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Introduction:

Organizational stress is rooted in the fact that there
is dynamically changing structure of workforce, an
increased utilisation of information and communication
technology, globalisation of the economy and increased
flexibility of work. Managers run at particularly high
risk of experiencing excessive mental workload because
of the emotional demands they face in their daily jobs
resulting from interactions with people i.e. team
members as well as outsiders. They have the
responsibility to meet the organizations’ goals and
objectives as well as keep their team members and
subordinates in a healthy frame of mind. They have
to shield their teams and at the same time ensure
that quality and quantity of work is not compromised.
Such issues are more visible today than they were
decades ago. Today the focus of human resource
departments is on the maximum utilization of the human
resource at work. A manager’s role in the organization
is very critical and challenging. He has to motivate
employees to work harder, ensure that their jobs are
appropriately designed, resolve conflicts, evaluate their
performance, and help them set goals to achieve
rewards. He needs to have an understanding of personal
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Abstract

The study is designed to study about the role of emotional intelligence in resilience behavior of corporate
executives. Corporate executives face a lot of business pressure as well as family pressure. It is essential
to investigate how corporate executives bounce back to their normal business and succeed in their professions
tackling business and family pressures and to study about the role of emotional intelligence in resilience
behavior of corporate executives. The study employed survey method of data collection using structured
questionnaire. According to Krejcie and Morgan (1970), the minimum number of sample size was determined
as 321 employees. The study has employed Structural Equation Modeling Path Analysis to find out the

role of emotional intelligence in resilience behavior of corporate executives.

needs and motives, how to improve decision-making
capabilities, how to respond to and control stress, how
to better communicate with a variety of colleagues,
peers, and co-workers inside the organization and
suppliers, customers, competitors, government officials,
representatives of citizens’ groups, union officials, and
potential joint venture partners outside the organization.
Facing such challenges may lead to stress.

Individuals under stress are unable to relax, become
irritable and face problems like lack of concentration.
They also have sleep difficulties and feel anxious and
tired all the time. They find it difficult to take decisions
and think logically. They show symptoms of lack of
commitment and are unable to enjoy work. Individuals
who can control their emotions can succeed and achieve
miracles in personal and work life. The essence of
emotional intelligence is “ability of individuals to manage
their emotions as well as others”.  From this, one
can understand that emotional intelligence plays
considerable role in balancing emotions and bouncing
back to normal business when the individuals face
stressful unexpected situations in business life and
personal life.
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Need for the Study:

Keeping the above background, it is essential to
investigate about how do corporate executives bounce
back to their normal business and succeed in their
professions tackling business and family pressures and
to study about the role of emotional intelligence in
resilience behavior of corporate executives.

Objectives of the Study:

Basic objectives of this study are as follows;
• To find out and analyze the relationship between

emotional intelligence and psychological resilience
of corporate executives in relation to gender,
age, religion and total work experience of
corporate executives

• To investigate the effect of emotional intelligence
on psychological resilience of corporate
executives in India

• To investigate the effect of emotional intelligence
on psychological resilience of corporate
executives in India in relation to gender, age,
religion and total work experience.

Review of Literature:

Resiliency is described as individual’s response to
stressful events of life or continuous confrontation of
stress (such as war and sexual abuse). Resilient people
are highly compatible with their environmental stressful
factors. Compatibility of people is due to the combination
of context/ecological interaction and organic growth.
However, resiliency is multi-dimensional. A person may
be resilient in one aspect, but less resilient in the others.
Luther et al. declared that some children showed
adequacy in some aspects but have problems in the
others. In a study on high educational resilient students
that had experienced misbehavior, Kaufman et al. showed
that 21% of them had social resiliency.

In recent years, positive psychology approaches, with
the theme of human capabilities and talent, has privileged
the researchers in the field of psychology. One of
the structures in positive psychology is psychological
resiliency. Resiliency is conceptualized as one of the
main structure for the understanding of character
motivation, emotion and behavior. Resiliency is a person’s

ability to balance the biological, psychological - spiritual
aspects in dangerous situations. Werner and Smith
identified  resiliency as “Man self-correcting
mechanism”. In addition to Werner’s view (1997)
resiliency is, regardless of the risks, the potential factor
for everyone to make a change. Block (2002) believed
resiliency as adaptability skill per environmental
conditions. The overall effective factors in resiliency
include internal factors personality traits, intelligence,
etc and external factors family, school, etc. One of
the internal factors is emotional intelligence.

The terms of emotional quotient used for the first time
by Salovey and Mayer (1990), which referred to
intelligence in what people recognize feelings, motivate
and manage emotions in life. Relating to management,
Goleman (1995) mentioned that a person with high
IQ makes a brilliant teacher financial analyst, but high
IQ combined with high EQ creates us to be the leader
of it. It seemed that IQ consisting verbal, numerical,
and thinking skills important for effective leadership.
However, EQ has more specific function to control
negative things. According to Wilding (2007) that
emotional quotient or EQ is very important to human
beings as one solution for them to be successful with
other people. It is because emotional quotient or EQ
consists of “high quality of soft skills”. Further, Goleman
(1998) noted that, more emotionally intelligent persons
are categorized as succesful in their communication.

Ahuja (2011) cites the employees who can better
understand themselves and others and be able to better
manage their feelings and respond according to the
situation will undoubtedly perform better in their jobs;
and according to this author, this capability of an individual
can be called EI. Whereas Yadav (2011) believes EI
is someone’s ability to acquire and apply knowledge
from his/her emotions and the emotions of others in
order to be more successful and lead a more fulfilling
life; meanwhile people with a higher EI are better
performers than those with lower ones. There is indeed
substantial evidence for the positive, life-enhancing
aspects of EI, with positive associations of the same
being found with happiness, life satisfaction,
psychological health, and social network quality and
size. Rani’s 2012 study defines an individual’s EI as
an indicator of how he or she perceives, understands
and regulates emotions. In addition, according to Abdullah
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(2012), an individual with high EI has the ability to
deal with people and situations with a positive attitude
towards all aspects of life and has the ability to command
respect by building relationships.

Based upon Varatharaj & Vasantha (2012), the
relationship between personal and professional life can
be achieved through EI and that it is required to maintain
a balance between private and professional life. EI
is essential for the accomplishment of day-to-day
objectives of life, which are a challenge to everyone.

Research Model and Hypotheses of the Study:

Figure 1.

1. H0: There is no significant relationship between
emotional intelligence and psychological
resilience of corporate executives

2. H0: There is no significant impact of gender, age,
religion and total work experience on emotional
intelligence of corporate executives

3. H0: There is no significant impact of gender, age,
religion, total work experienceand  emotional
intelligence on psychological resilience of
corporate executives

Research Methodology:

Statistical Population
Statistical population of this research is the corporate
executives in India. Referring to the Krejcie and Morgan
(1970) table, the minimum number of sample size was
determined which were about 321 people and the study
used snow ball sampling for this research. After the
distribution of 400 questionnaires, 321 filled
questionnaires were gathered from corporate executives.
Questionnaire were distributed in person as well as

 

Emotional 
intelligence 

Psychological 

resilience 

Gender 

Age 

Religion 

Total work 
experience 

through email across India to obtain data from corporate
executives.

Table – 1: Description of the Respondents

No. Particulars No. of Percentages
Respondents

1. GENDER
Male 150 46.7
Female 171 53.3
Total 321 100

2. TOTAL WORK EXPERIENCE
Up to 5 years 73 22.7
6 – 10 years 119 37.1
11 years to 20 years 94 29.3
More than 20 years 35 10.9
Total 321 100

3. EXPERIENCE IN THE
PRESENT ORGANISATION
Up to 3 years 76 23.7
4 to 7 years 124 38.6
8 years to 10 years 101 31.5
More than 10 years 20 6.2
Total 321 100

4. EDUCATION
Up to HSC/Diploma 106 33.0
Under Graduation 120 37.4
Post Graduation 95 29.6
Total 321 100

5. AGE
Up to 25 years 75 23.4
26 years to 40 years 114 35.5
41 years to 50 years 88 27.4
More than 50 years 44 13.7

Total 321 100

Instrument
In order to collect the necessary data and to test the
hypotheses of the study, a well structured questionnaire
was used. The questionnaire consists of two sections.
First section includes 10 questions about demographic
information of the respondents.

Second section contains 16 statements of Likert’s  five
point scale representing happiness, control, optimism,
mindfulness and flow, hardiness, communications,
relationships and compassion and empathy to measure
psychological resilience of corporate executives. Further,
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third section contains another 24 statements of Likert’s
five point scale representing self awareness, social
awareness, self management and social skills to measure
emotional intelligence of corporate executives.

Reliability
For reliability evaluation, the study utilized Cronbach’s
alpha. The Cronbach’s alpha reliability of all the variables
were more than 0.7 (á>0.7) which indicates that all
the scales demonstrated good reliability.

Table. 2: Reliability

Instrument Numbers Cronbach’s alpha
co-efficient

Emotional intelligence 24 .830
Psychological resilience 16 .905

Validity

This research used factor analysis for considering the
structure of research. Confirmatory Factor Analysis
(CFA) was used to investigate the construction of the
questionnaire. Factor analysis depicted that all the
mentioned criteria have been measured in these
questionnaires.

Results and Discussion:
Structural Equation Modeling (SEM)

Structural Equation Modeling (SEM) is a statistical
technique for testing and estimating causal relations
using a combination of statistical data and qualitative
causal assumptions. Structural equation models (SEM)
allow both confirmatory and exploratory modeling which
means that they are suited to both theory testing and
theory development. Confirmatory modeling usually
starts out with a hypothesis that gets represented in
a causal model.

The concepts used in the model must then be put
into operation to allow testing of the relationships
between the concepts in the model. The model is tested
against the obtained measurement data to determine
how well the model fits the data. The causal assumptions
embedded in the model often have falsifiable implications
which can be tested against the data.

One of the strengths of SEM is the ability to construct
latent variables: variables that are not measured directly,
but are estimated in the model from several measured
variables, each of which is predicted to ‘tap into’ the
latent variables. This allows the modeler to explicitly
capture the unreliability of measurement in the model,
which in theory allows the structural relations between
latent variables to be accurately estimated. Factor
analysis, path analysis and regression all represent
special cases of SEM.

