the CLSP which is available in the literature is extended to include the
variables and the situations which we propose to study, to the model. The assumed model is a single level,
multi-item, multi-period case of a capacitated lot sizing problem, with back-orders and setup times
considerations included.

Definition of Variables

XP; : Number of items ‘i’ to be produced during the period ‘t’

XINV; : Number of items ‘i’ carried as inventory at the end of period ‘t’

XBO;; : Number of items ‘i’ that will be back-ordered from period ‘t’

YS; : Binary variable for setup of the resource for item ‘i’ during the period ‘t’

= 0 (if there is no setup required), 1 otherwise

Definition of Constants

CP_CL; : Unit cost of producing item ‘i’ in period ‘t’

CS _CL; : Unit cost of setup, for item ‘i’ in period ‘t’

CINV_CL;  : Unit cost of holding inventory of item ‘i’ for 1 period.

CBO_CLj : Unit cost of Back-ordering item ‘i’, which was demanded during the period ‘t’
CAP; : Capacity available to produce item ‘i’ during the period ‘t’

CAPT, : Capacity available in time units, in a period ‘t’
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Dy : Demand of item ‘i’ during the period ‘t’
PT; : Time required to process the item ‘i’
ST; : Time required to setup the production for item ‘i’

Index used in the model:
i=product type,i=1,...,L
t = planning period, t=1, ..., T.

The classical CLSP_BS (referred as problem ‘P’ here) can be modeled as follows.

1 T
MinimizeZ =) > [CP_CL,XP, +CS _CL,YS, +
i=l t=1 (1)
CINV_CL, XINV,, + CBO _CL,XBO,]

subject to:

XP, + XINV,,_, + XBO, = D, + XINV, + XBO, ., Vi, t )
1

> (PT,XP, + STYS,) < CAPT, vt 3)
i=1

XP, <CAP,YS, Vi, t “
XINV,,,XP,,XBO, >0 Vi, t 5)
XINV,,, XINV; =0 Vi (6)

XBO,y, XBO,; =0 Vi (7)
S, €{0,1} Vit (8)

CLSP_BS as a Transportation Problem

The single level, multi-item, multi-period capacitated lot sizing problem with back-orders and setup times
considerations can be modeled effectively in the form of a transportation problem as given in this sub-
section.

Definition of Variables

Kir : Number of items ‘i’ produced in period ‘t’ to satisfy the demand of period ‘r’
Y S : Binary variable for setup of the resource for item ‘i’ during the period ‘t’
= 0 (if there is no setup required), 1 otherwise

Definition of Constants

CP_TP; : Unit cost of producing item ‘i’ in period ‘t’

CS_TPy : Unit cost of setup, for item ‘i’ in period ‘t’

CINV_TPy,  : Unit cost of holding inventory of item ‘i’ 1 period; (r > t).

CBO TPy, : Unit cost of Back-ordering item ‘i’, which is produced in period ‘t’, but was required at
period ‘1’; (r<t).

CAP; : Capacity available to produce item ‘i’ during the period ‘t’

CAPT; : Capacity available in time units, in a period ‘t’

D;: : Demand of item ‘i’ during the period ‘r’

PT; : Time required to process the item ‘i’

ST; : Time required to setup the production for item i’
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Index used in the model
i=product type,i=1,...,L

t = planning period, t=1, ..., T.
r = planning period, r=1,..., T.

Note that the costs defined in this work are amongst the most generalized versions available in the
literature of CLSP. Even when we are making an equivalence of the transportation model and classical
model of CLSP_BS, the cost structure is appropriately modified so that we consider the most general
costs for both the models, while maintaining equivalence between the two. For the unit setup cost and unit
production cost, index ‘it’ maintains the generalization, so that the setup and production cost can be
different for each item in each period.

In classical model of CLSP_BS, the index ‘it” makes the unit inventory carrying cost and the backorders
costs universal, so that these can be different for different items carried and/or backordered at the end of
any period. But these costs when are considered for the transportation model, we modify them by
adopting an index of ‘itr’ by which costs are differentiated for each item which is carried and/or
backordered from time period ‘t’ to the time period ‘r’. While populating the values of unit inventory
carrying costs and unit back-orders cost in transportation formulation of CLSP_BS from the
corresponding values in classical model, following relation is used:

r=1
CINV _TP, = ZC]NV_CLip forr>t;and CINV _TP, =0 forr<t (A)
p=t
-1
CBO_TP, =) CBO_CL, forr<t;and CBO TP, =0 forr>t (B)
p=r
CLSP_BS as a transportation problem (referred as problem ‘P’ here) can be modeled as follows.
[ T T I T
Minimize Z'= ZZZCP_TPnXm + ZZCS_TP”YS” +
i=l r=1 1=1 i=l 1=l
T T [ T T 1"
Y CINV TR, X, + XY Y CBO_TP, X,
i=1 r=1 t=1 i=1 r=1 1=1
subject to:
T
> X, =D, Vi, r (2
=1
1 T
Z{PT,»(ZXWHST,-YS[ }s CAPT, vt 3"
i=1 r=l1
T
2 X,y <CAR,YS, Vit @)
r=l1
X;, 20 Vitr (5"
YS, {0.1} Vi, t (6")
RELAXATIONS

Relaxing Problem ‘P’

Let us assume the following notations before proceeding ahead to give some theorems and their
respective proofs:
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v(.)  :Optimal value of the problem (.);P. : Lagrangian relaxation of the constraint;
Also the Lagrangian relaxation of (8) is equal to the linear relaxation of the problem P.

In the classical formulation to the CLSP BS, when we relax the binary constraint YS; to vary
continuously between zero and one, it is referred to as a linear programming (LP) relaxation.
Mathematically it can be denoted as:

0<YS, <1 Vit 9)

<YS, <
The LP relaxation of the problem ‘P’ may be referred to as Pgand is formulated as:
Minimize (1); subject to: (2) - (6), (7), (9)

Now we propose the following theorems for the various relaxations of the classical formulation of
CLSP_BS.

Theorem I: For the problem Pg, there exists an optimal solution for which

YS, = XP, /CAP, Vi, t (10)
Proof: Suppose there does not exists an optimal solution with YS; = XP;, / CAP;. Let this to be called
supposition S;.

If S; is true, then there exists an optimal solution for Pg such that:
XP, <YS§;,CAP,

Then the value of YS;; can be reduced (as CS;; > 0), to reduce the objective function value of the problem
Pg, without violation of the constraints (as TS; > 0).

But then this violates the supposition S, that it is the optimal solution. This proves the theorem.

Theorem 2: For the problem P,

v (Pg) <v (Py) (11)
v (Pg) <v (Ps) (12)

Proof: Pg is a linear relaxation. P, & P; are lagrangian relaxations formed by including constraints 2 & 3

in the objective function.

Value of the Linear relaxation of a minimization problem is always less than the value of any Lagrangian
relaxation, is a well proven hypothesis following from Geoffrion (1974). This proves the two claims
stated in Theorem 2.

Now, a common observation is that v (Pg) is generally well below the optimum value v (P) of the original

classical problem. Here we want to give a measure to the quality of the linear relaxation, and specifically
display a worst case for the error bound.

I
Theorem 3. v(F) 2 Zn}jin cs _CL, (13)
i=1 V!
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w(P) - v(P)<ZZCS CL, ZmltnCS CL, (14)

i=1 t=1

Proof: CS CLl-t is the cost of a setup, hence assumed to be always positive. Now from (4), we get
YS,, = XP, / CAP,. So the minimum value (optimal) of the problem Pg can be obtained for

it —

YS,, = XP, / CAP, . Also, we assume in our problem that CAP, < D, ; where D, is the demand of

l
item ‘i’ from first period to the T™ (last) period.

In general, we follow the notation, D, = ZDU ,Vi.

P T
As for all items ‘i’, we can say that Z ‘Lo 5 > XP, =1 (15)
t=1 it ir =1

1
Therefore, the total setup costs of this solution are greater than Zn%/in CS _CL, . This proves the claim
=1

stated in (13).

Now for claim in (14), let us assume (X, y, z) to be an optimal solution to the problem Pg. Also, let (x, ’_y—|

9

, z) be a feasible solution of the problem ‘P’ obtained by fixing the fractional components of ‘y’ at 1.

Then we have the following relationship:

LI XP,
v(P)—v(F) < " it
(P)~W(B) ;; a CAP}

vt lttICA

1 T
< ZZCS CL, Zmin CcS_CL, [because of (13)]
- =1 i=1 t
This proves the claim stated in (14).

Now before proceeding ahead to the next theorem, we define P; 4 to be the Lagrangian relaxation of the
problem ‘P’, in which constraints (3) and (4) are added to the objective (i.e. relaxed) with the help of an
appropriate Lagrangian multiplier for each of the two constraints. Similarly P; 4 g is a Lagrangian
relaxation of the problem ‘P’ where constraints (3), (4) and (8) added to the objective (i.e. relaxed) with
the help of a Lagrangian multiplier for each of the constraints.

Theorem 4. v (P3,4) =v (Pg) (16)
Proof: Consider the linear relaxation Pg. The Lagrangian relaxation of time capacity constraint (3) and the
production capacity constraint (4), may be denoted by P; 4 s.

Let g3 = (¢3,) . be a vector of non-negative Lagrangian multipliers for constraint (3).
Also let g4 = (q4) v . be a vector of non-negative Lagrangian multipliers for constraint (4).

v (P348) = max v (Ps4:(q3)(q4)) (17)
q3,q4>0

1 T
V(P u5(q3)(q4) =min} > [(CP_CL, +PT,q3,+q4,)XP, + CINV _CL,XINV,

i=l t=1

+(CS_CL, +¢3,ST, — q4,CAP,)YS, + CBO _CL,XBO, —q3,CAPT,]
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subject to (2), (5)-(7), (9).

Now as the continuous variable y; are restricted only by (9), they will assume an optimal value of ‘0’ or
‘1> according to whether (CS _CL,;, +q3,ST; —q4;, CAP,)is positive or negative. Hence P 4
possesses the integrality property. This proves the claim stated in (17).

Relaxing Problem ‘P”

Again the Lagrangian relaxation of (6") is equal to the linear relaxation of the problem P'.
In the transportation formulation to the CLSP BS, when we relax the binary constraint YS; to vary

continuously between zero and one, it is referred to as a linear programming (LP) relaxation.
Mathematically it can be denoted as:

0<7Y§, <1 Vi, t 7
The LP relaxation P¢ may be referred to as:

Minimize (1); subject to: (2') - (5"), (7")

Theorem 5: For the problem Py, there exists an optimal solution for which

T
YS, =>.X,, | CAP, Vi, t (8

r=1

T
Proof: Suppose there does not exists an optimal solution for YS, => X, /CAP,. Let this to be called

r=1

supposition Sy.

If Sy is true, then there exists an optimal solution for Pg such that:
T

z Xitr < YSit CAEt

r=1

Then the value of Y'S;; can be reduced (as CS;; > 0), to reduce the objective function value of the problem
Pg, without violation of the constraints (as TS; > 0).

But then this violates the supposition Sy, that it is the optimal solution. This proves the theorem.

Theorem 6: For the problem P,
v (Pe) <V (P2) ©)
v (Pg) < v (P3) (10"
Proof: P is a linear relaxation. P, & Py are Lagrangian relaxations formed by including constraints 2’ &
3’ in the objective function with an appropriate Lagrangian multiplier.

Value of the Linear relaxation of a minimization problem is always less than the value of any Lagrangian
relaxation, is a well proven hypothesis following from Geoffrion (1974).

GCBF ¢ Vol. 4 ¢ No.1e 2009¢ ISSN 1941-9589 ONLINE & ISSN 1931-0285 CD | 48



Global Conference on Business and Finance Proceedings ¢ Volume 4 ¢ Number 1 2009

This proves the two claims stated in Theorem 2.

Now, a common observation is that v (Pg) is generally well below the optimum value v (P") of the
original transportation problem. So, here we want to give a measure to the quality of the linear relaxation,
and specifically display a worst case for the error bound.

1
Theorem 7: v(Py) = ZII@in CS_TpP, (11"
=1 V!

I T
v(P)—v(Pé,)<ZZCS_TP meCS TP, (127
Proof: CS T P, is the cost of a setup, hence assumed to be always positive. Now from (4'), we get

T
YS, 2> X, /CAP,. So the minimum value (optimal) of the problem Py can be obtained for

r=1

T T
YS, = X,, | CAP,. Also, we assume in our problem that CAP,, < ZDir

r=1

As for all items ‘i’, we can say that

N
> X, =1 (13")
t=1 CAR[ iD t=1 r=l1 !

Therefore, the total setup costs of this solution are greater than Zmln CS _TP, . This proves the claim
stated in (11").

Now for claim in (12"), let us assume (X, y, z) to be an optimal solution to the problem Pg. Also, let (x,
|_y—‘, z) be a feasible solution of the problem ‘P’ obtained by fixing the fractional components of ‘y’ at 1.