In SEM, the qualitative causal assumptions are
represented by the missing variables in each equation,
as well as vanishing co-variances among some error
terms. These assumptions are testable in experimental
studies and must be confirmed judgmentally in
observational studies.

In this study, in order to find out the relationship among
and impact of emotional intelligence and psychological
resilience of corporate executives, a path analysis in
Visual PLS was carried out.

Path Analysis

In contrast to the separate regressions approach, a
statistical technique known as path analysis (or
simultaneous equations) can be used to obtain both
the path values (estimated ˆâ) for the model and a
test of the overall model fit. This technique is actually
a special case of SEM, one that only involves observed
variables, so it will be discussed in some detail.

The goal of path analysis, and more generally of SEM,
is to see how well our proposed model, which is a
set of specified causal and non-causal relationships
among variables, accounts for the observed relationships
among these variables.

The observed relationships are usually the co-variances,
summarized in the sample covariance matrix, which
will be called S. If the researcher could measure
everyone in the population, he would obtain the population
covariance matrix, Ó. Of course he cannot do that,
but S serves as a good estimate of Ó, and this estimate
gets better as the sample grows larger. The most
important idea in SEM is that under the proposed model,
the population covariance matrix Ó has a certain
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structure; that is, some of its elements are functions
of other elements or other parameters in the model
(such as regression coefficients).

If one estimates these more basic parameters from
the data, he can compute an estimate of the population
Co-variance matrix (call it Ó

1
) that is based on the

assumed model as well as the data. When the model
is true, S and Ó

1
 are estimates of the same thing,

namely Ó. When the model is false, they are not.
Thus, one can evaluate model fit by comparing S and
Ó

1
 as estimated from the sample.

Reliability Analysis for the Research Model:

Table. 3
Reliability Analysis for the Research Model

Construct Composite AVE Cronbach
Reliability Alpha

Emotional intelligence 0.9727 0.5994 0.9700
Psychological resilience 0.9532 0.5651 0.9424

The scale reliability statistics of the constructs showed
composite reliability of 0.97 and 0.95 for emotional
intelligence and psychological resilience respectively.
These composite reliability scores are above the
recommended level of 0.70. Composite reliability has
been the internal consistency measure developed by
Fornell & Larcker which is similar to Cronbach’s alpha.
To assess the discriminate validity, Average Variance
Extracted (AVE) suggested by Fornell & Larcker has
been used. AVE has been 0.59 and 0.56 for the variables
‘emotional intelligence’ and ‘psychological resilience’
respectively against 0.5 which is the required level
of AVE. Cronbach’s alpha coefficient greater than 0.7
is acceptable and Cronbach’s alpha coefficient for the
variables emotional intelligence and psychological
resilience are 0.97 and 0.96 respectively. Therefore,
the variables are highly reliable to be used in the research.

Table.4
Correlation Analysis for the Research Model

Correlation Emotional Psychological
intelligence resilience

Emotional intelligence 1.000

Psychological resilience 0.962 1.000

The above table 4 shows correlation among core
variables of the study namely emotional intelligence
and psychological resilience. The important correlation
characteristics prevailing among the core variables,
considered for the research model, are summarized
below.
1. Emotional intelligence is positively correlated with
psychological resilience (0.962).

From the correlation analysis, it can be observed that
emotional intelligence and psychological resilience are
positively correlated with one another which show the
strength of the research model. Further, the correlation
analysis rejects null hypotheses 1. Therefore, it can
be concluded that there is a significant relationship
between emotional intelligence of corporate executives
and their psychological resilience.

The tested model of the path analysis is given below:

Figure. 2
Tested Sem Path Analysis Model

The tested path analysis model reveals the following
relationship among core variables of the study when
beta values are compared:
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1. Emotional intelligence strongly and positively
influences psychological resilience of corporate
executives (Beta value: 0.964) than gender, age,
religion and the total work experience of corporate
executives.

2. Among chosen demographic and work related
variables, age alone influences psychological
resilience of corporate executives significantly
(Beta value: 0.013) and other variables namely
gender, religion and total work experience do
not influence psychological resilience significantly
which is evident from their beta values which
were negative.

3. Among chosen demographic and work related
variables, religion and total work experience
influence emotional intelligence of corporate
executives significantly (Beta values: 0.009 and
0.029 respectively) and other variables namely
gender and age do not influence psychological
resilience significantly which is evident from beta
values which are negative.
Further, the tested path analysis model depicts
the impact of gender, age, religion, total work
experience and emotional intelligence on
psychological resilience of corporate executives
and also finds the impact of gender, age, religion
and total work experience on emotional intelligence
of corporate executives.

Impact of gender, age, religion, total work
experience and emotional intelligence on
psychological resilience of corporate executives:

The tested path analysis model reveals that gender,
age, religion, total work experience and emotional
intelligence influence psychological resilience of
corporate executives to the extent of 92.7%
(R2–0.927).

Impact of gender, age, religion and total work
experience on emotional intelligence of corporate
executives:

The tested path analysis model discloses that gender,
age, religion and total work experience influence the
emotional intelligence of corporate executives in relation
to spiritual intelligence to the extent of 1.7%
(R2–0.017).

The above results reject the null hypotheses 2 and
3. Therefore, it can be concluded that there is a significant
impact of gender, age, religion, total work experience
and emotional intelligence on psychological resilience
of corporate executives and there is a significant impact
of gender, age, religion and total work experience on
emotional intelligence of corporate executives.
Further, it can be understood that gender, age, religion
and total work experience influence psychological
resilience of corporate executives to the minimum extent,
but, along with emotional intelligence, these variables
influence psychological resilience of corporate
executives strongly and the conceptual research model
of this research is proved and validated.

Conclusion:

The aim of the present study is to investigate the
relationship among emotional intelligence and
psychological resilience of corporate executives in India.
Further, the study intends to analyze the impact of
emotional intelligence on psychological resilience of
corporate executives in relation to gender, age, religion
and total work experience. The study found that there
is a positive relationship among emotional intelligence
and psychological resilience of corporate executives
and also found that there is a significant impact of
emotional intelligence on psychological resilience of
corporate executives in relation to gender, age, religion
and total work experience of corporate executives.
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Introduction:

Indian tea industry has a 170 year old history and
since then it is contributing to the country’s national
income (Hazarika, 2011). Further it needs to be
mentioned that the production of tea during the year
2013 in India had touched an all time high of 1180
million kgs, an increase of 200 million kg since 2012.
The rise in production has not adversely impacted
tea prices in the domestic market, which would indicate
that domestic consumption is on the rise.

Tea can be sold in three ways: traditional auction also
known as the open outcry system, through private
sale and most recently e-marketing of tea is being
practiced. In India until 2001, the Tea (marketing)
Control Order 1984 mandatorily necessitated the
producers of tea to sell 75 percent of their production
through auction. After the abolition of this order in
2001, producers are given the freedom to sell their
teas through the channel they prefer, i.e. either through
auction or private sales. The greatest advantage of
the auction system of sale is that the Government
can collect accurate statistical data about tea production

and sale from the auction centers and also the auction
system facilitates collection of sales tax by the
government.

Objectives:

The present research has been undertaken with the
following objectives:
1. To trace the history of tea auction and the

mechanism of auctioning tea;
2. To highlight the contemporary issues in the field

of tea auctioning and tea export.

Methodology:

The present study is based on both primary and
secondary sources of data. Required primary data have
been collected by visiting and interviewing the concerned
officials at the Guwahati Tea Auction Centre (GTAC).
Moreover secondary sources of data like various
publications, books, newspapers and relevant websites
have also been used for the purpose of this study.

Indian Tea : Cultivation Methods, Auctions, and Exports

Bonosree Bhuyan *
Sujit Sikidar  **

Abstract

Tea consumption is an ancient practice mostly among the Chinese. Over the years tea has become a
very popular beverage worldwide. Its aroma, taste and beneficial health effects can be attributed to
this. Teas produced across nations are being marketed through the process of auction since the 17th

century. Fourteen tea auction centers in different tea producing nations across the globe participate
in this process known traditionally as the open outcry system. With the changing times and technology
innovative technique of auctioning known as E-auction has emerged which is more transparent than
the traditional system. The growing demand for tea, changes in consumers’ preferences have led to certain
important developments in respect of tea production, distribution, consumption and exports. This paper
traces the history of tea auction, contemporary issues in tea trade and the growing importance of e-
marketing in the present day.

*Research Scholar, Department of Commerce, Gauhati University, Assam.
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History of Tea Auction:

The British started the process of Tea auction with
the idea that tea would be produced in their colonies
and then marketed throughout the world. The history
of world tea auction dates back to the 17th century.
The first tea auctions of the world were held by the East
India Company in the year 1679 in London. Tea was
sold ‘by the candle’ i.e., a candle was lit at the beginning
of the sale; one could bid for a particular lot till one
inch of the candle had burnt away when the hammer
would fall declaring the end of sale. As this system
had many flaws, there was public pressure to give
equal opportunities to all the buyers of tea. Tea was
so popular by the early eighteenth century that the
London Tea Auction came to function on its own
from 1706 at Mincing Lane, that later earned the
name ‘Street of Tea’. During the middle of nineteenth
century practical methods began replacing the traditional
means of selling tea ‘by the candle’ and auctions started
taking place monthly and then weekly auctions were
held.

The first consignment of Indian tea that was sent
to London was from Assam. It was way back in
1823 that Robert Bruce, a merchant and soldier, first
spotted tea plant in Assam and this eventually led
to East-India Company developing a trade in it (Sarma,
2013). In May 1838, the East India Company sent
three hundred and fifty pounds of Assam tea to London.
Some of these teas sent were used for public relations
purposes, i.e., they were sent out as samples to stimulate
interest, and the rest of the teas were sent to London
Tea Auction. On 10th January 1839, this first
consignment of Assam tea was put up on sale in
the London Auction which was marked as the first
auction sale of Indian tea in the international market.

In the twentieth century, regular auctions at the London
Tea Auction had to be stopped twice, each during
the First and the Second World Wars. Although the
Second World War ended in 1945; London Auction
was reopened only in 1952. This situation resulted
in an oversupply of tea in different producing countries
of the world. The need to dispose of surplus tea
produced led to opening up of sale at Calcutta (1946)
and Colombo (1947) auctions. Since then these began
to serve as an alternative to the London Auction Centre.

Gradually these three auction centers became
insufficient for marketing the increasing tea production
of the world and an urgent need was felt to establish
new auction centers. As a result 14 new auction centers
were established in different producing countries out
of which 9 are situated in India. The producing nations
started preferring sale of their produced tea in their
native auction centers rather than sending their teas
all the way to London thus cutting down on cost and
time. Finally, for these reasons, the London auction
centre, having lost its former priority, was closed down
on 29th June 1998.

The 14 tea auction centers in the world are Amritsar
(presently non-operational), Calcutta, Cochin,
Coimbatore, Coonoor (two centers), Guwahati, Jalpaiguri
and Siliguri in India, Colombo in Sri Lanka, Mombasa
in Kenya, Chittagong in Bangladesh, Jakarta in Indonesia
and Limbe.

Physical Movement of Tea:

The ‘open outcry’ system of tea auction is a traditional
form of auction. Auction takes place among five
important stakeholders: Auction Organizers, seller/
manufacturers, brokers/ auctioneers, buyers, warehouse
keepers (Hazarika, 2012). The tea gardens (seller)
store their produce in warehouses approved by
concerned auction organizers. On receiving teas of
a seller, warehouse management sends report of arrival
and weighing of teas to concerned brokers who visit
the warehouse for inspection and also collect samples
of tea from the warehouse that go through a process
of tea tasting by the members of the auctioneers in
their office. Then the auctioneer, on the basis of its
quality and market trend, puts price idea on the tea
sample which is known as the auctioneer’s valuation
of tea. The details of these valuations are published
in the form of a catalogue before each auction and
distributed to all the buyers by the auctioneers.
Thereafter on the day of auction, buyers and brokers
meet at the public auction centers, with buyers competing
for lots of tea by bidding against each other in an
auction room. Auction organizers monitor the whole
process of auction. Each lot is sold (knocked down)
to the highest bidder that signifies the end of sale
of a particular lot. Once the sale is over, the auctioneers
prepare the delivery order for the buyer and inform
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sellers about the prices received from their lots. A
cash buyer has to pay cash at first and then take
delivery of tea lots purchased from the warehouse.
Buyers enjoying credit facilities from the brokers can
collect their purchases immediately but has to pay by
demand draft or cheque within 15 days of sale. Brokers,
after retaining their commission, warehouse charges
and tax, remit the balance proceeds to the respective
sellers.

Contemporary Issues in Tea Auctioning:

There have been many recent developments in the
area of tea manufacturing, auction and export. Some
of these contemporary issues have been discussed below.

E-auctioning of tea:

India has become the first tea producing country in
the world to introduce the e-auctioning system since
2008. This system has been introduced in 6 auction
centers in India- Calcutta, Guwahati, Siliguri,
Coimbatore, Coonoor and Cochin. The stakeholders,
i.e., Manufacturers, Warehouses, Auctioneers and
Buyers are provided a common platform by e-auction
since all are connected through the medium of internet
which increases transparency of the auction system.
Salient features of this system includes: registered users
only, multiple users with hierarchy, anywhere access,
concurrent auctions from all centres, concurrent auctions
by all auctioneers, uninterrupted availability, split second
response (Banerjee, 2005).

E-auction has enabled the bidders to participate from
their respective geographical location(s) at their
convenience reducing physical presence of the buyers
at the auction centre and increasing the buyers’ chances
of participation. This system ensures that the sellers
get fair price for their lots and the buyers get reasonable
time for bidding any lot.

Further, payment mechanism in the auction centers
of India has been simplified by the Tea Board of India.
A settlement banker is being appointed which looks
into the matters of payment to the stakeholders related
with auction sale. All the stakeholders have their
accounts with the settlement banker. Thus when the
payment is made by the buyer to the banker, required

amounts are transferred to each of the accounts of
the auctioneer, warehouse keeper and the seller.

The data centre of tea auction is maintained with NSE.IT
Limited, Mumbai. It has three softwares that assist
tea auction, tea waste auction and tea council-monitoring
agency.

Tea waste auctions:

According to the Tea Waste (Control) Order, 1959
-Tea waste means tea sweepings, tea fluff, tea fiber
or tea stalks or any article purporting to be tea which
does not confirm to the specification for tea laid down
under the Prevention of Food Adulteration Act 1954
(37 of 1954) but does not include green tea or green
tea stalks. The manner of disposal of tea wastes has
been prescribed in the Tea Waste (Control) Order,
1959. The Tea Board of India (TBI) desires that the
tea gardens disclose the quantity of tea wastes produced
from a certain quantity of tea leaves produced in order
to enhance the quality of teas produced in the country.
Tea wastes must be sold in the open market within
a specific time period since they have an expiry date.
If these are not sold within the time period, tea wastes
are required to be decomposed in the presence of
members of Tea Board or Excise Authorities.

Electronic tea waste auction has also been initiated
by the Tea Board of India. As per the guidelines on
Tea Waste Auction it is mandatory for the Tea Waste
Seller to upload the ‘Tea Waste’ information in the
e-auction platform of Tea Board either for the purpose
of sale or for the purpose of conversion into Compost’
or for destruction by burning. Tea Board issues license
for buying and selling tea waste and this process is
also monitored by the TBI. Tea waste is used in several
industries for preparation of medicines, hair dye, caffeine,
etc.

Tea exports and related issues:

� Indian tea exporters are putting in place strategies
to break the Sri Lankan dominance in the Russian
market. Under a Triple-five scheme, the Union
government had picked Russia, Kazakhastan,
Iran, Egypt and the USA and asked the Tea
Board to chart strategies over a five year period
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to increase exports. Some noteworthy points in
this respect are:

• Indian exports to Russia have hovered around
30 to 32 million kg for the last few years while
Sri Lanka has been sending around 50 kg which
comprises primarily orthodox tea. Russia pays
around 5 dollar a kg for such tea, while the
average cost of the CTC and orthodox tea
imported from India is almost 3-3.5 dollar a kg.

• The share of small tea growers in the national
production has been rising. While Darjeeling,
Assam, Nilgiri are household words in markets
abroad, the full potential of our Dooars, Terai,
Cachar teas has not been realized. The Indian
Tea Association (ITA) will promote these regional
teas both in domestic as well as in export markets.

• With quality teas fetching steeper prices, the
industry has seen a gradual shift from cost to
cost to a more orthodox tea production. In 2012-
13, India exported 216.23 million kg of tea fetching
Rs. 185.26 per kg against a production of 214.35
million kg in the previous year at Rs 154.18
per kg8.

� Iran is a quality market that buys tea from India
and Sri Lanka. But trade with India suffered
for a while because of the payment crisis in
2011. However the Tea Board has helped counter
this situation and as a result tea exports to Iran
have doubled to 16.47 million kg between January
and September 2013 from about 8.48 million
kg during the same period the previous year.
The reasons for the hike may be attributed to
the following:

• An MOU with the Iran Tea Association in March
2013 has greatly helped in increasing exports.
India and Iran had agreed on an export target
of 30 million kg in two years by 2015 as part
of the MOU.

• Iran is considered a quality market for high value
orthodox and Assam tea.  Producers are focusing
more on the orthodox variety, shifting away from
the production of crush, tear and curl (CTC)
variety which has proved lucrative.

• With the rupee trade opening up, orthodox tea
prices have been 10% - 15% higher over 2012.
Bigger demand has come in from Iran.

• The Brahmaputra valley contributes about 550
million kg to the total domestic production of
which about 50-60 million kg comprise orthodox
tea. These have fetched remunerative prices.

• As Iran’s consumption of domestic CTC tea
has seen a downward trend, the ITA feels this
is an opportunity for tea from Dooars and Terai
to gain a footprint in Iran as Indian tea is popular
there9.

� The size of offline market of tea is 40 billion
dollar whereas the online market is 5 billion dollar.
There is space for firms to join in the online
tea market sphere. Teabox, an online tea seller
has used this space to sell teas online. Started
in 2012, it was earlier known as Darjeeling
Teaexpress. Siliguri based online brand Teabox
delivers tea direct from its place of origin to
customers and ships the world’s freshest teas
chosen by tea experts all over the world within
24 to 48 hours of production. It is delivered
within three to five working days to its customers
worldwide. They sell only orthodox tea. It has
already delivered over five million cups of tea
in almost 65 countries including Chile, Argentina,
Siberia, Fiji islands and the Ural Mountains.
Presently 30% of teas being sold are from Assam.
Fresh teas of over 150 varieties from 75 different
plantations in Darjeeling, Nepal, Assam, Kangra
and the Nilgiris, are being provided by the
company online10.

� M.K.Shah exports Ltd. has become the first
Indian company to buy tea gardens in Democratic
Republic of Congo in Africa in March 2014.
Initially the company had started as a tea trading
firm, and then it carried out backward integration
by way of purchase of tea estates in Assam
and West Bengal. The company through its African
subsidiary, Great Lakes Plantations, has bought
M’bayo and Madaga tea estates in Congo. The
acquisition includes 1500 hectares of land, as
well as two tea manufacturing factories. The
area includes a tea plantation, timber plantation
and cinchona tree plantation. Their plan is to
sell teas privately to its customers in Europe
and USA. A part of these may be sold at the
Mombassa Auctions11.
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Recent initiatives by concerned authorities:

Indian tea is losing its position in the export market
on account of higher production cost and poor quality
(Hazarika 2011). Post 1996, unfettered competition has
become part of the reality of the Indian tea industry.
Under the circumstances the need of the hour is to
make the tea industry competitive so that it can face
the foreign competition on its own terms (Barua, et
al, 2012).

� The following initiatives were taken by the Tea
Board of India (TBI) in 2012 and 2013 towards
quality tea production and trade:

• Two tea councils have been set up, one for
South India and one for North India in order
to monitor the quality of tea meant for export;
and for imported teas meant for re-export. During
the year 2013, not a single consignment of tea
has been returned due to poor quality. This is
an improvement in terms of quality tea export
as compared to earlier years.