Then we have the following relationship:
T

ZX

itr

CS_TP,[YS,|-CS TP, = CAP

M'ﬂ

V(P)—v(Fy) <>

-
i

T

T ZXitr

1
CS TP, —eréltnCS_TP z CAP,

M~
M=~

I
~
Il
UN

M\.
M'ﬂ

< CS TP, ZnynCS TP, [because of (13')]

1 ¢=1

1

This proves the claim stated in (12").

Now before proceeding ahead to the next theorem, we define P 4 to be the Lagrangian relaxation of the
problem ‘P”’, in which constraints (3") and (4') are added to the objective (i.e. relaxed) with the help of an
appropriate Lagrangian multiplier for each of the two constraints. Similarly Ps 4 ¢ is a Lagrangian
relaxation of the problem ‘P’ where constraints (3"), (4") and (6") added to the objective (i.e. relaxed) with
the help of a Lagrangian multiplier for each of the constraints.
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Theorem 8: v (P3;: 4) = v (Ps) (147)
Proof: Consider the linear relaxation Pg. The Lagrangian relaxation of time capacity constraint (3") and
the production capacity constraint (4'), may be denoted by Py 4 ¢.

Let ¢37= (q37) v, be a vector of non-negative Lagrangian multipliers for constraint (3").
Also let g4”= (q4%)v: . be a vector of non-negative Lagrangian multipliers for constraint (4").

Vv (Ps 46) = qulqiiiov (Ps3;4,6193)(q4)) (15")

1 T
V(P 4« (g3')(g4")) = min CP TP, + PT,q3',+q4',)XP, + CINV TP,XINV,
(3,4,6 (q )(‘] )) ,; ; [( — it 1q t q zt) it — it it subject to (2,)’ (5)’
+(CS, +¢3', ST, — q4', CAP,)YS, + CBO _TP,XBO, —q3', CAPT,]

).

Now as the continuous variable y; are restricted only by (7), they will assume an optimal value of ‘0’ or
‘1> according to whether (CS TP, +q3', ST, —q4';, CAP,)is positive or negative. Hence Py 4
possesses the integrality property. This proves the claim stated in (14").

Equivalence of ‘P’ and ‘P”

The following theorems show some important equivalence relationships existing in the models discussed
above.

Theorem 9: For every feasible solution corresponding to the classical formulation of CLSP_BS, called
‘P’, we have a feasible solution of the transportation formulation, called ‘P"’, with the same objective
values.

Proof: The problem ‘P’ is reformulated using the variable redefinition technique to problem ‘P.

Variables of the classical model ( XP,, XINV,,, XBO,,) are redefined in the form of X, to be applicable

it > it » itr

to the transportation model. The variable X, incorporates XPF,, XINV,as well as XBO,by
appropriately defining the limits of ‘r’ in X,,..

T -1 T
It can be observed easily that XINV, = > X, , XBO, =Y X, and XP, =) X, . Also the same non-

r=t+1 r=1 r=1

XBO, as well as X,,.. The other variable which is used

negativity restrictions are applied to XP,, XINV, ;

it

in the formulations is YS,,, which remains the same in both the types of modeling schemes of the
CLSP_BS.

All the constants in both the variants of CLSP_BS are the same except for CINV _CL,, and CBO _CL,
in the classical model which differ from the CINV TP, and CBO TP,

itr itr

respectively in the

transportation model. However, they are also related as per equations (A) and (B) defined previously, so
that actually these costs in transportation model are derived from the ones in classical model. CP _CL,

and CS _CL, are essentially equal to CP_TP, and CS _TP, respectively; just the notations are different
so as to differentiate between the overall cost structure of models.

Now in light of the relations given above, one can notice that the objective functions (1) and (1') become
equivalent. The balancing constraint (2) corresponds directly to the demand constraint (2'). The time
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capacity limiting constraint (3) and (3') are exactly equivalent if XP,is appropriately modified with
X

itr -
So observing the above relations and equivalence, it is straight to note that the claim stated in theorem 9 is
true.

Theorem 10: Optimal values of P and P’ are exactly equal.

Proof: As one can see from the proof given for the theorem (9), that actually we are seeking to minimize
the same total cost, subjected to the same constraints. So intuitively it follows from theorem 9 that the
optimal values of P and P’ are equal.

Theorem 11:  LP relaxation of P (called Pg) and LP value of P’ (called Ps) have the same objective
value.

Proof: Again emphasizing from theorem 9 that the classical and transportation models have same sets of
variables and constants (appropriately modified); and also the objective function as well as constraints are
all seeking to optimize the same total cost in both the models.

Now to linearize the classical or the transportation variants of mixed integer linear programming model of
CLSP_BS, we make the only binary variable YS;, to continuously vary between 0 and 1, in both the

models. Again it is intuitively clear that Pg and P¢ will correspond to the same objective values.
NUMERICAL EXPERIENCES

For each of the problems P, P’, Pg and Py, we solved 10 problems, using the randomly generated common
data sets on Lingo 10.0. It was observed that v(P)=v(P')so that as was speculated, the classical and

transportation models of the problem CLSP_BS are equivalent to each other.

It was also attempted to solve linear programming relaxation of classical model (called Pg) and the linear
programming relaxation of transportation model of CLSP_BS (called Pg). Denizel et. al. (2008) noted the
findings of Alfieri et. al. (2002) that linear relaxations of transportation model leads to objective function
values that are about 60% higher than those obtained through the LP relaxation of the classical
formulation. The model tested by Alfieri et. al. (2002) was however of CLSP, without any considerations
of back-orders or setup-times, but as CLSP_BS is an extension to the model of CLSP, it was expected to
get similar results for the models of CLSP_BS as well. However the result we obtained for the models we
tested for CLSP_BS was v(F,)=v(F), which clearly is contrary to given in the literature (Alfieri

(2002)).

In light of the theoretical explainations given in theorem 11, as well as the empirical study done by the
authors, we emphasize and conclude that for the model of CLSP_BS, linear relaxations of classical and

transportation formulations would hold the equivalance relation of v(P6.) =v(FR).

CONCLUSION

This work has attempted to cater to a variant of multi-item, multi-period CLSP, which considers back-
orders and setup-times in the formulation. This problem is referred to as CLSP_BS in the work. A
classical formulation and a formulation similar to transportation problem are given for CLSP_BS. Apart
from considering one of the important variations of CLSP, we have given the most general cost structure
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to the problem in both the kinds of models. This increases the applicability of this problem in a variety of
real life situations.

Some important relationships between various Lagrangian relaxations and linear relaxation of the
problem are given; and a theoretical and/or mathematical proof is provided in support of the stated
theorems. An important work which we plan to carry out in future is to computationally verify these
theorems using appropriate randomized data sets.

It is shown in the later part of this work that both classical and transportation type of formulations
produce the same feasible solution as well as the objective value. It is also proved theoretically that linear
relaxation of these formulations give the same objective value as well. Computationally verification of
these theorems is also done by the authors on a randomized data set.
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CAN STOCK PRICE MOMENTUM BE EXPLAINED BY
ANCHORING?

Felix Prothmann, University of Hohenheim
ABSTRACT

Using German stock data from 1980 to 2008, this study tests whether stock price momentum can be
explained by anchoring — a specific form of non-rational behavior. Three different empirical tests
indicate that anchoring is the driver of the 52week High strategy which is long in stocks at or close to
their one year High price and short in stocks with a price far from their 52week High. With sorting and
regression approaches, it is further shown that the 52week High strategy itself largely dominates the
momentum strategy and that the distance of a stock’s price to its 52week High price is a better predictor
of future returns than the momentum criterion.

INTRODUCTION

It is widely documented in the literature that stocks with good 3-12 month performance continue to
outperform stocks with a poor past performance over the next three to twelve months. The existence of
this phenomenon called stock price momentum is documented over a long history (Conrad and Kaul,
1997, Dimson et al., 2008), within size-partitions of the market (Fama and French, 2008) and within
trading volume portfolios (Lee and Swaminathan, 2000). Moreover, momentum appears to be present for
different samples, time periods and methods to measure its profitability.

While most researchers agree on the existence of the momentum effect', no consensus has been reached
why momentum portfolios are profitable. Supporters of the risk-based explanation view the excess
returns of momentum strategies as rational compensation for risk. Researchers of the behavioral finance
field, however, explain its profits with a deviation of prices from their fundamental values due to a non-
rational behavior of at least some investors.” Based on the behavioral approach, the momentum effect
represents a serious challenge to the Efficient Market Hypothesis (EMH) which is not the case according
to the risk-based explanations. The potential consequences of the momentum phenomenon on the EMH
make the search for its driver an important field of research.

HYPOTHESIS

This work can be assigned to the behavioral field and tests whether anchoring, a specific form of non-
rational behavior, can explain the momentum effect. It builds on the work of George and Hwang (2004).
They hypothesize that momentum can be explained by a strategy that uses the nearness of a stock’s price
to its 52week High price as a ranking criterion. Stocks that are close to or near their 52week High price
are included in the winner portfolio while stocks with a price far from the highest price within the last one
year are assigned to the loser portfolio. George and Hwang assume that the profitability of the 52week
High strategy is caused by “anchoring”, as specific form of irrational behavior that describes the way how
people make estimations. Tversky and Kahneman (1982, pp.1128) argue that people form estimates by
starting from an initial value and then adjusting to the final guess. Anchoring states that this adjustment is
not sufficient and that subjects focus too much on the initial value (or reference point). Hence, anchoring
can be defined as the insufficient adjustment of people’s estimate from the starting value to the final
guess. Applying the anchoring phenomenon to the 52week High strategy, investors estimate the impact
of news on the stock price and therefore use the 52week High price of a stock as reference point — an
easily “accessible piece of information” (George and Hwang, 2004, p.2146) as it is published in nearly all
newspapers reporting on stocks. If a stock is at or close to its 52week High and good news arrives,
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investors are not prepared to acquire the stock for a price as high as it should according to the news.
Since the information is not completely incorporated in the stock price at once, in the subsequent time, the
price slowly increases which results in continuation. Referring to stocks that are traded far from their
52week High and for which bad news arrive, investors are in the same way not prepared to sell the stock
for a price as low as it should be based on the bad news. By time, the news is slowly incorporated and the
stock price slowly goes down. Hence, investors are unwilling to immediately revise their beliefs. This
unwillingness is largest for stocks close to or far from the 52week High. For stocks that are traded neither
close nor far from their 52week High, news are incorporated into the stock price more quickly which does
not result in any observable predictability.

This work examines the assumption of George and Hong (2004) that anchoring is the driver of
momentum profits. Therefore, it needs to be tested whether first, the 52week High strategy dominates the
momentum strategy and secondly whether anchoring qualifies as explanation for the 52week High profits.
This is illustrated in the very simply graphic of Figure 1. In short, this paper tests whether anchoring can
explain (indirectly through the 52week High strategy) the momentum effect. Hence, the null hypothesis
states that momentum cannot be explained by anchoring.

Figure 1: Illustration of the Core Research Question

©)

Momentum <::| 52week High <:| Anchoring

This figure shows the core hypothesis of this work and the connections that are examined. For all tests, monthly German stock data are used
between 1980 and 2008.

THE CONNECTION BETWEEN THE S2WEEK HIGH STRATEGY AND ANCHORING

The main focus of this paper lies in the exploration of the second connection - whether anchoring explains
the 52week High profits. Therefore, three different types of tests are proposed. To my knowledge, this
study is the first that tests the link between this behavioral pattern and the 52week High.

The first test examines the 52week High strategy on the industry level. According to the anchoring
hypothesis, the Industry 52week High strategy should not dominate the 52week High since the one year
high price of an industry is not publicly available and hence does not qualify as potential reference point.
I further test whether a strategy is more profitable than the 52week High that uses the highest price of a
stock over a period longer or shorter than one year for its ranking criterion. This measure is not easily
accessible to investors for most intervals and therefore cannot be used as reference point by them. Third,
the profitability of the 52week High strategy is measured during the Dot-com Bubble. A couple of papers
document irrational behavior such as overreaction or herding as the cause for its emergence. When
subjects herd or overreact, they do not anchor at the same time. This implies that people should not
anchor during the Dot-com Bubble and hence, the 52week High strategy is expected to be unprofitable
during this period if it is caused by anchoring. My main finding is that anchoring cannot be rejected as
driver of the 52week High. The examination of this second link in Figure 1 is that important as it
indicates whether evidence against the EMH is found. Without clear indication for investors’ non-
rationality driving the 52week High, the connection between momentum and the 52week High (first
arrow) only states that one strategy is explained by another although the drivers of both are unknown and
could also be one or more risk factors.
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THE CONNECTION BETWEEN MOMENTUM AND THE 52WEEK HIGH

I also go further than George and Hwang (2004) do in testing the relationship between momentum and the
52week High. On the one hand, the connection between the two strategies is explored more broadly.
First, the profitability of both strategies is compared for different ranking and holding periods. This is
important as it is not sufficient to compare the 52week High to only one or two momentum strategies (e.g.
the (6/1/6) strategy) in order to document the dominance of the 52week High. Secondly, I look at the
profitability of both strategies on the industry level and find that they generate returns of similar
magnitude. The similar profitability on industry level further indicates a close connection between
momentum and the 52week High. On the other hand, the link between the two strategies is tested with
two sorting and one regression approaches as all methods have strengths but also face substantial
drawbacks.