• The setting up of a separate directorate to look
after the needs of small tea growers, which
now account for more than 35% of the country’s
production, was also an important quality initiative.

• Engineering graduates are engaged as factory
advisory officers to render technical guidance.

• A sustainable development programme known
as Trustea, which aims to assure the consumer
that what he is drinking is a safe cup, was
launched in 2013. It addresses issues such as
stagnating yields, old age of bushes and a
dwindling availability of labour force12.

� The Tea Board of India has introduced new
tea taste code for global marketing of tea. On
March 19, 2014 TBI issued the Plant Protection
Code (PPC) to ensure sustainability and better
quality of the brew. The PPC is a collective
effort of many stakeholders such as members
of the tea industry, the Tea Research Institute,
UPASI, Tea Research Foundation, International
Certification Agencies and the Trustea advisory
committee. The mandatory guidelines for planters
will minimize use of pesticides. The PPC specifies
the following items in respect of maintaining quality
for global tea distribution.

• Maximum residue limits for permissible Plant
Protection Formulations (PPF);

• Maximum amount of pesticide residue permitted
in tea leaves after harvesting and processing;

• Planters are advised to avoid blanket sprays of
pesticides in fields during the growing season
and to have spot sprays. Currently there are
33 pesticides permitted by the Central Insecticides
Board (CIB) for use on tea in India13.

� The Tea Research Association (TRA) has sent
a proposal in March 2014 for identification of
and research into germplasm of tea plants growing
in the wild and for the purpose the research
team has identified tea bushes growing in the
wild in Karbi Anglong district of Assam. These
wild tea seeds are good for plantation instead
of the known cloned varieties; the cultivators
are encouraged to protect their rights by registering
the new entrants and the right varieties with
the Protection of Plant varieties and Farmer’s
Rights (PPV &FR) Authority. The Tocklai
Experimental Station (TES), internationally
acclaimed tea research institute, Jorhat Assam
has thirty one clones, fourteen seed stocks and
153 garden series clones. Each of these has
been evaluated in 21 parameters like leaf size,
seed quality and flower variety. All these items
need to be protected by registering with the
PPV & FRA for future sustainability of tea
production and marketing14.

Conclusion:

Tea is a beverage since the entry of British business
interest in Indian tea business. The business interest
in tea has graduated from the nascent stage of tea
bushes discovered in the wilderness in Margherita region
of Assam state. Formal plantation over hillocks in the
Brahmaputra and Barrack valley, Darjeeling hills, Nilgiri
hills and Ootacamund, from domestic beverage to a
global beverage, transformation from plantation to own
factory manufacturing to small tea cultivation by the
members of small tea growers groups, from physical
distribution of tea chests through ships via marine route
and finally to online marketing and digital form of tea
distribution noticed by us till date. The next contingency
that might influence the tea production and distribution
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as witnessed by the present researchers is to devise
a strategy by the Tea Board of India in consultation
with the Tocklai Experimental Station Jorhat, UPASI
Tea Research Foundation and the small tea growers
with regard to climate change followed by eventual
shortfall in the domestic production, rising tea
consumption at domestic level, competition across the
globe in tea trading and its pricing, emergence of organic
tea, preference of orthodox tea, use of lesser doses
of chemicals, pesticides in tea plantations, negotiation
of tea prices across the nations and compliance with
WTO norms that shall act as a roadmap in enhancing
acceptance of tea as a globally safe, healthy and
nutritious beverage. This is essential but not sufficient
to sustain the tea cultivation, distribution and consumption
as a beverage.
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Pharmaceutical Industry at a Glance:

India is one of the emerging countries globally for
the manufacturing of pharmaceutical products with total
production of Rs. 1,04,209 crores in 2010, (USD 17.4
billion @ Rs. 60 for USD 1) as compared to Rs.
61,219 crores in 2006 recording a Compound Annual
Growth Rate (CAGR) of 14%.  As against this, the
global pharmaceutical market was estimated at USD
875 billion in 2010 (source: Global Mergers &Acquisitions
Advisory Body-IMAP) indicating a share of around
only 2% for Indian pharmaceutical industry.

Table.1
Trend in Sales of Pharmaceuticals in India

(Rs. Crores)
Year Sales
March 2006 61,219
March 2007 71,033
March 2008 80,300
March 2009 95,275
March 2010 104,209

Source: Annual Report 2011-12, Ministry of Chemicals & Fertilizers,
Dept. of Pharmaceuticals

The Indian pharmaceutical industry is a highly
knowledge-based industry which is growing steadily
and has been playing a major role in the Indian economy.
As a highly organised sector, the number of
pharmaceutical companies are increasing in India. The
Indian Pharmaceutical industry is highly fragmented
with more than 20,000 registered units ranging from
small scale units to very large units. In state-wise
distribution, Maharashtra accounts for the largest number
of units (3139 units), followed by Gujarat (1526), West
Bengal (756), Andhra Pradesh (727) and Tamilnadu
(570).

The industry in the country is expected to touch sales
of US$ 35.9 billion by 2016.Some of the major domestic
pharmaceutical players by sales (2010-11) are:

Table. 2
Major Domestic Pharmaceutical Players in India

(Rs. Crores)
Company Sales
Ranbaxy Labs 8,961
Dr. Reddy’s 7,237
Cipla 6,130
SunPharma 5,721
Lupin 5,707
Wockhardt 3,751

Source: Annual Report: 2011-12, Ministry of Chemicals &
Fertilizers

Market Size & Scenario:

The United States of America, Europe and Japan account
for the largest share in the global pharmaceutical
markets. “The 10 largest drugs companies control over
one-third of the global markets, with sales of more
than USD10 billion a year and profit margins of about
30%. Six are based in the United States and four
in Europe. It is predicted that North and South America,
Europe and Japan will continue to account for a full
85% of the global pharmaceuticals market well into
the 21st century”(WHO Annual Report-2012).

India is among the top five emerging pharmaceutical
markets in the world with domestic reported market
size of USD 12.3 billion in 2010 (Source: IMS Health).
With the growth in population, average incomes and
growing health awareness in rural areas, the market
size for pharmaceuticals in India is likely to be of
the order of USD 25.3 billion in 2015.  Further the
market size is expected to grow to USD 48.8 billion
by 2020. But the Indian market by 2020 is expected
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to be much smaller than the other developing markets
of China (USD 175.8 billion) and Brazil (USD 57.3
billion).

Imports & Exports:

India had imported pharmaceutical and other medicinal
products worth Rs.10,937 crores and exported  Rs.
47,551 crores in 2010-11. It had recorded a good growth
in its exports (CAGR of 16.5% during the period 2006-
07 and 2010-11)

Table.3 (Rs. Crores)
Year Imports Exports
2006-07  5,866 25,666
2007-08  6,734 29,354
2008-09  8,649 39,821
2009-10  9,959 42,456
2010-11 10,937 47,551

Source: Annual Report 2011-12, Ministry of Chemicals & Fertilizers,
Dept. of Pharmaceuticals

R & D issues:

The pharmaceutical industry is a knowledge-based
industry with heavy emphasis on Research &
Development. The industry currently spends over USD
135 billion on R&D per year. The R&D in the pharma
industry is a long drawn process with a time lapse
of more than 15 years from the early phase of research
to commercial production of the drugs (4-6 years of
early phase of research, 1 year of practical testing,
6-7 year of clinical research and regulatory review
and 6months to 2years for commercial production –
International Federation of Pharmaceutical
Manufacturers & Associations.). It is estimated that
it costs nearly USD 1.38 billion to develop a single
drug as against this, Indian pharmaceutical companies
(domestic & foreign) spent Rs. 4,270 crores (0.7 billion
USD) on R&D in the year 2010-11.

Table. 4
Year R&D Expenditure R&D expenditure as

(Rs. crore) percentage of sales
Domestic Foreign Domestic Foreign

Companies Companies
2006 1851 816 5.3 2.4
2007 2372 696 5.0 2.7
2008 2773 700 4.8 2.9
2009 3316 846 4.9 3.8
2010 3342 934 4.5 4.0

Source: Annual Report 2011-12, Ministry of Chemicals & Fertilizers,
Dept. of Pharmaceuticals

Policy issues:
Following are the major policy issues concerning
pharmaceutical industry in the country.

National Pharmaceutical Pricing Policy (NPPP)
2011:

The National Pharmaceutical Pricing Authority (NPPA)
monitors and controls pricing in the Indian market for
the essential medicines through Drug Price Control
Order (DPCO).

The draft of National Pharmaceutical Pricing Policy
(NPPP), 2011 aims to replace the existing pricing policy
and bring a wider gamut of drugs under the pricing
control. The proposed policy was structured around
three key principles – a) covering all the essential
drugs under the span of price control, b) moving away
from a cost-based pricing to a market-based pricing
mechanism and c) controlling prices of only formulations
as compared to bulk drugs earlier.

The pricing policy also proposed that non-essential drugs
should not be under a controlled regime and the prices
should be decided by market dynamics. However, the
policy does aim to keep the overall drug prices under
check and monitor the prices on regular basis. It further
suggests that the price hike should not be more than
15% p.a. or the increase in WPI (Whole Sale Price
Index), whichever is higher. For imported drugs, it does
not propose a differential ceiling mechanism, while it
remains unclear on the patented drugs. The prices
of bulk drugs and their formulations under the scope
of the DPCO are proposed to be held constant for
two years. Thereafter, the price revision will be linked
to the changes in WPI.

Pharmaceutical Patents:

India enacted an amendment to India’s patent law
on January 1, 2005 that reinstated product patents for
the first time since 1972. The legislation took effect
on the deadline set by the WTO’s Trade-Related
Aspects of Intellectual Property Rights (TRIPS)
agreement, which mandated patent protection on both
products and processes for a period of 20 years. Under
this new law, India will be forced to recognize not
only new patents but also any patents filed after January
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1, 1995. The new patent regime is not expected to
have a large impact on Indian pharma companies.
According to the Department of Pharmaceuticals,
Government of India, “at any given point of time only
5-10% of the drugs would be under patent protection”.
From the table above indicating the production of
pharmaceuticals in India which recorded a compound
annual growth rate of 14% during the last five years,
shows that the Patent regime did not have much adverse
impact on the Indian pharmaceutical industry.