Another important contribution of this paper is to present some insights into the momentum effect for
non-U.S. data. As most studies examine U.S. stocks, it is important to use a different sample in order to
exclude data mining as explanation for the momentum effect. This work shows that the momentum effect
still exists after 2001 which is doubted by Henker et al (2006) and Hwang and Rubesam (2007). I
therefore present support for the view of Dimson et al. (2008) that this finding is only limited to the U.S.
sample. My data sample also allows a closer look on the momentum effect in Germany. Stock price
momentum is profitable for the German market. This is shown by using the common methodology given
by Jegadeesh and Titman (1993). To my knowledge, this has not yet been verified. With August et al.
(2000) and Nelles et al. (2007), two studies of the recent past examine momentum profits for the German
market but do not exactly employ the Jegadeesh and Titman (1993) method.”  This study further
documents that the momentum strategy is profitable on the industry level, but that its returns are in
opposite to the U.S. not as large as those of momentum strategies on an individual stock level. Finally,
this paper presents evidence that the 52week High strategy of George and Hwang (2004) is also profitable
outside the U.S. However, the strategy does not work during the Dot-com Bubble between October 1998
and February 2000.

SUMMARY

In order to test whether momentum can be explained by anchoring, I examine whether momentum is
dominated by George and Hwang (2004)’s 52week High strategy and whether anchoring explains the
52week High profits. Especially the second relationship is important as it might represent a serious
challenge to the Efficiency Market Hypothesis (EMH). If the impact of non rational behavioral on stock
prices can be credibly documented, the assumption of full rationality is violated — a key assumption of the
EMH. With three different tests, I find support for the 52week High price of a stock being used as a
reference point by investors against which they evaluate the impact of news on the stock price.
Moreover, this work examines the link between momentum and the 52week High and cannot reject the
hypothesis that momentum is not dominated by the 52week High. To show this, I use two sorting
methods and one regression approach. Further evidence for a close relationship between the 52week
High and momentum is found as the two strategies yield similar returns on both individual stock level and
in industry portfolios.

END NOTES

1. To be more precise, in the very short past, with Henker et al (2006) and Hwang and Rubesam
(2007), some researchers argue that the momentum effect has disappeared. Yet, Dimson et al.
(2008) reports momentum profits in the years after 2000 for non-US data and argues that it is
premature to pronounce the disappearance of momentum.
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2. Conrad and Kaul (1998), Berk et al. (1999), Grundy and Martin (2001), Johnson (2002), Chordia
and Shivakumar (2002) or Avramov et al. (2007) among others offer theoretical and empirical
explanation attempts in line with the rational-based field. For the behavioral group, see the
theoretical work of e.g. Barberis et al. (1998), Daniel et al (1998), Hong and Stein (1999) or
Grinblatt and Han (2002) and Barberis and Thaler (2002) for an overview about the behavioral
finance theory.

3. Nelles et al. (2007) do not control for potential microstructure distortions by skipping a month
between the ranking and holding period. Furthermore, with CDAX stocks, their work only uses a
quite small data sample. August et al. (2000) do not measure momentum returns with overlapping
holding periods, but wait to the end of the investment period before they form another one.
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COMPETING IN ANEW AGE WITH VISUAL
LANGUAGE

Siu-Kay Pun, Nanyang Technological University, Singapore
ABSTRACT

Visual images exert tremendous impact and influence on us. They greatly influence the success of
marketing and communication. They create consumers’ needs and can satisfy these needs. Yet the
competency to fully exploit the visual language remains the domain for artists and designers. Business
Students who are the future leaders driving our economy do not traditionally have this competency
developed in them. This paper presents the cognitive benefits of learning the visual language. It studies
the pedagogical approaches to the nurturing of visual language through an example of an elective course
at Nanyang Technological University. Highlighted are the various approaches taken and the outcomes in
terms of the Business students’ performances which were very promising. It concludes with a reflection
on the urgency for the training in visual language for our future workforce to compete in the new age.

INTRODUCTION

We live in a visual economy. Visual images influence the way we conduct our business and our lifestyle.
They are the driving forces behind marketing and communication.  Yet competency in the visual
language has received scant attention, except for artists and designers. This paper highlights the cognitive
benefits of learning the visual language using as example an elective course conducted at Nanyang
Technological University (NTU) for undergraduates. Discussed are the abilities needed for competency
in the visual language, the pedagogical approaches taken, and the outcomes achieved. It concludes with a
reflection on the benefits that can be gained by giving more attention to developing visual language skills
in undergraduates in the new age.

WHY THE LEARNING OF THE VISUAL LANGUAGE

Visual images have the power not only to inform consumers, but also to influence choices. They create
the consumers’ needs and have the power to satisfy these needs. There is no doubt that competency in
the visual language can have a great impact not only on how people communicate, but also on how
competitive an economy can be. This is particularly so for an economy which has developed to a stage
where it has to compete with the best in the world. In this year’s Global Financial Centers Index,
Singapore was ranked third in the world behind New York and London (“S’pore rises to No.3”, 2008).
The further development of the economy will depend upon ever increasing consumption, including
imagery consumption (Harvey, 1989) and the need to have the added competitive advantage of
competency in the visual language.

Up until recently, scant attention has been paid to developing visual skills in undergraduates, except for
those aiming to be artists and designers. The majority of graduates have no exposure to, or training in, the
visual language. As tremendous competitive advantage can be gained when business and communication
strategies make full use of the power of the visual language, courses aimed at developing such
competencies have recently been introduced, particular for business undergraduates.

WHAT IS THIS VISUAL LANGUAGE

According to Wikipedia, “a visual language is a set of practices by which images can be used to
communicate concepts.” Art educationist Mary Stankiewicz described “visual art as language and
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literature, as a means of expression and communication as well as a body of knowledge, more furniture
for the mind” (Stankiewicz, 2000).

APPROACHES TO THE TRAINING OF VISUAL LANGUAGE AT NTU

This paper studies the training of visual language conducted in an elective course entitled “Creative Use
of the 2D Media”. It was introduced six years ago at NTU. It is available to all NTU undergraduates
with the objectives to inculcate visual literacy in the students; to lay a foundation for their visual
perception — how they make sense of images, how they recognize, interpret and analyze visual messages,
how they develop their aesthetic sense, how they become more visually aware and more sensitive to their
surroundings, and to enable students to become more effective visual communicators. Demand for the
course from students has been very high and the course has been offered and fully subscribed every
semester. The majority of the students who elected for this course are Business, Accountancy and
Engineering students. Students attend a 3-hour lecture-cum-tutorial session every week for 12 weeks.
Classes regularly have the full capacity of 50 students.

Learning to see in a new way

In the course, students are first introduced, through carefully selected examples, to the persuasive power
of visual images which cause us to think and feel and create an impact on us. They learn the art of seeing
purposefully and in a new way. As Aldous Huxley, author of the Brave New World summed up his
method for achieving clear vision with the formula: “sensing + selecting + perceiving = seeing” (Lester,
2001). To him, to sense is to let the eyes and the nervous system do the sensing. Then comes selecting
which is to isolate a specific part of a scene to focus on. It is a conscious, intellectual act. Finally, to
perceive is to make sense of what one selects and to find meaning. This calls for sharper mental activity.
This combination of sensing and mental activity is the art of seeing, an approach also espoused by well-
known theorist Rudolph Arnheim, who argued that perception itself is cognitive. It involves “active
exploration, selection, grasping of essentials, simplification, abstraction, analysis and synthesis,
completion, correction, comparison, problem solving...” (Arnheim, 1969).

In the second part of the course, students learn the underlying elements and principles of design which are
the language of images. They learn to understand how these can help them to perceive the visual
messages and subsequently to interpret. As Ann Barry, in her book Visual Intelligence, so aptly put, “The
language of images, grounded in the stuff of perceptual experience, affects us directly and involves
instinct and emotion, before the linear logic derived from language can be imposed on it” ( Barry, 1997).
Students thus learn that design elements such as line can create a mood and can be used as an organizer
and add texture; that shape can sustain interest, organizes and be a conceptual tool; that type can convey
mood, implies meaning and can be used to create shapes; and that texture, being the visual and tactile
surface appearance, is often used to strengthen a design idea.

They learn that color and value can create mood, draw attention, create movement and direction, and also
has cultural connotations and emotional appeal. Students also learned that the proper structure of the
design elements leads to the use of design principles, for example, elements that are placed to achieve
balance creates a more stable mood as opposed to tension created by unbalanced elements. Different
elements in sizes, shapes, textures, values and colors can be used to create contrast to strengthen an idea.
Unity is the skillful coordination of design elements so that each works well with the others to achieve
“the whole is greater than the sum of its parts”. The composition of elements in the foreground, middle
ground and background, lightness and darkness can create depth and illusion of perspective. Students are
also introduced to the concept that visual hierarchy creates eye movement for the viewers and allows
visual messages from a single image to be prioritized. Manipulation of positive and negative space makes
all space active, interactive and interdependent, and can be used to imply meaning (Peterson, 1996;
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Landa, 1998). In addition, Gestalt theories remind us that vision is a creative experience, not simply an
act of seeing. Our eyes group information by similarity, proximity, continuity and common fate. A page
must be looked upon as a unified whole, the sum of all the parts (Lester, 2001).

Through examples, students also learn how advertisers make use of visual images to persuade
(Messaris,1997); how products are packaged to communicate their value to their targets and to serve as
silent salesmen (Judd, Aalders & Melis, 1989); and how visual truths and visual lies can occur in
photojournalism (Evans,1997). They are also exposed to a brief history of the design movements (Heller
& Chwast, 1988).

Visual images and commercials are used heavily as examples. They are projected onto the screen in the
classroom to act as illustrations, to draw attention and interests and to create a memorable experience for
the learners. Classroom sessions are designed to be highly interactive. Students are given thought
provoking questions to draw out their comments and responses before being introduced to the subject
knowledge. Questions are also used to guide and help students to perceive visual images. Special efforts
are made to use a lot of witty remarks to create a fun and interesting learning environment.

Perceiving with the intent of finding meaning

In the third part of the course, students are encouraged to find meaning in a visual image and to interpret
the visual message intended. This requires a higher level of cognition with regards to understanding the
content, context and connotation. Terry Barrett, art critic-in- education argued that to interpret is to
respond in thoughts and feelings and actions to what we see and experience, and to make further sense of
our responses by putting them into words. Students are thus given the opportunity to discover for
themselves the truth of the principles for interpretation put forward by Barrett, which are: “Interpretations
are arguments. Interpretations are persuasive. No single interpretation is exhaustive of the meaning of
artwork and there can be different, competing, and contradictory interpretations of the same artwork.
Interpretations are not so much absolutely right, but more or less reasonable, convincing, enlightening,
and informative. Good interpretations have coherence, correspondence, and inclusiveness. Feelings are
guides to interpretations. Interpretation is ultimately a communal endeavor and the community is
eventually self-corrective” (Barrett, 2000). So the act of interpretation is to build meaning to what we see
and to use words to convey our thoughts and to share with others (Cromer, 1990). Michael Parsons went
further to say that artworks must be interpreted and that artworks are constituted as meaningful objects by
both visual and linguistic materials of thought in interaction (Parsons, 1998).

Training to move fluidly between verbal and visual modes of thought

After five weeks into a semester, each student is given the opportunity to practice his/her perception and
interpretation of a visual image selected by him/her. Each student then takes turn to verbally present to
the class his/her analysis of the graphic image. Some of the questions students have to answer in their
analyses are: What is the message? Does it communicate a clear message? Does the visual form have
any impact? Whether it makes effective use of design elements and design principles in its layout? Is it
a creative solution? Why? Comments from their peers are encouraged so that different approaches to
interpretations are shared and learnt. Comments from the lecturer are also given in class and later by
emails. Students also have to submit their analyses in writing. The objective is to sharpen their visual,
verbal and written analysis skills enabling their verbal and visual modes of thought to move fluidly from
one to another.

The students’ analysis skills in visual image are again assessed during the examination at the end of the
semester. One of the questions which counted for 40% of the final grade is to perceive and interpret the
visual message of a given graphic image based on content, context and connotation using the design
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elements and principles. Students have two hours to write their analyses and at the same time answer two
other short essay questions on their understanding and comprehension of the subjects learnt in the course.

Engaging in problem solving

During the semester, students are also formed into groups of four each and assigned projects involving
hands-on creation of the promotional materials for an event, a company or a new product. They have to
brainstorm in a group to conceptualize the creative solution for their design problem using at least a
poster and an invitation. They then present their solutions in class in addition to a written report. This
provides them the opportunity to further familiarize themselves with the visual language they have learnt
and apply it to their solutions in both visual and verbal form. This act of creating encourages students to
explore their ideas, feelings, and experiences and synthesize them into meaningful visual expressions.
Comments from their peers and lecturer are employed to challenge and strengthen their arguments. The
goal is to nurture effective visual communicators who can produce powerful images that others can
understand and remember (Lester, 2001).

STUDENTS’ PERFORMANCE

Analyses in graphic images

Based on the results in the last three years, it is found that for the coursework which involves verbal and
written analysis of a graphic image of the student’s choice, there is no significant difference in the
performance of students from the different disciplines. Business and Accountancy students scored an
average of 77%; Communication Studies students scored 78% while Engineering students scored 75%.
For the examination which involved only written analysis of a given graphic image, Business and
Accountancy students scored an average of 75.7%; Communication Studies students scored 73% and
Engineering students scored 70.8%.

On closer examination, it is found that on an average, 45% of the students did an excellent job in
identifying the message of the visual image while 6% did poorly. When identifying the design elements
and principles, 47% did an excellent job while 8% did poorly. In assessing their ability to interpret, 35%
put forth arguments that were persuasive, reasonable, convincing, enlightening, and informative while
22% lacked these qualities and were inclined to describe what they saw rather than attempting to put forth
an argument. The rest fell in the acceptable range.

From their performance, it can be concluded that the majority of the students, although without any prior
visual language background, had no difficulty in identifying the message, and the design elements and
principles used in the visual form. For visual interpretation, which calls for a higher level of cognition to
understand the content, context and connotation, and to express the argument in a convincing manner,
fewer students were able to do as well. Students also fared better in the coursework than in their final
examination. This could be due to the pressure and the limited time given in the examination.
Furthermore, in the coursework both the students’ verbal presentations and their written analyses count
whereas in the final examination only the written analysis can be assessed. Business and Communication
Studies students generally scored slightly better than Engineering students. This could be due to the
nature of the former’s subjects which require more reading and writing while Engineering subjects require
more numerical understanding.

Creation of design works

When it came to hands-on group projects, 54% of the teams showed good understanding of what
constituted creative design using appropriate visual language to express the message. The designs and
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layouts were unique, artistic, surprising and full of impact. Their reports were well-written with
indications of thorough brainstorming for concept and how the design evolved in the process. These
projects can be said to be on par with that of professional designers. 34% of the teams turned out works
and reports which indicate that these students had the potential to be trained as designers while showing
proficiency in the visual language. The remaining 12% performed not so well, showing that they still
lacked understanding of what constituted an effective message and a visual form that had impact.

CONCLUSION AND IMPLICATION

The experience based on a course on creative use of 2D media shows that undergraduates, even though
they may not have prior art or design experience, can learn the visual language well and apply this for
effective visual communication. Their performance based on both analyses of graphic images and in the
creation of design works, showed very promising results. Basic skills in the visual language will give an
extra competitive edge to Business graduates as they are essential not only in marketing services and
products, but in effective communication. It is also clear that almost all undergraduates have the innate
ability to acquire basic concepts of the visual language and to apply these effectively, as with the basic
verbal and written skills. In the new age when economic competition relies more and more on the ability
to provide visual and aesthetic experiences, a graduate who is competent in both the verbal and written,
and visual language will be a more effective communicator. The effective use of images in hands-on
projects and analyses using the visual language can nurture the growth of cognitive skills in the students
allowing them to see, find meaning in what they see and express their thoughts in both verbal and visual
ways. Business graduates will have much to gain when equipped with this visual language skill.
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ARE BETAS BEST? THE CORRELATION STRUCTURE
ON BRAZILIAN EQUITY MARKET

Vinicio Almeida, COPPEAD Graduate School of Business — UFRIJ
ABSTRACT

Since Markowitz (1952) seminal work on portfolio selection, academics and practitioners have been
trying to find sound predictors for its two main inputs. the estimated covariance matrix and the vector of
returns. From these, maybe, the most difficult to obtain is the vector of returns, as it is most unclear
which factors govern its behavior. The covariance matrix, however, is said to be more stable over time
although it can be estimated by different ways. This works tests different techniques of correlation
structure prediction applied to stock price time series. I investigate the Brazilian market in the period
between 2003 and 2007. I use close prices on daily basis of stocks publicly traded at Sao Paulo Stock
Exchange which composed the Ibovespa market index in 2003. The stocks that ceased negotiation during
the period were excluded from the sample. I first compare the historical model, the single index model,
Blume and Vasicek adjustments to the single index model, the mean model and a naive model. Then, I test
some shrinkage models, combining the historical covariance matrix with estimates from the Fama &
French three factor model. The results indicate that the shrinkage procedure produces better estimates of
covariance matrices.

KEYWORDS: beta, correlation structure, optimization.
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CELEBRITY EFFECT ON BRAND POSITIONING - A
STUDY WITH REFERENCE TO FEMALE PERSONAL
CARE PRODUCTS

G. Muruganantham, National Institute of Technology, Tiruchirappalli, India
S. Kaliyamoorthy, Alagappa University, Karaikudi, India

ABSTRACT

India, being a developing country is flooded with different brands. With too many products flooding the
market, companies find it difficult to differentiate their products based on their inherent product features.
In fact, advertising is an effective marketing tool available with marketers to promote and create
awareness for their product. To make the advertisement more attractive and avoid the media clutter,
companies are using celebrities. The demand for instant recall, brand awareness and emotional bonding
with customers has made celebrity endorsement the latest buzzword. Celebrities add new dimensions to a
brand. Due to more number of celebrity advertisements in various media, India is becoming a celebrity-
obsessed society. The majority of celebrity endorsement research has focused on the effectiveness of
celebrity endorser and choice of selecting the celebrity. This research paper attempts to study the effect
of celebrity endorsement on brand positioning of select female personal care products through Television
advertisement. The Indian scenario offers a very good ground for studying the effect of celebrity
endorsement on the brand and the ultimate decision of a consumer to buy a brand.
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STRATEGIZING COMMUNICATION PROFILE OF
ORGANIZATION

Apoorva Bharadwaj, Institute of Management Technology
INTRODUCTION

Organizational communication is a multi-disciplinary subject area incorporating business communication,
organizational behavior, psychology, and human resource management. If organizational communication
strategy is carefully planned with cerebral diligence it can change the attitudes and thereby the overall
behavior of the employees, making them more responsible and committed to the work. In organizations
where human collaboration forms the basis of productivity, organizational communication planning
should be undertaken seriously because effective collaboration primarily hinges on communication as a
vehicle of binding the employees together for a common objective. If an organization experiments with a
new style of communication it can constitute a communication network that can cut down unproductive
communication cases and make transmission of crucial information accurate and easy to understand.
Organization communication training is particularly of prime importance in large heterogeneous
organizations. It is important to note that till date scant work has been done on the in-depth impact of
communication in enhancing organizational productivity.

The reason being that it is very difficult to calibrate the changes that can be attributed to experimentation
with communication profile of an organization. Even if communication training is imparted, the cost
component of the training is very obvious, but the pay offs, which challenge conventional tools of
performance measurement, can’t be computed and as an upshot it seems that communication aspect has
been overaccentuated in the rating of organizational output. Though there are many cases which clearly
demonstrate that blockages in communication, faulty structure of interorganizational communication have
led even to disasters, many times results are intangible and challenge the conventional yardsticks of
measurement. Therefore this paper aims at presenting communication as a crucial variable in sizing up the
dynamics of organizational functioning. One should take a communication audit of the organization and
treat it as an organizational asset — a capital. Internal communication is the core process by which
business can create value. Poor internal communication results in work inefficiency. Communication
enhances teamwork also. The corporate objective should be communicated in a fashion that excites the
employees, builds their trust in organization and they feel accountable for the upshot of company business
operations. Since employees have themselves posited through multivariate surveys that improvement in
communication can mobilize the ambient functioning of an organization, this area should come under the
scanner of a human resource (HR) manager. Thus one has to carefully design communication apparatus,
internal communication matrix as an HR tool.

The Tacit Knowledge of Communicative Rules

It is interesting to see how this network of communication works across the various echelons of hierarchy.
This communicative flow is governed by subtle subconscious absorption of certain rules that the
communication climate embeds in the employee psyche. Many of these rules are not explicitly
administered but implicitly comprehended and followed. There are many case studies that show how
these latent rules operate impacting the communication behaviors of the employees. Most importantly it
decides the fate of superior-subordinate relationships, the level of job satisfaction, the leadership models
followed, the decision-making process — the factors that have a profound effect on the organization
behavior and thereby the productivity at the workplace. Apparently this may seem to be in disjoint with
the rational management thinking, but deep down if the employee behavior is dissected and laid
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threadbare, it is found that the way interpersonal relationships are shaped, they have direct correlation
with the communication behavior of the subjects involved. It has been found that many times crucial
information is not effectively channeled owing to the communication constrictions that the author of the
information assumes depending on his past empirical learning about what, when and how he is supposed
to encode his message.

THE CONCEPT OF COMMUNICATION SATISFACTION

Try different constructs of this organizational communication for the smooth functioning of a workplace
so as to give optimum level of communication satisfaction to the employees which, in turn, can boost
their morale. Many psychological testing tools are in essence questionnaires on the dialogues an
employee is allowed to exchange with his supervisory manager, which then is put to scoring mechanisms
to deduce the inference regarding the level of satisfaction he enjoys in his work regimen. It has been
observed that more the scope of having dialogue with the supervisor, better are the results. Hence
majority of the researches and surveys give the upshot that there is a need to maximize communication in
the organization, since it has a directly proportional reciprocal relationship with the employee’s chances
of sticking to the organization with continued commitment.

A simple “From — To” notice board displays can be used to exhibit the direction in which the company is
steering its progressive moves. Managers should take cascading workshops of employees in batches of
20-25 and communicate to them organizational strategies. Such workshops should be taken in periodic
rounds till all participate to give them communication satisfaction. Surveys should be conducted via
intranet to assess employee satisfaction with internal communication mechanisms. Employees feel
satisfied when their managers give them explanations and justifications along with information with
genuine interest. Also managers should communicate ‘benefit statements’ to employees to elucidate to
them what perquisites they enjoy. New HR policies can be explicated through audio, videotapes and
teleconferences. A literature should be introduced as an organ for employees to put anonymous queries to
management and the replies by the management should be published and circulated internally so that
others are also encouraged to feel free and to pose their questions. This act will definitely foster trust in
fair and transparent governance.

Install suggestion programs for employees to submit their suggestions for curbing costs and minimizing
wastage of company resources and reward best suggestions. Such communication initiatives are sure to
enhance employee motivation and loyalty.

THE ROLE COMMUNICATION PLAYS IN AN ORGANIZATION - PLANNING
COMMUNICATION PROFILE

Communication plays a vital role in mitigating conflicts, sharing information with accuracy, impacting
attitudes, developing understanding, and as a tool of persuasion to guide employees in a subtle manner to
act in the desirable ways. The lines of communication should make upward and downward mobility very
free and should not have rigidity. It is better to rely less on formal networks of communication channels.
The more formal and the more rigid the system is communication performance will be poorer. The
attributes such as trust, openness that are culture determinants in an organization can be directly ascribed
to communication. Tall hierarchies with multiple lines of reporting lead to distortion and loss of message
quality. “In his study of the organizational culture of the U.S. State Department, Warwick (1975) found
that its size and multiple levels had a distorting and slowing effect on internal and external
communication.” (Pandy, Garnett, 2006). The quality of feedback individuals receive in carrying out their
job responsibilities is a crucial factor. If employees feel that they receive feedback only when they do
something wrong then it should serve as a warning signal for administering improvement. Lateral
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communication is also important as employees look for psychological support from the peers. The
organization’s goals should be clear to each and every employee who works and should be easily
communicative. There should not be many procedural complexities in communication medium. Clear and
effective channels of communication beget productive work ambience. Improving communication
performance of an organization is a slow, painstaking effort which demands sustained investment of
efforts. Organizational communication comprises personal feedback, supervisory communication,
subordinate communication, co-worker communication, organizational integration, corporate information,
communication climate and media quality. There should be participation and involvement in decision
making, cooperative and receptive information sharing, person-oriented message exchanges.
Communication satisfaction is vital to job satisfaction, task performance, productivity, commitment, and
morale. The case study of General Motors demonstrates how transforming organizational communication
through an initiative called “internal communications improvement process” helped translating business
strategy into action (Grates, 2004). For revolutionizing communication profile of an organization the
following steps can be taken:

Produce a newsletter that provides a medley of local, functional and corporate information

e Organize quizzes on the organization’s objectives, vision, mission, line of functioning etc.
Conduct diagnostic meetings with management and employees to have a real-time understanding
of opinions, perceptions and conditions.

e Conduct regular department meetings to maintain role clarity

e Provide pulse check to capture what’s being heard and received by employees and to get
grapevine assessment.

e Have a hotline number for secure complaint calls to the management

e Answer employees’ anonymous queries through ‘employee speak’ publication — for internal
circulation.