According to McKinsey report ‘India Pharma 2015-
Unlocking the potential of Indian Pharmaceuticals
market’ generics will continue to dominate the market
while patent-protected products are likely to constitute
10 per cent of the pie till 2015. Global demand for
generic drugs from Indian companies will boom with
rising healthcare costs in developed nations. As a result,
generics companies in India are increasingly focusing
on expanding their presence in relatively under-
penetrated markets (i.e. France, Spain & Italy), branded
generic markets of East Europe and niche areas like
complex generics, OTCs etc.

Compulsory Licensing:

Under the Indian Patents’ Act, a compulsory licence
for manufacture of a patented pharmaceutical product
can be issued if the drug is considered unaffordable
by the Government. Under the system it allows the
Government to produce a generic version of the patented
medicine and sell it at a cheaper price. The World
Trade Organization’s TRIPS agreement allows a country
to issue a compulsory licence without the consent of
the inventor if it is in the public interest. Under this
system, the first compulsory licence was issued to
Natco Pharma limited for the manufacture of Bayer
AG’s Nexavar, an anti-cancer drug.

Survey on Pharmaceutical Industry in
Visakhapatnam:

Andhra Pradesh is one of the major producers of
pharmaceutical products in the country after
Maharashtra, Gujarat and West Bengal. The State
boasts of major pharmaceutical units under Central
Government purview in Hyderabad viz., Indian Drugs
and Pharmaceuticals Ltd.(IDPL) which fostered a

number of small scale units and entrepreneurs resulting
in the growth of a pharmaceutical hub in India. Keeping
in view the future growth of the industry, the State
Government encouraged the development of  Jawaharlal
Nehru Pharma City in Visakhapatnam in association
with Ramky Infrastructure Ltd, an infrastructure firm
from Hyderabad under the Purchasing Power Parity
model.

GITAM School of International Business, located in
Visakhapatnam conducted a survey in the pharma city,
popularly called Ramky Pharma City with the objective
of knowing the status and the problems of the industry
in the industrial area. The survey was conducted by
interviewing (based on a questionnaire) the top/senior
management personnel of the units at the factory site.

Ramky Pharma City:

Ramky Pharma City (India) Limited is a successful
public-private initiative. It is a special purpose vehicle
launched by Ramky group, Hyderabad and the Andhra
Pradesh Industrial Investment Corporation (APIIC),
a Government of Andhra Pradesh enterprise with equity
participation. The total extent of the City is spread
over 2400 acres with assortment of facilities required
for the pharmaceutical industry. The Government of
Andhra Pradesh named the Pharma city as Jawaharlal
Nehru Pharma City vide G.O.Ms.No. 52 Ind. & Comm.
(INF).Dept. dt 21.2.2005.

As of date, 58 companies have been registered and
of which around 34 units are in various stages of
construction in the J.N. Pharma city. The presence
of leading international players like Eisai Pharma
Technology Pvt ltd, a Japanese Pharma giant,
PharmaZell Pvt ltd, a member of Zellbios group,
Germany, SNF Ltd with the French collaboration &
Hospira Healthcare India Pvt. Ltd, a 100% export
unit of Hospira, USA, brings into India the latest
technology in pharmaceutical manufacturing. These are
placed among the Indian pharma leaders like Smilax
Laboratories, Glochem, Orchid, Emmennar Biotech etc.
The companies in Pharma City reportedly provide
employment to around 5000 people currently and once
it becomes fully operational, it has the capacity to
generate employment to 30,000 people.
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The Pharma City has two distinct Zones - one a Special
Economic Zone (SEZ) exclusively for the export-oriented
units and the other zone for normal pharmaceutical
units. There are around 20 units in SEZ zone and
14 units in the general zone. For our project work,
we considered a sample of 18 Pharmaceutical unit,
5 SEZ units and 13 non–SEZ units.

The units which participated in the survey are: Indo
Asian Pharma, Acacia Life Sciences, Glochem
Industries, Pharmazell, SVR Drugs, Shasun Pharma
Ltd, Natsol Laboratories Ltd, Smilax, SMS
Pharma, Mylan, Raks Pharma Pvt Ltd, Kanoria
Chemicals, Eisai, Laures Laboratories, SG Pharma,
Auctus, Rakshit Pharmaceuticals Ltd, and Hospira.
As the Pharma City was established recently, many
units in the City are very young.  Of the 18 units,
6 units were established prior to 2010 and 12 units
were established post 2010. The Survey obtained
information regarding the capacity of the units to
establish any linkage between size of the units and
the problems faced by them. There are 6 units with
less than 30 Metric tones of production, and 2 units
with relatively large capacity of 80 Metric tones of
production per month.

Table. 5
Monthly Production by the Units in Metric Tones

Production No. of Units Percentage Share
20-30 6 35%
30-40 0 0%
40-50 3 18%
50-60 0 0%
60-70 5 29%
70-80 0 0%
80-90 3 18%

It was observed that almost all companies are
manufacturing products with their own brand name
with the exception of 2 companies viz., Smilax and
SMS pharmaceuticals which are involved in contract
manufacturing.  Most of the companies are bulk drug
manufacturers (11 companies) and pharmaceuticals (6
companies).  Only 3 companies are involved in R&D.

Table. 6
Facilities Available at Factory Site.

Category  No. of Units Percentage Share
Bulk drug 11 52%
Pharmaceuticals 6 29%
Injectibles 1 5%
R & D 3 14%

Though 12 of 18 units surveyed are not located in
the SEZ area, they also export their products.  Also,
even though the Special Economic Zone Policy gives
scope to the units located in the Zone for domestic
sale upto 25% of their production, two units located
in the SEZ area  (Pharmazell & Hospira) are exporting
or plan to export 100% of their production to their
parent companies abroad. In the region-wise distribution
of exports, North America accounted for the largest
share (38%) followed by Europe (32%).

Table. 7
Exports as Percentage of Production

Production No. of Units Percentage Share
40-60 6 43%
61-80 6 43%
81-100 2 14%

Table. 8
Region-wise Exports made by the Units

Region No. of Units
North America 14
Latin America 0
Europe 12
Japan 3
South East Asia 7
China 1

Note: In respect of some units as exports are to
more than one country, the total number exceeds
18.

Almost every unit in the Pharma City is dependent
on imported raw materials (eleven firms reported that
above 80% of their total raw material requirement
is imported), as the basic chemicals required for
manufacture of pharmaceutical products are not
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available in India and the industry has to depend on
imports of certain raw materials especially from China.
The other regions which account for major imports
are the USA and the European countries. The survey
indicated that the facilities available at Vizag Port, airport
and the road connectivity are good and the logistics
in the city can take care of their future expansions
also.

Table. 9
Imports as Percentage of Raw Material

Requirement

Production No. of Units Percentage Share
40-60 4 22%
60-80 3 17%
80-100 11 61%

Table. 10
Region-wise Imports by the Units

Region No. of Units
North America 12
Europe 6
Latin America 0
South East Asia 3
Japan 4
China 15
Other 0

Note: In respect of some units as imports are from more than
one country, the total number exceeds 18.

The Units surveyed largely expressed satisfaction at
some of the common facilities such as Common affluent
treatment plant, hazardous waste management and water
treatment plant available at the J.N. Pharma City.
Nevertheless, they expressed dissatisfaction at some
of the facilities like internal roads, power, water supply
and drainage system. It was indicated that the banking
facilities available in the Pharma City are very basic
but they do not face much of a problem in their financial
transactions as the main banks/branches are available
in the Visakhapatnam City

Conclusion:

Pharmaceutical industry in India despite having a very
good growth in the recent past (around CAGR of
14%), still accounts for not more than 2% share in
the global markets. But the estimates indicate that
the industry is poised for a very high growth to meet
the domestic as well as global demand. As a result
of expiration of many patents which were granted
in earlier years, there is a large scope for generic
drugs markets globally. “The global market for generic
drugs is worth USD 107.8 billion in 2009 and is projected
to reach USD 129.3 billion by 2014 with a CAGR
of 9%. Rising cost in healthcare has resulted in an
increase in generic pharmaceutical usage – generic
pharmaceutical drugs cost 30% to 80% less than the
original equivalent” (Intercontinental Marketing Health
Services Pharmaceutical & Biotech Industry Global
Report:2011). “At any given point of time, globally
only 5-10% of the drugs would be under patent
protection” (Annual Report:2011-12, Department of
Pharmaceuticals, Ministry of Chemicals & Fertilizers,
Government of India).  As Indian pharmaceutical
industry has a strong base in generic drugs, the expanding
global markets give ample scope for its steady growth.
The Survey points out that the J.N. Pharma City already
hosts nearly 34 units within a span of 8 years since
its inception in 2005. The SEZ also hosts some of
the prominent international players in the pharmaceutical
industry. There are no specific negative remarks about
the facilities provided at the City.  The logistics facilities
at Viskhapatnam, such as Vizag Port, Vizag Container
Terminal, Railways and Road transport are able to
meet the requirements of the units in the Pharma City.
Some of the units pointed out that the State of Andhra
Pradesh needs additional outlets (in addition to
Hyderabad) to meet the needs of the expanding industry.
Nevertheless, provision of utilities like power and water
could be an essential requirement for faster growth
of industry in the Pharma City.
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CEO Interviews

Sri. ADM Chavali: Executive Director, Indian
Overseas Bank

Sri. ADM Chavali has been serving
as Executive Director of Indian
Overseas Bank since December 2011.
In Indian Overseas Bank he has been
exclusively looking after portfolios
covering Large Corporate Credit,
International Business, Treasury Operations, Human
Resources, Law/Recovery, Risk Management, Retail
Banking, Planning, Public Relations etc., in addition
to Credit Monitoring. He is a Post Graduate in
pure Mathematics and started his career with Bank
of Baroda as a Direct Recruit Officer in the year
1977.  He has extensive experience in Corporate
Finance and Treasury Operations. Sri Chavali has
also served as Managing Director, BOB Asset
Management Company Ltd. Prior to joining Indian
Overseas Bank, he had served as a Director on
Boards of India Ideas.com.Ltd, Central Depository
Services Limited (CDSL), Clearing Corporation of
India Ltd. (CCIL) and Central Insurance Repository
Ltd. (CIRL) and as a Trustee Director of Baroda
Pioneer Asset Management Company Ltd. He was
a member of RBI Committee for implementing
Negotiated Dealings System and the FIMMDA
Valuation Committee.  Also, he was a member of
the  Committee on Credit and Operational Risks
Data Exchange (CORDEX) set up by IBA. Presently
he is a Member of the IBA Standing Committee
on Retail Banking. Sri Chavali has a rich experience
in  Corporate Finance for over three decades
particularly in the areas of Industrial Finance,
Treasury operations,  Investments, Asset Management
and Risk Management.

The following is the exclusive interview of Sri ADM
Chavali given to GITAM School of International Busines.

1. Banking in India has come a long way.  May
I kindly have your views on modern  banking
in India.

Sri.Chavali: Indian banking is as old as the Indian
civilisation.  All through, it has been an instrument

of progress and welfare of the Indian society.  The
existence of professional banking in India was traced
to 500 B.C.  Banking was fairly varied catering to
the credit needs of the trade, commerce, agriculture
as well as individuals in the economy.  On the eve
of Independence, Indian banking was largely
characterised by the existence of localised, private banks
organised as joint stock companies.  Indigenous bankers
and money lenders dominated the banking scene.  Focus
was on urban areas and the needs of agricultural and
rural sector were not catered to.  Nationalisation in
1969 brought a transformation in the Indian banking
scenario – from class banking to mass banking.  Focus
of bank credit shifted from corporate to community.
Post-nationalisation period saw rapid branch expansion.

Since the economic liberalisation of 1990s, banks doing
conventional banking gradually transformed into
universal banks.  Technology based initiatives and
introduction of alternate channels have radically
improved the payment and delivery mechanisms.

More recently, there is an increased focus on financial
inclusion.  Branch licensing policy has been liberalised.
Licences for new banks are likely to be made more
easily available.  Global banks have been permitted
to enter the country through the subsidiary route.  All
these changes have greatly improved the standing of
Indian banks in global rating.  This also made it possible
for a two-way growth for Indian banking.    Indian
banking has shown its resilience, coming out unscathed
in the global financial crisis in 2008.  The modern
banking in India has much inherent strength and has
thrown up huge expectations, as it is heading towards
a transformational change in the banking landscape
in India.

2. Please share with us some of the strengths
of Indian Overseas Bank.

Sri.Chavali: Indian Overseas Bank is in its 78th year
of operations.  The Bank which started in 1937, by
commencing operations simultaneously in Karaikudi and
Chennai, was the smallest bank to be nationalised in
1969.  IOB – the brand – was a household favourite
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especially in the southern part of the country.  The
customer-friendly attitude of the Bank drew a huge
number of customers and business, making the Bank
the 7th largest nationalised bank in the country.  The
recent Platinum Jubilee celebrations helped in enhancing
the visibility of the Bank across the country.  The
pan-India presence of the Bank – with branches in
all the States and Union Territories, except Lakshadweep
– is one of the major strengths of the Bank.

Technology is another strong area of the Bank.  The
Bank’s Core Banking Solution and Internet banking
software have been developed, implemented and
maintained in-house by the Information Technology
Department.   This in-house development of the software
by the ISO certified Information Technology
Department, has enabled huge savings for the Bank.

Recently, more than 10,000 persons have been inducted
into the Bank, taking the total staff strength of the
Bank to more than 30,000.  This has brought down
the average age profile of the Bank.

3. There are a number of Rural Products and
Agri-Schemes offered by IOB -what are your views
on potential for Rural Banking in India.

Sri.Chavali: Rural banking in India has got immense
potential.  Indian Overseas Bank has always recognised
this potential.  In fact, IOB was one of the early
banks to have an exclusive Agriculture Credit Department
at Central Office level.  The potential for rural banking
is immense. Ensuring the last mile reach and marketing
of the products may be the two challenges faced.
Financial literacy is a pre-requisite for extending banking
services to the remote rural areas.  IOB has set up
Financial Literacy and Credit Counselling Centres
(FLCCCs) in the 12 districts where the Bank is the
Lead Bank.  IOB has also set up FLCCC in Kotagiri,
a remote tribal village in The Nilgiris district in Tamil
Nadu.  Financial Literacy Camps are also being
conducted to spread the awareness of banking services.
IOB has also set up 34 Specialised Agricultural Credit
branches across the country.  Thus, potential of rural
areas is huge and waiting to be tapped.

4. What are your views on ‘Green Banking’? What
initiatives has IOB taken towards this end?

Sri.Chavali: When the whole world is gripped with
the eco conservation issues, there is an urgent need
for ensuring that development happens not at the cost
of environment deterioration.  Towards this, banks have
an important role to play both in their financing eco-
friendly projects and adopting best practices in their
day-to-day operations.

Indian Overseas Bank has been conscious in promoting
“Green Banking” and has taken many initiatives.  One
major initiative is “Paperless Board”. The project
“Paperless Board – Step towards Green Initiative”
has been awarded Skoch “Order-of-Merit” Digital
Inclusion Award 2013, qualifying among India’s Best
- 2013 under Green Banking category. Bank has
implemented Microsoft Share Point which enables the
Board members to access the meeting documents
through their iPADs using wi-fi. All documents are
ported on the website and no physical paper documents
need to be carried by the members.  Hitherto, Bank
was spending 88% more papers for the board and
other high level meetings of the executives. With the
introduction and the implementation of Microsoft Share
point portal, Bank is proud about its humble contribution
towards a greener environment.  Many other initiatives
have also been implemented in the Bank towards avoiding
use of paper.

5. As we know, our economy is faced at present
with high inflation and low growth, and any Policy
initiatives taken by RBI to control inflation faces
criticism from pro-growth government. What
should be the approach in your view that RBI
should take up in this scenario?

Sri.Chavali: Reserve Bank of India has been playing
its role effectively in keeping the inflation under check
through its bi-monthly Monetary Policy Reviews.  With
the reduced periodicity in the reviews, RBI will be
able to bring in any measure required to keep the
inflation under check and also ensure growth in the
economy.
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6. What policy measures you think are required
to arrest currency depreciation in India?

Sri.Chavali: India is currently dependent on capital
inflows to finance its CAD. The volatile nature of
capital flows impact the CAD and ultimately the stability
of the Indian Rupee. The sudden stop and reversal
of capital inflows both due to external and domestic
economic factors have been the main causes for the
recent Rupee depreciation. From the domestic angle
the increased import of oil, gold and the slowdown
in export growth were the main problems for the Rupee.

Suggested Policy measures to curb Rupee
depreciation

· Creating suitable infrastructure for renewable
energy resources to  curb   import of oil on
long term basis

· Continued and calibrated Import restrictions on
Gold

· Rationalization of norms related to FII in
infrastructure

· Increasing the ceiling on sectoral limit of FII
investments as well as the overall ceiling on
debt

· Providing more thrust to exports with increased
Incentives and Subsidies.

· Providing conducive environment for domestic
growth which is the ultimate means to attract
long term investments.

7. What are your views on financial inclusion in
India and role of RBI?

Sri.Chavali: The concept of financial inclusion has
been given its due importance in the recent years.
Public Sector Banks have put themselves in mission
mode for achieving coverage of all the allotted villages
under financial inclusion.  IOB has been a keen
participant in this mission and has completed all the
allotted villages well before the deadline.  In fact, IOB
has covered villages which were not allotted to us,
under financial inclusion.

Government of India has recently expanded the concept,
giving it a wider scope under the name “Pradhan Mantri

Jan Dhan Yojana”.  It is proposed to be officially
launched on August 28th 2014.  Reserve Bank of India
will also be ensuring achievement of the targets set.
Banks are all geared up to give their best for this
comprehensive financial inclusion programme.

8. Given the encouraging signs in the global
economy, and overall improvement in the
sentiment in the domestic markets, how do you
see the outlook of markets for 2015?

Sri.Chavali: Our economy observed a GDP growth
of 4.7% in FY 2014. Though the growth observed
is subdued, we can expect a reasonable growth of
6% in FY 2015 due to many positive factors in domestic
as well as international markets. Prices of crude oil
have come down irrespective of geopolitical situations
in certain countries. Policy measures to support capital
flows have helped in reducing external vulnerabilities.
Domestic market is now strengthened in the field of
Industrial production, improvement in infrastructure
projects, new entity to strengthen public private
partnership such as ‘3P India’, softened monetary policies
to improve liquidity & contain the inflationary trends,
banks to issue long-term bonds, opening of new DRTs
so as to control the stressed assets, focused attention
of financial inclusion etc. However, the major constraints
are the slow progress of monsoon spells towards a
lower agricultural production & in certain other sectors
which lead to price inflation.

As the Government is taking many concrete steps
cautiously towards the critical factors, we can expect
an overall improved economic growth in the coming
period despite the volatility in the bonds market. In
particular, the Government is trying to meet its fiscal
deficit in line with budgeted levels. As such, we can
hope for a better economy when it responds to the
good initiatives taken by the Government.

9. Recently IOB received Best Bank in the PSU
sector, Best in Rural Outreach and Best in CSR
Practices by the IPE BISI Award 2013, would
you kindly share the CSR intiatives that IOB
has taken?

Sri.Chavali: Indian Overseas Bank has an ingrained
and passionate approach to Corporate Social
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Responsibility.  The corporate tagline “Good People
to Grow With” is an ample reflection of the Bank’s
commitment for CSR initiatives.