Thus engage the employee audiences emotionally, intellectually and behaviorally in the company’s
success. A communication junction can be created for monthly meeting of communication leaders from
internal, media, brand, financial, corporate disciplines. Prepare a template for this junction meeting to get
updates of the communication status on all the fronts. Through constant messages i.e. electronic messages
go for employee mentoring. Send to them messages of latest management thinking, leadership and other
aspects of business that will aid their working style.

The Columbia accident investigation board (2003) noted that NASA’s organizational culture discouraged
subordinates’ dissent and hindered the open exchange of information. (Jabs, 2005). Communicative rules
are not articulated explicitly, but are embedded in speech and implied in every interactional utterance.
Hence managers should be cautious while communicating because inadvertently they might end up
conveying a rule which can hamper communication.

The way communication is handled decides the attitude of the staff and their commitment to the
organization in today’s era of erosion of corporate loyalty. Listening skills are valuable as these skills are
not judgmental and carry out function of perusing messages. Interpersonal communication in
organizational context should be genuinely warm, natural, user-friendly conversations to which
employees can relate in lieu of being loaded with cold, lifeless jargon and managerial bombast.
Leadership culture of collaboration, consultation and participation rather than that of intimidation
promotes congenial culture. Clarity and consistency in sending messages across all levels of hierarchy,
one-on-one communication and the leadership style operating in the organization have been found to be
the vital communication determinants of organizational commitment. By communicating the full picture
regarding the direction of organizational goals and by clearly elucidating the individual role in the entire
circuit of organizational operations, by giving regular feedback so that the employee can assess his daily
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output, by consulting employees in decision-making process the management can make the employees
feel valued.

In lieu of investing in technology for communication networking use human medium of transmission
because what the people want is dialogue. In stead of just following conventional media organs — articles
in the company paper, improved bulletin board displays and a monthly letter from president, closed-
circuit television monitors for announcements from the president, try new, unconventional means to gel
with the junior and middle-level managers. The president can go in semi-formal suit and mingle with
employees, discuss with them company issues in coffee-breaks thus surmounting official barriers.
Organizational communication is not just impersonal media. Leaders must get the pulse of their followers.
Usually executives perceive communication as an extra-curricular activity and fail to realize that
management is communication. Use communication systems that signal one organizational voice.
Installing tool-bars of CEO-chat, introducing CEO blogs are efficient organs of communication. A
complaint secure hotline to report business lapses directly to CEO can lead to formulating better policies
to curb malpractices. The CEO connection with middle-level and junior managers is restricted, hence
sharing a meal or a game with them can make wonders. Veena Padmanabhan, General Manager Talent
Engagement and Development tells about Channel W Chat, CEO blogs and live webcast of management
meetings as technology interventions facilitating smooth communication flow in Wipro, a multinational
company based in India. Initiate “talk and listen to the employees” campaign. Misgivings and
assumptions kill open culture. Randomly picking people and taking informal discussions with them, has
been tried by Mahindra & Mahindra with its communication campaign of “aligning thoughts, inspiring
actions” (Mueller, Lee, 2002). In the age old job scenario a one-way communication could work for jobs
were few and aspirants many, but now to retain talented people open-door policy in communication is the
need of the hour.

EMBEDDING POSITIVITY IN WORKPLACE FORMAT OF DICTION

The in-house dialogue transaction with a special emphasis on the diction employed in the interpersonal
message exchanges that characterizes the communication style of an organization should be studied.
Certain words like ‘memo’ have negative connotations. Whenever it is said that an employee has received
memo, it is perceived as a harbinger of negative news. Hence new nomenclature for the carrier formats of
messages should be coined which will conjure positive image in the minds of the recipients. For this
during induction programs, when new batches of employees join the organization, should be given a file
carrying the formats and specimen copies of all the message types that are used in the organization as a
guidebook tutorial to follow. It will be found that such exercises will visibly improve the in-house culture
of the work place and will also reflect in message links with the external publics.

Try diverse models of team communication which can foster an open communication climate in the
organization. The use of standard templates, formatting meetings, a televised address of CEO for his
employees at periodic intervals, sharing company information through SMS or intranet updates can
redefine the company image for the employees. Sharing of messages give the employee a psychological
feeling of being a part of a close-nit corporate clanwhere they are perceived as important stakeholders.
Such positive self-perception will foster loyalty and commitment which can give rejoinder to the brain
teasing problems of attrition that human resource managers are required to address. The visibility of CEO
is important so that for employees he does not remain just a figurehead impersonated in his signature, but
as a ‘live’ mentor, who is like a captain of a ship manning their professional maneuvers. If geographic
barriers pose insurmountable problems, at least televised addresses will give employees a positive mental
image of their management, which in turn is bound to have a profound impression on their working style.
If possible, teleconferencing and videoconferencing technologies can be used to bridge the gap between
the diverse lines of organizational functioning — the staff and the management and many problems that
crop up owing to incommensurate expectations from both the sides can be dealt with adroitly. This can be
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viewed as a Communication-HR practice and many more such practices can be introduced in the
organization to form a congenial working environment.

USE OF STANDARD TEMPLATES FOR COMMUNICATION ALIGNMENT

For smooth and consistent organizational communication, formatting should be followed wherever
possible. If standard templates are prepared for almost all kinds of internal and external communications
it will streamline the communication process. Also possibility of miscommunication will drop since
intelligibility of the messages transmitted will be enhanced as all communicators would be following
more or less the same guidelines defined by the framework of these templates. Though subjectivity in the
communication act cannot be completely ruled out, yet the template can govern the placement style of
important information and structuring of the information. For this to happen, templates should be frozen
after a lot of thought investment and careful planning. Also for different sorts of communication, different
color codes for paper, different size codes for files can be decided in case paper communication has to be
maintained. Even on intranet different backgrounds can be standardized for different types of in-house
messages. This will not only give professional look to the texts but also make communication easy to
follow, by curbing subjectivity discrepancies to a great extent and will facilitate separate and systematic
filing. If meetings can be formatted by taking a formal tutorial on how to conduct meetings, then deciding
the formats of agenda and minutes of the meeting, it will further cut down the unproductive employment
of team communication practiced in caucus.

Use Grapevine as a Communication-HR Tool

A manager can intelligently use grapevine to bring out into open the resentment, the frustration and other
negative communication behaviors to the fore and purge the organizational climate of these interpersonal
conflicts that hamper the productive output of the work place. Use informal birthday parties, games,
awarding appreciation publicly as communication episodes to give a boost to the employee morale.

Effective use of company intranet, arranging periodic meetings for facilitating catharsis of the suppressed
sentiments in a controlled manner are some of the tools to bring constructive changes in the
organizational fabric. A meeting can be arranged by the supervisor where he can discuss just the topics of
informal talk, so that he can sense which rumors are brewing in organization grapevine. He can ask the
participants to note down anonymously the rumors on a piece of paper. Then he should collect these notes
and take the notes one by one giving the factual status on each rumor. In this way he will be able to
exercise control over grapevine, know what is going on in Chinese whispers and reinforce the trust of the
employees in the sanctity of formal network of communication. A company portal should be exclusively
devoted to informal talk so that informal intranet messages do not mince with formal important messages
in information overload.

Communication Sensitivity Programs

The communication style of the employees from diverse disciplines at times lead to miscommunication or
communication breakdown which can be prevented if they are tutored to develop sensitivity towards the
communication needs of professionals from different backgrounds. For this industry can join hands with
academia to get its team coached by academic stalwarts who have done research in the domain of
communication and who know how to wield this soft tool for company’s profit.

THE ROLE OF COMMUNICATION IN HANDLING CHANGES

When a company undergoes major change breakthroughs the HR managers have to shoulder the
responsibility of enacting the role of change agents using tactful strategies to take employees in the stride.
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Davidson (2002) claimed that “today, everyone with the title of manager, in form or another, has to be a
change manager” (p.6). (Lewis, Schmisseur, Stephens, Weir, 2006). For implementing effective changes
the organization should do promotional marketing of changes so that employees will buy in these
changes, dispel apprehensions regarding changes because usually changes do engender feelings of
insecurity and create a positive inspiring vision of change by creating a pictorial image with a catchy
slogan as herald for a new beginning, thereby delineating change as sunshine revolution. One can create a
data bank of frequently asked questions pertaining to changes with answers and provide them to the
employees so that rumors do not mushroom. “During times of change, when people are hungry for news,
alarmists have a field day; rumors and misinformation proliferate. Leaders who learn how to use informal
networks well can gain a huge advantage” (p.186) (Lewis, Schmisseur, Stephens, Weir, 2006). Especially
have extensive dialogues with the talk leaders who are instrumental in spreading news and molding
opinions. Organize presentations and include key stakeholders to discuss change. Use multifarious
channels to communicate more and more information about change as early as possible. Explain the entire
change program not only in terms of the big picture but also in terms of specific changes that will affect
each department’s functioning style. Use stories and metaphors to accentuate the positive outcomes of the
change underpinning the negative repercussions. Display posters for picturesque rendering of the positive
in the change revolution.

Since managers have to function as change agents many times, for example, when the company is
heading towards a merger or an acquisition status, employment of the strategies of organization
communication can help them handle the employee reactions in a more effective manner at such a crucial
juncture in the corporate history. The manager can use a visual and a written image of the future to build
credibility in its team to view the changes occurring in the organizational set up through positive lenses.
The manager should use face-to-face communication, questionnaires to sense the employee perceptions
about life in the organization, particularly at the time of crisis to quiet the rumor mills on the work,
thereby overriding erroneous notions by using clear and consistent communication processes.

A manager can become a creative leader if he has the ability to empower the people working under him
by following the principles of mentoring by listening and using questions to get the pulse of what is
bothering their minds. Instead of acting as a “talk leader”, he can play the role of a listening leader
leading his employees from problems to solutions not by explicit guidance but by tacit suggestions. Thus
participative form of communication can revitalize the communication style of the organization.

If a manager charts out a communication plan, carefully contemplating the kind of message channels
used, the kind of motivation he can give to his employees using communication as a motivational tool,
how he can control and direct their minds for positive results by creating a vision that inspires all, how he
can identify talk leaders at the helm of informal networks to spread the right kind of information, he can
handle any change or crisis situation in the organization adroitly. The verbal specialists who are the
movers and shakers in the organization should be made part of the presentations and discussions about the
change and fed with positive inputs so that negativity cannot rule the roost when it comes to the rumors
destroying the company goodwill in face of major organizational changes.

CONCLUSION

Thus by integrating the applications of human resource management, communication psychology and
organization behavior, portray a holistic model of communication that can redefine the communication
profile of an organization. An adept employment of organization communication strategies can address
those complex issues at the workplace which intrigue human resource managers.
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STRATEGIC GOALS AND NEEDS FOR MANAGING
AND MARKETING AN AGING AMERICAN
WORKFORCE

Patrick J. Montana, Fordham University
Francis Petit, Fordham University

ABSTRACT

One of the most exciting administrative tasks of our day is to establish means by which able older persons
can be deployed in paid or unpaid jobs to address the needs and opportunities of the Nation and beyond.
1t is important that organizations engage in this task, through their employees or members and through
the pool of retired and underemployed managerial talent that now exists. The return on this effort, as this
study concluded, will be, not only the satisfying utili—zation of the talents of older Americans, but also the
benefits these people can provide other Americans of all ages. In addition, the utilization of this human
capital can have a positive impact not only on the United States economy but the international economy
as a whole.
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AN EXPLORATORY ANALYSIS IN INCORPORATING
CUSTOMER EXPERIENCE FRAMEWORKS WITHIN
THE MARKETING AND MANAGEMENT OF EMBA
PROGRAMS

Francis Petit, Fordham University
ABSTRACT

The purpose of this research is to determine how to effectively incorporate customer experience
management frameworks within the marketing and management of Executive MBA Programs. To
determine this information, two customer experience management frameworks were discussed in detail
and then components of each framework were hypothetically applied so as to illustrate its ease of
application and its potential effectiveness. The main findings of this study indicate that as a result of this
“experience economy”, incorporating a targeted, consistent and branded customer experience within any
product or service, with EMBA Programs being no exception, is of critical importance. The results of

this exploratory study can have significant implications on the future marketing and execution of
Executive MBA Programs.
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SUCCESSION PLANNING: CURRENT AND FUTURE

Susan J. Kowalewski, D’Youville College
Linda Moretti, D’Youville College

ABSTRACT

Succession planning can aid companies in preparing for future critical vacancies of management
positions. Forecasting the talent necessary for these roles can provide the groundwork and
understanding of the characteristics needed to maintain and grow a company’s strategic plan. Both short
and long term strategies must take into account the many forces at work both internally and externally,
domestic and globally to be considered during planning since there are forces that are within the
company’s control, others are not Succession planning focuses on growth through natural forces, but in
times of uncertainty a reduction in the workforce is a common occurrence.