Indian Overseas Bank in its recent Board Meeting
has decided to construct separate toilets for girls in
59 schools across the country.  Earlier, IOB had
sponsored education for 100 girl children for one year
under the NDTV-Vedanta Campaign “Our Girl Our
Pride”.  Some of the other major CSR initiatives are:

• Tamil Nadu CM’s Relief Fund – for failure of
monsoon

• Uttarkhand’s CM’s Relief Fund – flooding in
Kedarnath and Badrinath

• In association with M.S. Swaminathan Research
Foundation, our Bank has sponsored for setting
up of 20 Farmers Service Schools

• Donated one ambulance van for Aarogya
Bhadratha Trust

• Donated one battery-operated vehicle to carry
aged / physically challenged persons in JIPMER,
Puducherry

• Setting up of Ekal Vidyalaya with Friends of
Tribal Society

• Improving the educational standards of the under
privileged children in villages, in association with
Max Academy

10. Farmer loan waivers have become common
practice in India. What are your views on this
practice?

Sri.Chavali: In the recent past, monsoon rains have

not been sufficient enough across the country, pushing
some areas into drought-like situations.  Farmers in
such drought-hit areas definitely look for assistance
from the government.  This assistance for genuine
cases can be in the form of additional loan or a revised
payment schedule.  Waiver, in general, has a tendency
to create delinquency even among the borrowers who
can afford to repay.  This non-recovery affects the
quality of agricultural advances.

11. What is the advice that you would give to
young professionals seeking a career in the
Banking and Financial Sector?

Sri.Chavali: It is said that the financial sector is the
heart of the country’s economy and banking system
is its heartbeat.  I would welcome the youngsters joining
the banking and financial sector and have the glorious
satisfaction of contributing to the growth of the country’s
economy.  Recently, we have witnessed huge number
of graduates and postgraduates in engineering,
marketing, etc. joining the banking sector through the
Institute of Banking Personnel Selection.  As the
country’s economy grows and widens, there is a need
for more bank branches.  Banking, per se, has become
more complex, more so with the impact of globalisation.
This calls for expertise from professionals with an
excellent background.  A keen learner can learn the
general banking practice at a fast pace.  The career
growth in banking sector in recent days has been made
more attractive with a fast-track available for sincere
aspirants.  Overall, the growth prospects in banking
& finance sector is quite bright, more so now that
the economy is in a recovery mode

You see things; and you say, ‘Why?’ But I dream things that never were;
and I say, “Why not?”

- George Bernard Shaw

Whatever you do will be insignificant, but it is very important that you do it

- Mahatma Gandhi
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Sri H. R. Venkatesh Rao: Group Chairman, Atlas
Logistics

Sri H. R Venkatesh Rao has more
than two decades of experience in
corporate strategy, planning,
business development and finance.
He has also worked with Thomas
Cook’s Logistics Division, Jet
Airways and the Indian Institute of Management.
Sri Rao is a dynamic entrepreneur who has invincible
track record of setting up three organizations from
scratch. He was a pioneer in initializing and
establishing a successful cargo division for reputed
MNC company namely Thomas cook in India.  This
company was taken over by Allcargo recently.  His
next venture was to set up complete logistics company
for an 60 year old Hong Kong based multinational
company namely Hecny group. He was the
Managing Director at Hecny Freight where he was
responsible for developing a cargo network within
India and worldwide.

As a Chairman, he has been the main driving force
behind ATLAS’s sustained growth.

The following is the exclusive interview of Sri H. R.
Venkatesh Rao to GITAM School of International
Business, GITAM University, Visakhaptnam.

1: How do you see the current status of Logistics
Industry in India? What significant changes do
you see in the industry during the last five years?

Ans. The logistics industry is going through a long-
slump. The industry may see revival in due course
of time with the significant changes in the global arena.

2: It is generally perceived that Logistics Industry
in India is highly unorganized and fragmented.
How do you react to this? What should be done
to make the industry more efficient as well as
responsive. What are the bottlenecks in
implementing the key decisions in it?

Ans. There is no doubt that logistics industry is highly
un-organized and fragmented. This is due to the policies

of the government and domain players’ restriction to
their domain without thinking of integration.

3: Of late in India, customers have been perceived
as the major driving force of change in the industry.
What are your views on this topic.

Ans. Perception is correct, implementation is to be
seen really. It would take at least another three to
five years.

4: Efficiency decreases the supply chain cost
(responsiveness is generally low) and
responsiveness increases the supply chain agility
(cost is generally high). Could you suggest some
measures where someone (a firm) can be both
efficient and responsive?

Ans. Proper integration of Supply Chain site from
manufacturing to delivery is the only way to have
agility and effectiveness.

5: Coordination is a very critical aspect in “Supply
Chain and Logistics.” Because the decisions taken
by the Key Firm may not be always acceptable
by the other stakeholders of upstream and
downstream supply chain. Do you agree on this?
If you agree, then can you provide some measures
to overcome this bottleneck?

Ans.Co-ordination is the most critical aspect and we
lack this due to all players have no interest to integrate
and promote seamless service.

6: What are the critical elements which should
be addressed to make the Industry more agile
while following some of the green practices (though
not fully) at the same time?

Ans. Critical elements of Supply Chain should focus
on promising a platform to offer smother flow of verticals
till the final consumer.

7: You have implemented the Integrated Customer
Service System (ICSS). Does it work? Could you
say something about the before and after scenarios
of implementation of ICSS.
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Ans. This won’t help all customers to avail and focus
on the service prioritized by the agency, would, help
just in time with economical cost.

8: Atlas Logistics is providing warehousing and
distribution solutions to the clients.  How have
these components of Logistics transformed over
a period of last 5 years? Are these components
still limited to perform basic operations or have
they created additional values for their clients
(for an example implementing “postponement
decisions of a firm/client”)?

Ans. We have provided multilayer services catering
to customer needs.  We have also upgraded the services

to be in tune with latest technology and demands by
the customer.

9: Could you tell us something about “Atlas’s
expansion plans in India”?  As you operate from
many locations of the country, do you observe
any regional disparities/hurdles etc. in day to day
operations? If yes, what are those and how do
you address them?

Ans. Atlas is focussed on investing in warehousing
and Cold chain, may be in future transportation
(Domestic Trucking) as well to complete the SCM
activity.

The character of a man is known from his conversations

– Menander

Strength does not come from physical capacity.
It comes from an indomitable will

- Mahatma Gandhi

The person who makes a success of living is the one who see his goal steadily
and aims for it unswervingly. That is dedication

- Cecil B. DeMille

They always say time changes things,
but you actually have to change them yourself

- Andy Warhol
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International Trade and Business Updates

Fiscal Policy and Inclusive Growth in Advanced
Countries; Their Experience and Implications for
Asia by Asian Development Bank, December 2014

As developing Asia explores the more active use of
fiscal policy for inclusive purposes, it can learn from
the experiences of advanced countries, which suggest
that fiscal policy can have a significant effect on
inequality. The current study of ADB seeks to draw
relevant lessons from the advanced economies for
developing Asia in using fiscal policy to tackle inequality.
The report finds that the experience of the advanced
economies clearly shows the sizable equity-promoting
potential of fiscal policy. At the same time, developing
Asia’s pursuit of more inclusive fiscal policy must not
come at the expense of economic growth or fiscal
sustainability.

Source: www.adb.org> Publications

‘Optimal Disclosure’: Why Firms need to balance
‘Hard’ and ‘Soft’ Information by Knowledge @
Wharton, September 2014

This paper studies a firm’s optimal disclosure policy
when some information (soft) cannot be disclosed. It
may seem that the firm should disclose as much hard
information as possible, to increase the absolute amount
of information available to investors and reduce the
cost of capital. However, by distorting the relative
amounts of hard and soft information, increased
disclosure may induce the manager to cut investment,
to improve hard information at the expense of soft.
Thus, even if the act of disclosure is costless, a high-
disclosure policy can be costly. Investment therefore
depends on asset pricing variables such as investors
liquidity shocks: disclosure depends (non-monotonically)
on corporate finance variables such as growth
opportunities and the manager is horizon. Even if a
low disclosure policy is optimal to induce investment,
the manager may be unable to commit to it. Government
intervention to cap disclosure can create value, in
contrast to common calls to increase disclosure.

Source: www.knowledge@Wharton>Research

World Trade Report 2014 Trade and development:
recent trends and the role of the WTO by World
Trade Organization, December 2014

The World Trade Report 2014 looks at how four recent
major economic trends have changed and how
developing countries can use trade to facilitate their
development. These trends are the economic rise of
developing economies, the growing integration of global
production through supply chains, the higher prices for
agricultural goods and natural resources, and the
increasing interdependence of the world economy.

Source: www.wto.org@Publication

An Imperative for Customer Companies to Go Green
When Social Responsibility Leads to Growth by the
Boston Consulting Group, June 2014

Goods labeled organic, natural, ecological and fair trade
are no longer a niche in the food, personal care, and
household products sectors. These goods have entered
mainstream retailers and become a large part of the
market, with a broad base of consumers now purchasing
them. In an otherwise stagnant industry; these
“responsible consumption” (RC) products represent a
major area of profitable growth. The Boston Consulting
Group has worked with market research company
Information Resources Inc. to analyze point-of-scale
data from nearly all retail chains in the U.S and found
that not only do RC products account for 15 percent
of all sales in these chains but also the sales have
grown about 9 percent annually in the past three years-
making up 70 percent of total growth. Similar turnover
and growth levels are expected across the developed
markets. Global surveys point to future growth as well,
as most of the consumers intend to expand the number
of categories in which they seek out RC products.

Source: www.Bostonconsulting Group>Latest Publications

Food security in a world of natural resource scarcity,
the role of agricultural technologies by the
International Food Research Institute, Washington,
DC, September 2014

This book endeavors to respond to the challenge of
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growing food sustainability without degrading our natural
resource base. The authors use a groundbreaking
modeling approach that combines comprehensive
process-based modeling of agricultural technologies with
sophisticated global food demand, supply and trade
modeling. This approach assesses the yield and food
impact through 2050 of a broad range of agricultural
technologies under varying assumptions of climate
change for the three key staple crops: maize, rice
and wheat. Geared toward policymakers in ministries
of agriculture and national agricultural research institutes,
as well as multilateral development banks and the private
sector, Food Security in a World of Natural Resource
Scarcity provides guidance on various technology
strategies and which to pursue as competition grows
for land, water and energy across productive sectors
and even increasingly across borders. The book is
an important tool for targeting investment decisions
today and going forward.