INTRODUCTION

Succession planning involves the identification and development of potential successors in a company.
This planning prepares for future critical vacancies of management positions by forecasting the talents
necessary for these roles to provide the groundwork and understanding of the characteristics needed to
maintain a company’s strategic plan. Historically, succession planning concentrated on upper level
management; today, companies are utilizing this planning for all levels of their organization. According
to James Holincheck (Robb, 2006, p. 89), a research vice president at Gartner, Inc, “Today, instead of
focusing on the top 25 or 50 employees, companies are pushing it further down in the organization and
using it more as a development tool as opposed to a disaster recovery tool.” It is important to continually
evaluate and update the tools that are being used to track, mentor, and train future leaders for an
organization. Companies have both short and long term strategies which must take into account the many
forces at work; internally and externally, as well as domestically and globally that need to be considered
during planning since there are forces within the company’s control; others are not.

Employees retire, find jobs elsewhere, get promoted from within, are fired, leave the workforce or take a
permanent vacation.  Organizations can’t plan for everything, but some changes can be predicted.
Regulatory changes and, to a degree, competition can be monitored; with strategic planning at the
forefront.  This strategy must be forward thinking, anticipating the advances in technology that are
possible and the changes in society that are probable. Decisions must be made about the qualifications
and skills that are needed, not only for the present, but those that will be necessary to lead the company
into the future.

These decisions should be based on an assessment of the company, its business plan, the economy, and
the industry itself.  Succession planning considers these areas, in conjunction with the company’s
mission, vision, values, goals and desired outcomes. Succession planning is not only useful in large
global corporations, all companies can benefit from the process.

ORGANIZATIONAL STRUCTURE

From the small company to the international conglomerate, leadership development is important

in business. In large organizations the typical personnel planning process begins with job analysis, from
which a job description is developed along with job specifications. During this analysis, data is produced
which determines the duties of the job and the characteristics of the people who should be hired for each
position (Dessler, 2006). This is where the leadership succession planning process begins.
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Effective succession planning requires organizations to do more than just identify positions that will need
to be filled and potential employees who might fill them. A comprehensive corporate succession plan
will identify both a company’s current talent needs along with its future needs and the organizational
direction.

This is a change from most companies’ past practice. Traditionally, when a vacancy occurred, human
resources would seek to fill the position as fast as possible completing this task either internally, staffing
and personnel agencies, or recruiters. With the implementation of succession planning, many employers
now have well conceived training and development programs to be certain to have qualified employees
ready to fill key positions. Organizational success depends on having the right employees ready to take
over with the right competencies at the right time. This planning allows managers to anticipate changes
and act, rather than react to events. (Eskenazi & Henson, 2005).

Through internal programs, employers can identify employees who may be potential candidates to move
up in the system and mentor. Some employees may not have all the qualities needed for these key
positions, and that is what makes the leadership development program all the more important to prepare
these employees to step in and take charge (Shaefer, 2007).

Successful workforce planning may include sweeping changes to old processes and procedures;
demanding the commitment and cooperation of all levels of management. The approach is systematic
and a multi-step process which includes gaining a thorough understanding of the current workforce,
envisioning the operating environment that will most likely exist in the future, identifying the
competencies needed that will move the company forward to seize those future opportunities and thrive,
and developing strategies for building that future workforce (Morfeld, 2005).

This planning results in management making informed staffing decisions that benefit the company in both
the short and long-term. It also provides a framework for other programs such as training, compensation,
and diversity management. An organization can then recognize and optimize its human capital by
creating a workforce that is and will continue to be flexible and responsive (Morfeld, 2005).

POSITION EVALUATION

There are different ways of classifying and ranking the importance of positions within an organization.
Conlon suggests that the first step is to evaluate and decide which positions are critical roles in a company
(Conlon, 2008). Once the positions are recognized as key, each role must be identified for its required
talents.

Conlon (2008) goes on to segment these roles into one of the four following categories and suggests that
specific actions be taken by the organization in regard to each role type:

Strategic: These functions are critical to driving the organization’s long-term
competitive advantage. Employees in these roles have specialized skills or
knowledge. Action: Build capability in these roles by hiring new staff or
implementing targeted development.

Core: The so-called “engine of the enterprise”, these roles are unique to the
company and core to delivering its products or services. Action: Protect these
roles by ensuring the company will always have adequate capabilities through
rigorous in-house development.

Requisite: Although the organization cannot do without these roles, their value
could be delivered through alternative staffing strategies. Action: Streamline or
outsource these roles.
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Non-core: People in these roles have skill sets that no longer align with the
company'’s strategic direction. Action: Shed these roles (p. 39)

Forecasting the talent needed is much more difficult. This may explain why 60% of large companies in
the United States (U.S.) don’t even have a plan in place to replace their most important position of CEO
(Bower, 2007). Talent forecasting includes accounting for not only the current, but the anticipated
workforce while factoring in the supply and demand dynamics of the industry. It is also imperative to
consider the internal and external forces that may influence the availability of qualified individuals to not
just fill, but have the potential to exceed the expectations of the position. In the current economic
environment, forecasting can be a significant challenge.

Once the key roles and the talent needed for these roles are identified, an organization must establish, in
numbers, how many positions will be needed in the future. The difference between current and future
needs is the talent gap. To fill this talent gap, companies must decide which positions they should
concentrate on initially.

This can be achieved by ranking positions by priority. The highest priority role is critical to the
company’s initial strategy and must be filled before other positions. It could take a long time to fill. The
next priority role is important to the business’ strategy and could also take a long time to fill. The third
group is important to the business’ strategy but has a short lead-time to fill. Finally, the lowest priority
role can be brought on board late in the course of the strategy and has a short lead-time to fill (Ruse &
Jansen, CUPA 2008).

Some companies look not only at an executive’s business attributes, but also assess his or her behavior
and personal traits. Lockheed Martin’s leadership assessment program determines whether an individual
acts ethically, displays integrity, and fosters teamwork (Babcock, 2006). Their program also appraises an
employees’ potential in assuming roles with increased complexity and accountability, their capacity to
make future contributions and their capability for continuous learning.

THE BASICS

As Orellano & Miller (1997) state:
The three basic goals of succession planning include:

e Identification of critical management positions within the organization.
o Identification of future vacancies in those positions.
o Identification of managers who would potentially fit into these vacancies

(p-2).

In the smaller business, only the CEO or the position of president may be included in the strategic plan
for succession planning purposes. As the business becomes larger, middle and senior level positions
could also be included. Today with global businesses, comprehensive employee data is gathered to
recruit not only top level positions, but several levels below the top.

For any strategic plan to be successful, the entire organization needs to be aware of the plan and be
familiar with the parts of the plan that they are responsible in order to achieve results. Accordingly in
order for the succession plan, as part of the strategic plan, to achieve its goals certain elements must be
included.
Orellano & Miller (1997) outline the following as key elements:
. CEO and top management support
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. Integration with strategic business planning and projected changes in the
organization

. Identification of critical management position requirements and
operational criteria

. Determination of future managerial position requirements and
operational criteria

. Incorporation of other corporate policies such as the promotion of
women and minorities

. Incorporation of job profiles that identify critical competencies for
effective performance in specific jobs

. A review of human resource forecasting

. A system for communication of the succession planning process to
managers

. A system for identification, nomination and selection of successors

. A review of data on all potential candidates, including appraisals of

performance and potential, experience and skills, education, salary
history and personal career goals

° A system for performance evaluation and appraisal that incorporates
objective ratings by each candidate’s supervisor, subordinates and
colleagues to assess readiness, performance and potential

. Determination of training, development and experience needs of
candidates

° A system for monitoring candidate’s development plan progress by
senior management

. A system for feedback, plan modification or change, and encouragement

. A review of recruitment and replacement needs at the point in time when
those individuals are ready to advance

. Identification of gaps in management succession and

. Time lines for succession, both for organizational need and for individual

readiness (p. 3)
INFORMATION GATHERING

Once the key elements are agreed upon and the plan is developed, the information gathering stage begins.
With the widespread use and availability of computers, companies can obtain data using their own
information systems by having their managers completing forms on their own network or over the
Internet. This will enable an entire database to be created without a lot of effort by one individual.

A small-sized company may only be concerned with its top executive positions, being able to manage the
process internally by using a basic spreadsheet or database. A large organization requires an all
encompassing approach to create a succession ladder throughout the whole company, not just for the top
level positions. There are entire software systems dedicated to gathering and managing information for
the purpose of succession planning (Robb, 2006). The data can then be used as a development tool within
a large company to identify the gaps in their succession pool.

Internal information should include current employees’ performance documentation and outline which
employees possess the attributes that would be considered essential for future leadership positions.
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During the information gathering/planning stage, Eskenazi & Henson (2005) offer the following
questions as examples to consider asking managers in order to better analyze their needs:

. What are the key business goals and objectives for the next year? Two
years?
. What is your competitive environment like and how will it impact your

ability to meet these goals and objectives?

What are the critical processes that are needed to meet those goals?

What are the key success factors for achieving future outcomes?

What are the key work activities associated with these success factors?

What are the barriers to optimally perform these work activities?

What talent pools can affect those barriers?

What does your current talent pool look like today and how will it impact

your ability to achieve success in the future?

. What people capabilities are needed to deliver on those critical
processes?

. What are the most critical people issues you currently face?

. What do you think the most critical people issues will be in one or two
years?

. Which positions and capabilities are most critical to your department (p.
2-3)

Huxtable & Cheddie (2001) stress the importance of the level of the human resource function as
positioned in the organization. They maintain that human resource management play a strategic role and
must have the staffing to produce the data and the ability to analyze it to produce results. Depending on
the expertise and/or size of the company’s own staff and budgetary constraints, a succession management
specialist may need to be obtained to initiate or manage the entire process.

Information about the organization must be gathered both internally and externally.  One of the
company’s goals should be to meet the customer’s needs and desires, while still maintaining a
competitive edge and maximizing profits. = An assessment may be necessary to determine how the
organization is viewed in the marketplace and whether that is how it wants to be viewed (Huxtable &
Cheddie, 2001). This assessment could guide the direction that succession planning should take.

INFLUENCES AND CHALLENGES

Competition, technology, regulatory changes, company priorities, market trends, the economy, turnover,
retirements, promotions, and retention efforts are just some of the challenges that influence succession
planning. The factors that affect the pool of available talent don’t just come from within the company’s
corporate headquarters, but in this modern marketplace, are global (Conlon, 2008).

There are large numbers of skilled workers nearing retirement and the competition for skilled employees
is growing. Diversity in the workforce is increasing. This change is both ethnic and age related.
Expectations among Generation-X and Generation-Y workers regarding early responsibility and work/life
balance are dramatically different than in the past (Cotton, 2007). Employees entering the workforce are
more likely to say “no” to the 60 hour work week and the “fast track™ of previous generations. Rapid
advances in technology have enabled many services to be delivered quicker and at a higher level than
ever before. The public now expects this type of service along with accountability and transparency. The
old methods of recruiting, retaining, training, and promoting employees are inadequate to meet the
challenges of today and the future.
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Another area that organizations need to observe is deregulation and its effects. Deregulation may seem to
be a positive influence for an industry. However, the competition from new companies entering the
marketplace, with state of the art technology, may end up putting established companies out of business.
The companies that remain could view this as a positive for their succession planning to fill their key
roles.

Mergers and acquisitions, while eliminating duplication of top level positions, also create opportunities to
put the best of the best in the surviving company’s key executive roles. These events also result in more
talent in the pool for other top level positions. Company priorities, such as a focus on diversity or the
promotion of women into top level positions will further influence a company’s succession plan.

Market trends and the economy influence decisions made by CEO’s on a daily basis. When the economy
is growing, business grows. CEQ’s, and everyone else’s jobs seem secure. However, when the economy
is experiencing a downtown, a corporation’s board may believe that their CEO is underperforming and
may look for a replacement.

According to the Bureau of Labor Statistics, the workforce population between 25 and 44 years old — the
prime executive development ages — is suffering a steady decline (Watkins, 2007). Birthrates are also
declining. This workforce transformation and these trends must be considered. People may be living and
working longer but that doesn’t mean they will still have the ability to be productive workers into their
old age.

Watkins (2007) suggests these potential solutions to become an employer of choice:

. Make the company an attractive place for aspiring managers by creating
opportunities for growth of responsibilities earlier.

. Accelerate leadership development by implementing processes that
speed up the development of heads of departments to general managers.

. Find ways to retain the best talent through incentives such as a CEO to

mentor or coach younger managers (Watkins, 2007, p 2).

In 2004, AXA Equitable, performed a workforce needs analysis to determine its leadership gap (Fox,
2008). The analysis revealed that over the next eight years, AXA would need to prepare close to 300
successors for executive positions. This analysis revealed a gap. There were not enough qualified
individuals to fill the positions that would become available due to turnovers, promotions and retirements.

The global conglomerate had more than 11,000 employees in the U.S. alone. AXA knew it needed to
increase its retention efforts immediately. AXA’s strategic plan then incorporated human resources to
begin meeting with the senior vice presidents and vice presidents to review employees’ performances and
identify emerging talents. Human resources then created a leadership plan to foster internal mobility and
develop these individuals into future executives.

SUPPLY AND DEMAND

The law of supply and demand suggests that where talent is scarce, the demand and thus the wages will
increase to obtain that talent. Demand for various goods and services determines the employment level in
the industries providing them (U.S. DOL, 2008). The Bureau of Labor Statistics (BLS) forecasts the
industries that will experience growth (table 1). Population ultimately determines the size of the labor
force. Future competition for top level executives in these industries will effect their current succession
plan.
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Human resource professionals are constantly evaluating their company’s wage rate to others. Businesses
consider national, local and industry specific data for comparison. All this data misses a crucial factor,
the quality of the applicant pool. To remain competitive, a company must have a solution that identifies
the supply of talent within the company’s current workforce and compare it against the demand of what it
will need for the future. If a company can address their needs through internal growth, they have
overcome a huge hurdle by knowing what they are getting.

Watkins (2007) explains how Johnson & Johnson addressed its leadership gap. Like many
companies, it suffered from the war for talent during the Internet boom. The company leadership
recognized that it had systemic problems with how it managed its high-potential employees and far
earlier than most companies, senior leadership at Johnson & Johnson understood that “sink-or-swim”
Darwinian leadership development was no longer viable, and that the ability to accelerate leaders into
new roles was a sustainable source of competitive advantage in increasingly dynamic global markets.
The result was a commitment on the part of senior leadership, as well as the board, to institutionalize
transition acceleration.

In today’s business environment, Johnson & Johnson rarely hires outsiders for positions at the Vice
President level and above. Instead the company focuses on hiring great people from the outside at the
manager level and then it pays extraordinary attention to the development and acculturation for them
to become leaders (Watkins, 2007).

INTERNAL VS. EXTERNAL

Companies that manage succession well understand that the process starts years before the event. They
know how to think outside the box. These companies may look internally for potential candidates to fill
their key positions from within to develop them to the level needed, as demonstrated by Johnson &
Johnson, but they may realize their needs can’t be met internally and know they must look for an external
candidate.

As Bower (2007) points out, both insiders and outsiders have strengths and weaknesses when they begin.
Employees know the company and its inner workings but may not recognize the need for change. New
ideas can come from the outside, but often times these newcomers don’t know the company well enough
to foster the changes needed.

There is price to develop talent from within. Resources must be dedicated early on in an employee’s
tenure and there is no guarantee they will stay on after you have invested time and money on them.
Buying talent from outside can be very costly. A company has to figure out how to calculate the return on
its investment. It may have to compare the net present value of buying talent against the cost of growing
that future talent.

Organizations realize how crucial succession planning is to their bottom line and have expanded their
strategy to take into account not only top level positions, but have broadened their plans to include mid-
level managers too (Davis, 2008).

SUCCESSFUL SUCCESSION

It may seem unimaginable, but more and more companies are having their executive leaders pick their
own successor from within the company. Instead of hiring someone from the outside that would take a
full year to understand the inner workings of the company, they breed their own. Companies realize that
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to be effective, you have to know the business and you have to know the players. In a fast changing,
competitive world, you can’t sacrifice a year (Flander, 2008).

As an example, Flander (2008) reports that General Mills’ chief human resource officer (CHRO)
recognized the ability of an emerging talent within the organization. Years before the CHRO was ready
to retire, he began to challenge his potential successor by taking him out of his comfort zone and by
adding responsibilities that he would eventually take over in the CHRO position. CHRO’s don’t grow on
trees and the competition for talented individuals makes it a winner take all atmosphere.

An essential element of this mentoring process is anticipating situations and giving your successor the
tools he or she will need to be successful in their position. Something as simple as taking the opportunity
to introduce the individual to board of director members can make the person comfortable when they later
have to present to the board. Acknowledging gaps in the person’s career and exposing them to situations
they have not experienced prior, will make their success all the more likely. The replacement will need to
manage contradictory tasks along with the ability to judge, identify, understand and know all the possible
solutions to a problem. This makes for a well-rounded replacement that has all the tools necessary to
make his tenure a success.

Companies have created innovative plans to provide the tools to grow and keep their talent. Verizon
Wireless provides college education onsite, offering classes toward associate, bachelors’ and M.B.A.
degrees (Yovovich, 2008). This is an expensive venture, but one that Verizon Wireless has determined to
provide the strategic direction the company is looking to obtain.

Companies that view education as an investment and a logical step in their succession plan are seeing this
investment pay off. Their employees recognize that they can become strategic planners, managers, and
future leaders of their company (Yovovich, 2008). It is imperative to remember that succession planning
is a continual process, with organizations creating a continuing cycle.

Although technology is not required to complete the tasks associated with succession success, many
companies are moving their succession planning toward automation utilizing technology. Technology
has created efficiencies and consistence to assist in succession planning.

CONCLUSION

The human resource professional has come a long way from just monitoring policies and

procedures to being a strategic partner in the plan of an organization. A partner that develops and fosters
a systematic plan to forecast potential talent shortages in a company’s critical roles, a partner that plays a
key part in the successful replacement for that role. The board of directors and shareholders breathe a
collective sigh of relief when they know a successor is ready to step in when a CEO retires.

Succession planning focuses on growth through natural forces, but in times of uncertainty a reduction in
the workforce is a common occurrence. When an organization is cutting back, it must ask some of the
same questions when eliminating positions: Is management well equipped to carry out the procedure?
How will the company justify its actions? What is the goal, short-term benefits or long-term advantages?

Whether the economy is experiencing a peak or a valley, every organization needs a successful strategy
for acquiring, developing and retaining talent. As the talent pool shrinks business leaders will continue to
recognize that employees are their most important assets.
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CAPM AND APT VALIDATION TEST BEFORE,
DURING, AND AFTER FINANCIAL CRISIS IN
EMERGING MARKET: EVIDENCE FROM INDONESIA
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ABSTRACT

Due to dynamic challenge in stock market risk and return measurement, financial practitioners and
academics are quite concerned with the development of asset pricing studies. Moreover, validity of the
existing theories in the recent Asian financial difficult years stimulates another challenge to the
discipline. This paper attempts to investigate the ability of CAPM and APT in explaining excess returns of
portfolio of stocks traded in Jakarta Stock Exchange (JKSE). The study assesses validation of the theories
using data from 3 different periods of the associated economic circumstances, i.e. pre-crisis period
(1992-1997), crisis period (1997-2001), and post-crisis period (2001-2007). Our finding shows that Beta
is not the single factor that can explain the portfolio excess returns. At the same time, APT is proven to be
able to vindicate the portfolio excess returns in the observation periods, in which the excess return
averages are found to be consistently negative. We also find that spread is constantly significant variable,
while risk-premiums vary over the observation periods.

KEYWORDS: CAPM, APT, Financial Crisis
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THE DEVELOPMENT OF IT TOURISM IN EAST BALI

Rudyanto Bambang, Wako University
Gde Ketut Warmika, Udayana University

ABSTRACT

Bali Island is one of the most famous tourist destination in the world. The most developed area for coastal
tourism industries are Kuta, Nusa Dua and Sanur, which are located in South Bali. Previously, East Bali
such as Padangbai, Candidasa and Tulamben were also attractive for marine tourism, but due to the
coastal erosion and the terrorist attack, the tourism sector is getting worse. The coming tourist declining
year by year, and the tourism industries which focused only on marine tourism are collapsed. On the
other hand, nearly half population of the East Bali, known as Karangasem Regency are still living below
the poverty line. By concerning these situations, we are proposing a tourism development project which
based on Information Technology (IT). The objective is to develop the area as a center of IT, not only for
Indonesia, but also for the world. The network infrastructure will be equipped with the high speed
internet, so that the IT specialist from abroad will be welcomed as a tourist, to bring order of computer
programming. While the specialist take a vacation, Indonesian group of programmer will continue to
complete the order, so that when the specialist finish the vacation the program will be completed. The
methodology is re-develop the current tourism industries to be IT friendly and environmental friendly
area. The development of IT Tourism will bring the area in better economical standard and keep the good
environment in East Bali.
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STUDY OF APPROPRIATE FORMATS AND EXPECTED
TRENDS
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ABSTRACT

The retail sector and its environment have experienced radical changes in the last decade. Most of the
challenges are due to changing demographic, social, politic, business climate, and absolutely the rapid
growing of world-class retailer such as Wall Mart, Carrefour, K-Mart, etc. This paper examines the
relative importance of the various products purchased at organized retail outlets and the choice of
format, the consumer has, when he or she decides to buy a particular product. The paper also
discusses the expected development of organized retail in the future, focusing on aspects with
potential effect on purchasing behavior among the consumers. It has been found that all items are
not equally important to be sold at organized retail outlets and that various products need specific retail
formats.

JEL: M 31
INTRODUCTION

Retailing in India is currently estimated to be USD 200 billion, of which organized retailing (i.e. modern
trade) makes up approximately 3 percent or USD 6.4 billion. Organised retail is expected to grow at 25-
30 percent p.a., and is projected to attain USD 23 billion by 2010. At these levels, organised retail would
constitute up to 9 percent of overall retail sales.

In modern retailing, a key strategic choice is the format. Innovations in formats can provide an edge to
retailers. Post-World War II, the key demographic trend was migration away from the city-centre towards
the suburbs. This led to the emergence of the 'shopping centre', a cluster of outlets in a location offering a
range of merchandise catering to most needs of the immediate suburb, offering a range of services from
saloons to cafes, newsstands and grocery stores. The 50s saw the emergence of the 'enclosed' shopping
mall, providing an end-to-end shopping and entertainment experience from food courts, theatres to
shopping outlets.

It may be difficult to transplant a successful international format directly and expect a similar
performance. Local conditions and insights into the local buying behaviour have to shape the format
choice. A good point to note in the retailing industry today is the level of experimentation happening
locally in terms of formats. Players like Subhiksha is providing convenience with discount on goods,
while internationally convenience formats typically charge a premium over the market prices. Similarly,
ITC is experimenting with a model which brings together a two way flow of goods in the retail outlet -
farmers sell their produce and purchase goods to fulfill their consumption needs. While the experience of
these retailers as they scale up beyond their current geographies may provide new insights and lead to
modification or fundamental re-engineering of their formats in future, such experimentation and
identification of an appropriate format for the local conditions would differentiate winners from losers in
Indian retail market of the future.
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REVIEW OF LITERATURE

In retail perspective, the flow of good and service is related with classical economics theory, which
always tried to find an equivalent point between maximizing producer’s profit and consumer’s utilization.
Some of journals tried to find a relationship between retail activities and society, such as Howard (1933),
Nystrom (1948) and Severa (1943). In his writing, “The whole Truth in Retail Advertising”, Howard
(1933) explained how retail advertising activities affected to society behavior changing, so he though that
“manipulative advertising” can destroy social’s society structure. Nystrom (1948) said about the
minimum wage in retailing and Severa (1943) has shown the US Retail Credit in Wartime. The discussion
about retail and its effect to society in this era (1925-1945) is telling about retail planning after World
War II, price policy strategies and fulfills the needs of society after war.

Copeland (1942) in his commodity theory suggested the need to classify goods and services, based on
consumer needs in order to make distribution to be easy. Zanna and Fazio (1982) and Ajzen (1989) point
out that an evaluative dimension is a common feature of all the definitions of attitude. Shim et al. (2001)
indicate that an attitude toward a behavior can be recognized by an individual’s positive or negative
evaluation of a relevant behavior, which comprises a person’s beliefs regarding the perceived outcomes of
performing the behavior. From this perspective, knowledge of consumers’ attitudes can help explain the
reasons behind their favorable and unfavorable evaluations of an object or a behavior; for example, why
consumers do or do not buy products of particular brand names or shop at certain types of store formats.

To know about the most appropriate formats for shopping of various products, Urbany, Dickson, and
Kalapurakal(1996) and Ailawadi, Neslin, and Gedenk(2001) have specifically developed a scale for
measuring attitude toward grocery shopping. Childers et. al. (2001) developed a scale to measure attitude
towards shopping that utilizes a technological device. Donthu and Gilliland (1996); Donthu and Garcia
(1999); Beatty and Ferrell (1998); Reynolds and Beatty (1999) and Ellis (1995) have observed that
shopping enjoyment actually pertains to the “affective” aspect of the shopping attitude which leads to
know about the fit match about the types of product and the appropriate retail format.