Source: www.ifpri.org>Publications

“Turbulence in Emerging Economies: From Easy
Money to Hard Landing” South Bulletin 79 by
South Centre, November 2014.

This issue of South Bulletin focuses on the deepening
economic problems in emerging economies. There is
a concern that emerging economies may be the ones
facing the next financial and economic crises. The
South Centre’s chief economist, Yilmaz Akyuz, in his
article, proposes urgent steps needed to avoid or deal
with a potential crisis in these economies.
The Centre’s Executive Director, Martin Khor, in his
article, also talks about new problems confronting several
developing countries which faced sharp currency
depreciation and capital outflows at the start of 2014.
He also argues the case for capital controls over capital
outflows in countries facing potential flight of capital
to avoid a potential crisis.

Source: www.southcentre.int > South Bulletins

Migrant and Refugee Integraton in Global Cities:
The Role of Cities and Business, Policy Brief No.
1, 2014, authored by Teressa Juzwiak, Elaine
McGregor and Melissa by United Nations
University, April 2014

This policy brief considers how business and
governments in global cities contribute to the integration
of migrant and refugee populations, either through
outreach, specialized programs, the provision of services,
or target funding of non-governmental organizations
(NGOs); and to what extent these contributions can
be depended and expanded. The research involved
the study of eight cities around the world representing
a diversity of immigration experiences: Auckland (New
Zealand), Buenos Aries (Argentina), Chicago (USA),
Kuala Lumpur (Malaysia), Lisbon (Portugal), Nairobi
(Kenya), Rotterdam (The Netherlands), and São Paulo
(Brazil).

Source: www.unu.edu> publications> policy-briefs

2014 APEC Economic Policy Report by APEC
Secretariat, Singapore, 2014

For nearly two decades, APEC has been at the forefront
of international efforts to develop, document, and
implement principles and practices for regulatory
environment that promote economic growth and enable
prosperity across the region.  The promotion of good
regulatory practices (GRPs) is the key to building high
quality regulatory environment in APEC economies,
which constitutes important components of APEC’s
work to promote free and open trade and investment
in the region. This 2014 Asian Economic Policy Report
(AEPR) highlights the challenges of APEC economies
in implementing GRPs and suggests further steps in
promoting the use of GRPs.

Source: www.apec.org> publications

Focus Energy Policy Watch by Confederation
Indian Industry, December 2014
One of the biggest challenges for the resurgent Indian
economy is the exponentially growing demand for energy.
Given the significant developments underway in this
sector, the November issue of Policy Watch reached
out to industry leaders across the power, hydrocarbons
and renewable energy sectors, to capture their views
on the policy reforms being proposed by the Government,
and their recommendations to ensure a sustainable and
energy-secure future for the country. 

Source: www.cii.org> Policy Briefs
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W. Chan Kim and Renee Mauborgne from INSEAD
provided the world a novice thought in their book
the Blue Ocean Strategy. The thought or the idea
presented as a center stage of the book focuses upon
the uncontested markets, the markets which are never
ever ventured by any business house. The authors
have put forth this strategy after an extensive research;
the authors studied more than 30 industries and around
150 positions made from year 1880 to year 2000.
They studied various business houses like hotels,
cinemas, retail stores, airlines, energy and many others.
The book starts with a fabulous example of the
Canadian entertainment company Cirque du Soleil and
narrates in detail about its business tactics and how
the company created an uncontested market and
escaped from the cut throat competition by venturing
into new markets. This helped Cirque du Soleil earn
more revenues in a stagnant industry. The tagline of
Cirque says ‘we reinvent circus’, this made people
think about the offering of the Cirque and creative
ways it adopted to provide the entertainment. Cirque
faced ample challenges; the company faced the
allegations of the animal right activist, the competition
was also stiff but the very thought of doing the business
in the uncontested market helped them achieve more
customers and at the end of the day the end results
brought profits for Cirque du Soleil.
Kim and Mauborgne studied about one hundred fifty
positions made from 1880 to 2000 in more than thirty
industries and closely examined the relevant business
players in each. They analyzed the winning business
players as well as the less successful competitors.
They studied the various industrial units including the
hotels, cinemas, retail stores, airlines, energy,
construction, publishing, automotive and the steel and
searched for convergence among the more and also
the less successful players. Divergence across the two

groups was also studied to discover the common factors
leading to strong growth and the key differences
separating those winners from the mere survivors and
the losers. Kim and Mauborgne defined a consistent
and common pattern across all the
seemingly idiosyncratic success stories and first called
it value innovation, and then Blue Ocean Strategy.
The authors argue that Blue oceans denote all the
industries not in existence today-the unknown market
space, untainted by competition. In blue oceans,
demand is created rather than fought over. There is
ample opportunity for growth that is both profitable
and rapid. There are two ways to create blue oceans.
Authors have mentioned few cases wherein companies
can give rise to completely new industries, as eBay
did with the online auction industry. But in most cases,
a blue ocean is created from within a red ocean when
a company alters the boundaries of an existing industry.
Authors argue that Cirque did the same thing. In breaking
through the boundary traditionally separating circus
and theater, it made a new and profitable blue ocean
from within the red ocean of the circus industry. The
logic behind blue ocean strategy parts with traditional
models focused on competing in existing market space.
As per the authors take, it can be argued that managers’
failure to realize the differences between red and blue
ocean strategy lies behind the difficulties many
companies encounter as they try to break from the
competition. Cirque offers the best of both circus
and theater. And by eliminating many of the most
expensive elements of the circus, it has been able
to dramatically reduce its cost structure, achieving
both differentiation and low cost.

The book informs us that even as Cirque stripped
away some of the traditional circus offerings, it injected
new elements drawn from the world of theater. For
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instance, unlike traditional circuses featuring a series
of unrelated acts, each Cirque creation resembles a
theater performance in that it has a theme and story
line. Although the themes are intentionally vague, they
bring harmony and an intellectual element to the acts.
Cirque also borrows ideas from Broadway. For
example, rather than putting on the traditional “once
and for all” show, Cirque mounts multiple productions
based on different themes and story lines. As with
Broadway productions, too, each Cirque show has
an original musical score, which drives the performance,
lighting, and timing of the acts, rather than the other
way around. The productions feature abstract and
spiritual dance, an idea derived from theater and ballet.
By introducing these factors, Cirque has created highly
sophisticated entertainments. And by staging multiple
productions Cirque gives people reason to come to
the circus more often, thereby increasing revenues.

The book gives us the flash back of past 100 years
to prove the point that blue oceans were created
in the past too. If we look back in the past 100
years, we can sense that the industries which are
known today were not known back then. Industries
as basic as automobiles, music recording, aviation,
petrochemicals, pharmaceuticals and management
consulting were never heard of. From last 20 – 30
years we have been witnessing the plethora of new
products and services like mutual funds, cellular phones,
biotechnology, coffee bar, video on demand and many
more. The authors argue that even in the future the
blue oceans will remain the engine of growth. The
argument of red oceans is shrinking quite rapidly, looks
true when we look at the cut throat competition and
similar strategy being adopted by the organizations.
Technological advances have substantially improved
industrial productivity, permitting suppliers to produce
an unprecedented array of products and services. And

as trade barriers between nations and regions fall and
information on products and prices becomes instantly
and globally available, niche markets and monopoly
havens are continuing to disappear. At the same time,
there is little evidence of any increase in demand,
at least in the developed markets. The result is that
in more and more industries, supply is overtaking
demand. This situation has inevitably hastened the
commoditization of products and services, stoked price
wars, and shrunk profit margins. According to recent
studies, major American brands in a variety of product
and service categories have become more and more
alike. The author states that as brands become more
similar, people increasingly base purchase choices on
price. People no longer insist, as in the past, that
their laundry detergent be Tide. Nor do they necessarily
stick to Colgate when there is a special promotion
for Crest, and vice versa. In overcrowded industries,
differentiating brands becomes harder both in economic
upturns and in downturns.

The authors have quoted examples of several path
breaking companies which created the blue ocean
quite successfully. Ford had created the Ford Model
T in the year 1908, it was the first ever mass produced
car, and it was priced very low so that the Americans
could afford it. This initiative by Ford is a value
pioneering initiative and provided the world with the
mass-production concept. Apple was another
pioneering organization which gave us the gift of Apple
Personal Computer. The simple to use Apple II was
launched in 1978 for personal use and it became
the most successful PC of that era. It created the
blue ocean by itself as the concept of personal computer
was non-existent in the 1970s.

The authors have elaborated the differences between
the Blue Ocean Strategy and Red Ocean Strategy.
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The authors have stated that a blue ocean is created
in the region where a company’s actions favorably
affect both its cost structure and its value proposition
to buyers. Cost savings are made from eliminating
and reducing the factors an industry competes on.
Buyer value is lifted by raising and creating elements
the industry has never offered. Over time, costs are
reduced further as scale economies kick in, due to
the high sales volumes that superior value generates.

The authors have emphatically argued that blue and
red oceans have always coexisted and always will.
Practical reality, therefore, demands that companies

* * *

Red Ocean Strategy Blue Ocean Strategy 

Compete in existing market space. Create uncontested market space. 

Beat the competition.  Make the competition irrelevant.  

Exploit existing demand.  Create and capture demand.  

Make the value/cost trade-off.  Break the value/cost trade off. 

Align the whole system of a company’s 

activities with its strategic choice of 

differentiation or low cost. 

Align the whole system of a company’s 

activities in pursuit of differentiation and low 

cost.  

 

understand the strategic logic of both types of oceans.
At present, competing in red oceans dominates the
field of strategy in theory and in practice, even as
businesses’ need to create blue oceans intensifies. It
is time to even the scales in the field of strategy with
a better balance of efforts across both oceans. For
although blue ocean strategists have always existed,
for the most part their strategies have been largely
unconscious. But once corporations realize that the
strategies for creating and capturing blue oceans have
a different underlying logic from red ocean strategies,
they will be able to create many more blue oceans
in the future.

The only way you can sustain a permanent change is to create a new way of

thinking, acting, and being

- Jennifer Hudson

I know how men in exile feed on dreams of hope

- Aeschylus
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