Specialized retailers, are developing rapidly in segment s such as consumer durables and white goods,
books, music, lifestyle goods, household furnishings, healthcare and beauty. In the late 80°s there were
approximately 300 different types of cars, 400 brands of beer, and 21000 products in the average super
market in the United States (McKenna, 1988). Literature in marketing and related behavioral sciences
suggests a breadth of consumer motives for shopping. The idea that consumers are motivated by more
than simply the utilitarian motive to obtain desired items has been acknowledged at least as far back as
the 1960s by Howard and Sheth (1969).

Through the present study, and attempt has been made to highlight the most important products being
sought to be shopped at the modern retail outlets and the appropriate formats for their sales. The study
may prove useful for the organized retailer to understand the consumers’ preferences for various products
and the appropriate retail formats.

Objectives of the Study

1. To know the relative importance of the various consumer products being purchased at
organized retail outlets.

2. To know the appropriate retail formats for each of the selected items.

3. To have an insight about the future trends of organized retail in India.

Hypothesis

1. All the items being purchased at organized retail outlets are equally important.
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2. All types of retail formats are equally appropriate for all items being sold at organized retail
outlets.

3. Organized retail has great potential in India.

METHODOLOGY

The scope of this study was confined to the organized retail sector and the respondents were selected from
the National Capital Region (NCR) Delhi. The study is based on primary as well as secondary data. The
data was collected from two hundred and thirty shoppers through the convenient sampling. These
shoppers were either inside the mall or walk in customers. For obtaining the responses, a five point Likert
scale has been used. Factor analysis and ANOVA has been applied to analyze the data and inferences
have been drawn on the basis of the results so obtained. By using SPSS 11.5 version software, the results
are obtained.

RESULTS

In order to find out the relative importance of the various products important for selling through organized
retail, various studies conducted in the past were gone through and according to India Retail Report 2007,
13 items have been suggested to be important for sales through organized retail outlets. For the present
study all these 13 items were included to know whether all these items were equally important for selling
through organized retail.

The responses obtained were put to factor analysis and the results so obtained were subjected to Kaiser-
Meyer-Olkin (KMO) measure of sampling adequacy and Bartlett’s test of sphericity tests. The null
hypothesis is rejected by the Bartlett’s test of Sphericity. The approximate chi-square value in this case is
545.056 with 78 degrees of freedom, which is significant at the 0.00 level. The value of the KMO
statistics (0.533) is also large (>0.5).Hence, all products are not equally important to be sold out at
organized retail outlets.

From table 1, it is evident that the first five variables represent 61.183 % of variance. Therefore, only
these five factors with the variance greater than one are retained and the other factors are not included in

the model. Thus, we extract only five factors from the thirteen initially selected variables.

Table 1: Total Variance Explained

Component Initial Eigenvalues Extraction Sums of Squared
Loadings
Total % of Cumulative  Total % of Cumulative
Variance % Variance %

1 2.379 18.303 18.303  2.379 18.303 18.303
2 1.825 14.041 32.344  1.825 14.041 32.344
3 1.464 11.260 43.603 1.464 11.260 43.603
4 1.186 9.120 52.723 1.186 9.120 52.723
5 1.100 8.459 61.183 1.100 8.459 61.183
6 995 7.655 68.838
7 924 7.107 75.945
8 735 5.651 81.595
9 .655 5.041 86.636
10 .604 4.650 91.285
11 .536 4.121 95.406
12 423 3.252 98.658
13 174 1.342 100.000

GCBF ¢ Vol. 4 ¢ No.1e 2009¢ ISSN 1941-9589 ONLINE & ISSN 1931-0285 CD | 90



Global Conference on Business and Finance Proceedings ¢ Volume 4 ¢ Number 1 2009

The results obtained are depicted in table 2 below.

Table 2: Rotated Component Matrix

Retail Segments Component
1 2 3 4 5

Food and grocery -.025 -.756 .009 -.228 .041
Health& Beauty Care Services 914 -.013 .009 .030 151
Clothing, Apparels and accessories 153 780 -.003 -.160 .003
Books, Music and gifts 444 .044 -.074 .007 .659
Furnishing and Home Furnishing 329 319 457 .090 -.296
Jewellery -.124 190 -.018 172 -.533
Footwares .030 276 124 706 -.072
Catering services .841 154 .083 -.098 .095
Entertainment -210 443 132 230 .622
Watches .143 -034  -452 .557 -.161
Pharmaceuticals 202 -.129 .652 117 .102
Consumer Durables, Home 317 219 -.183 -.547 -.114
appliances

Mobile, accessories & Services -.142 .067 .807 -.004 -.048

The following five components (table 2) may be extracted:
Component 1: Health and beauty care services; Catering Services.
Component 2: Clothing, apparels and accessories; Food and grocery.
Component 3: Mobile accessories and services; Pharmaceuticals.
Component 4: Footwares; Watches.

Component 5: Books, music and gifts; Entertainment

Relative Importance of Retail Segments

The following Table 3 depicts the various retail segments in their descending order of importance for
purchase through organized retail. The order of importance for various items for organized retailing
are food and grocery; Clothing, apparels and accessories; Catering services; Health and beauty care
services; Pharmaceuticals, Watches; Mobile, accessories and services; Books, music and gifts;
Footwares; Entertainment.

APPROPRIATE RETAIL FORMATS FOR EACH OF THE SELECTED ITEMS

In order to know whether all types of retail formats are suitable for all the retail segments are not, the
responses obtained were put to ANOVA (Analysis Of Variance test). The results obtained depicted that
only the variables Health and Beauty Care Services and Catering Services have level of significance is
greater than .05. Hence, the null hypothesis is accepted only for these two items and it implies that any
type of retail format is suitable for the above mentioned two services. For the remaining variables,
significance level is calculated to be less than .05.

Further, in order to know the most appropriate retail format for the selected items, mean and standard
deviation of the obtained data was calculated. On the basis of this data, the most appropriate retail format
in case of the various retail segments are given below. Food and grocery-Supermarket; Health and beauty
care services-Supermarket; Clothing and Apparels’-Mall; Books; Music and Gifts-Convenience store and
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Mall; Catering services-Mall; Entertainment-Mall; Watches-Hypermarket; Pharmaceuticals-Hypermarket;
Mobile, accessories & Services-Hypermarket; Footwares-Departmental store.

Table 3: Relative Importance of Retail Segments

Retail Segments N Mean Std. Deviation Variance
Food and grocery 230 3.3522 1.15686 1.338
Clothing, Apparels and accessories 230 3.2478 1.08759 1.183
Catering services 230 3.1261 96068 923
Health& Beauty Care Services 230 3.0217 93194 .869
Pharmaceuticals 230 2.8522 .94609 .895
Watches 230 2.7957 1.10851 1.229
Mobile, accessories & Services 230 2.7913 1.05727 1.118
Books, Music and gifts 230  2.6174 .89718 .805
Footwares 230 2.5739 1.22607 1.503
Entertainment 230 2.2391 1.21822 1.484

Emerging Trends in Retailing

In order to know the expected future trends, opinions of various experts were obtained and an analysis of
the same was made. The following observations, after generalization, were made. It was pointed out by
many experts that there are, now, revolutionary changes in the marketing of twenty-first century. Today’s
market place is characterized as “the age of diversity”, in which consumers demand and get tremendous
variety in the products and services. Customers can provide large number of new ideas, which companies
may not think on their own. The retail market in India offers tremendous potential and is growing fast.
The retail boom in India brings tremendous opportunities for foreign as well as domestic players

It was observed that some of the experts had hesitantly opined that the position of retail sector in India
may be somewhat affected due to economic crisis in the developed nations. However, it was opined that
the world, till recently, looked at India as the nation of the future, more significantly in Retail Sector.
With the changing face of retail, the Indian consumer went in for a rapid transformation. It was also
transpired during discussions that the global financial meltdown has started having its impact on the
Indian economy. With the industrial production hitting a low of 1.3 percent, almost all sectors have now
started severe cost-cutting, including laying-off employees. Across all-sectors-manufacturing, retail,
realty, IT and BPO, banking and financial services, the focus is now on trimming down the employee
strength. The region is no different, with the number of employees losing their jobs getting higher day-by-
day.

Many respondents have opined that in spite of all these difficulties the Indian retail sector remains one the
most attractive emerging retail markets of the world. An 8-9 per cent GDP growth rate, a booming
consumer market led by a 300 million strong English speaking middle-class, an immense untapped
economic potential and a conducive investment climate are just some of the reasons that the Indian
shopper is very much sought after.

CONCLUSION

In India, a consuming class is emerging owing to the emergence of the increasing income levels and dual
career families with high disposable incomes. With the retailers eyeing their presence in the market, it is
pertinent for them to identify the target shoppers as well as to identify the prime factors of enjoyment in
shopping. The results reveal that a majority of the consumers are pro shoppers which mean that they feel
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enjoyment while shopping. Their key interests include getting product ideas or meeting friends. They also
view shopping as a means of diversion to alleviate depression or break the monotony of daily routine. In
addition to this, they also go shopping to have fun or just browse through the outlets.

There are revolutionary changes in the marketing of twenty-first century. Today’s market place is
characterized as “the age of diversity”, in which consumers demand and get tremendous variety in the
products and services. Understanding customers’ perceptions, attitudes, desires, aspirations and
expectations has become very important for the marketers to survive. Customers can provide large
number of new ideas, which companies may not think on their own. The retail market in India offers
tremendous potential and is growing fast. The retail boom in India brings tremendous opportunities for
foreign as well as domestic players.

The recent starting of global meltdown is not expected to have any severe effect on Indian economy in
general and hence organized retail in particular because it has good fiscal as well as revenue policies and
a well developed banking system and network. It is expected that India may have to face the heat but it
may not lead to its melting down.

REFERENCES

Ailawadi, K.L., Neslin, S.A. and Gedenk, K. (2001), “Pursuing the value-conscious consumer: store
brands vs national brand promotions”, Journal of Marketing, 65(1), pp 71-89.

Ajzen, 1 (1989), “Attitude structure and behavior”, in A.R. Pratkanis, S.J. Breckler, and A.G. Greenwalds
(Eds.), Attitude Structure and Function, Hillsdale, NJ: Lawrence Erlbaum, pp 241-274.

Beatty, S.E. and Ferrel, EM (1998), “Impulse buying: Modeling its precursors”, Journal of Retailing,
74(2), pp 169-191.

Childers, T. L., Carr, C. L., Peck, J., & Carson, S. (2001) “Hedonic and utilitarian motivations for online
retail shopping behavior”, Journal of Retailing, 77(4), pp 511-535.

Copeland, Morris A. (1942), “A Social Appraisal of Differential Pricing,” Journal of Marketing, 6(April),
pp-177-84.

Donthu, N and Gilliland, D. (1996), “The Infomercial Shopper”, Journal of Advertising Research, 36(2),
pp 69-76.

Donthu, N and Garcia, A. (1999), “The Internet Shopper”, Journal of Advertising Research, May-June,
pp 52-58.

Ellis, Kristy (1995), “The Determinants of the nature and types of customer-salesperson relationships in a
retail setting: An Empirical study”, doctoral dissertation, Tuscaloosa, AL: The University of Alabama.

Howard, William (1933), “The Whole Truth in Retail Advertising,” Journal of Retailing, 9 (October),
pp79-82.

Howard, J.A., Sheth, J.N. (1969), The Theory of Buyer Behavior, John Wiley & Sons, New York, NY.
McKenna, Regis (1988), “Marketing in an age of diversity”, Harvard business review, September-

October, pp 88-95.
Nystrom, Paul N. (1948), “The minimum Wage in Retailing,” Journal of Retailing, 24(February), pp.1-5.

GCBF ¢ Vol. 4 ¢ No.1e 2009¢ ISSN 1941-9589 ONLINE & ISSN 1931-0285 CD |93



Global Conference on Business and Finance Proceedings ¢ Volume 4 ¢ Number 1 2009

Severa,R.M. (1943), “ Retail Credit in Wartime,” Journal of Retailing, 19 (April), pp. 35-40.

Shim, S., Eastlick, M. A., Lotz, S. L., & Warrington, P. (2001), “An online pre-purchase intentions
model: The role of intention to search”, Journal of Retailing, 77(3), pp 397-416.

Reynold, K.E and Beatty, S.E. (1999), “A relationship customer typology”, Journal of Retailing, 75(4),
pp 509-523.

Urbany, J.E., Dickson, P.R., and Kalapurakal, R (1996), “Price search in the retail grocery market”,
Journal of Marketing, 60(April), pp 91-104.

Zanna, M. P., & Fazio, R. H. (1982), “The attitude-behavior relation: Moving toward a third generation of
research”, in M. P. Zanna, E. T. Higgins, & C. P. Herman (Eds.), Inconsistency in social behavior, the
Ontario symposium vol. 2 , Hillsdale, NJ: Lawren ce Erlbaum, pp. 283-301

BIOGRAPHY

Dr. B.B. Goyal is a reader at University Business School, Panjab University, Chandigarh. He holds
Mas