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ABSTRACT 

This paper focus more on the designing curriculum for management education and 

participate  to industry experts from organizations to incorporating their valuable feedback 

in the new curriculum which courses coverings the areas of retail, marketing and 

manufacturing, financial services, corporate information strategy, management and higher 

education. 

Upgrading of infrastructure and faculty resources is a continuous process at the institution 

and collaborations with leading business schools globally.   

The task of creating society where learning is the DNA of the social fabric and learning is a 

lifelong, a knowledge society where what counts is what you know, not who you know. 

Education may have become a profitable business now, but it should not become another 

industry. 

Keywords: Management Education; Higher Education 

INTRODUCTION 

Management education termed as the significant ranging change of the higher education 

section in the country, a task for and the creation of an amnions national commission to 

oversee higher education and research. Economic growth cannot happen without a sound 

knowledge base. It brought together renowned thought leaders, academicians & eminent 

opinion makers to explore and finalize international collaborations and tie-ups. 

Redefining the MBA 

Management education is fast accepting the challenges thrown in the wake of globalization 

and liberalization to produce more and more young mangers for shouldering the task of 

nation-building. Management schools need to focus more on education related to the burning 

topics of the day, namely environment, rural management and social inclusiveness. There is 

a need to create international managers who are in touch with the realities and not isolated 

from the issues in the domestic and global scenarios. We have always made appropriate 

changes in our curriculum to keep it as contemporary as possible. 

The management schools of tomorrow must focus on producing graduates who are equipped 

to meet the challenges of these re-defined expectations of business leadership. From course 

content to the method of instruction, B-schools will have to reflect the changing priorities in 

management education.MBA programmes should go beyond cosmetic initiatives such 
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courses on ‘business ethics’ to focus on facilitating the transformational role expected to 

tomorrow’s business leaders. 

Companies look for people who have a consistent good record in academics, good hold over 

English writing and speaking skills, analytical skills, communication skills, general 

awareness and team skills. Companies look for ‘experimental’ learning rather than book 

worms.  

Integrity and accountability: Warren Buffet once said that the characteristics that he seeks 

in a manager are intelligence, hard work, and integrity. “If you don’t have the third, he said 

the first two will kill you”. 

Teaching, beyond the sage on stage: Case discussions and lectures will have to compete 

with new and powerful learning tools that range from podcasts and simulations to immersion 

experiences to new approaches emphasis on customers in different cultures or partaking in 

real-world negotiations, or watching stressful team discussions. 

Enhancing Managerial Competencies 

The need to be a change in management education is given. But changes should not be seen 

only in of altering the curriculum is not usually understood by institutions. The changes 

should begin from selection of candidates. The practice of graduates entering an MBA 

programme straight after graduation has to be rationalized. 

There was a general perception that arts and science graduates had marginal exposure to 

business and industry and hence needed to given additional inputs in the form of bridge 

courses. 

 Work experience: The fact that fresh graduates fail to understand or appreciate the 

serious work involved in earning an MBA degree has been recognized by foreign 

universities. 

 Suggestions: The latest developments and changes in auditing practices should be 

incorporated in place of traditional and outdated modules in all functional areas. 

Students need for corporate work culture and to have longer study hours from 9 a.m. 

to 6 p.m. 

 Language proficiency: English language proficiency of non- native speakers of 

language is inevitable. It has been suggested that specific courses offered by British 

Council and such other bodies should be completed within the study period.  

For Future Leaders 

In management, decision making, we get an understanding of how things work before we 

enter professional life through international internship. 

 To work on areas of mutual interest 

 Curriculum development + research 

 Latest technological innovation 

 To train the faculty, conduct teacher training workshops 
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 Focus on soft skills solutions like effective communication, presentation skills, 

personal impact training, media skills, interviewing techniques, cultural awareness 

etc. 

 Facilitates more discussions and innovations in management education. 

Agenda For Innovation – 14 ‘Innovation Universities’ 

A university is a place where new ideas germinate, strike roots and grow tall and sturdy.  It is 

a unique space, which covers the entire universe of knowledge. The teaching methods have 

definitely changed, and there is a lot of impetus given to research work. Colleges get very 

competitive during management fests and infrastructure matters a lot. Use of power point 

presentation to be part of this modernized learning. 

The higher education landscape is in for major change with innovation universities that will 

set the benchmarks in academics and research. 

 It is the place where creative minds converge, interact with each other and construct 

visions of new realities. 

 Human capital and social capital have to be developed properly. 

 Enabling youth to work and compete globally. 

 In research areas such as hunger, water, poverty, and diseases. 

 Multi-disciplinary collaboration among business, government, academia and R & D 

institutions. 

 The contribution of young researchers to the vitality and quality of the research 

system should be recognized. 

Linking Education to Careers 

Effective Education for Employment: There is a huge mismatch between what is being 

taught in schools, colleges, and universities and the knowledge, skills and behavior business 

that organizations are looking for in recruits. 

Developing public private partnerships: To maximize the potential for expanding 

equitable access to schooling and improving education outcomes, when it comes to higher 

education, can bring multiple benefits.  Sustainability for the private sector depends on the 

innovation and expertise of its employees. Hence its priority will be the recruitment and 

retention of top talent. 

Visionary leadership: Management institutions incorporate 21
st
 century skills in demand 

curriculum. If such system is guided by a comprehensive roadmap of curricular and 

assessment reform, new teacher recruitment and training strategies and the integration of 

collaborative technologies, we will be able to address some of challenges we face. 

Setting a Benchmark for Quality Education 

 Multi-disciplinary research and  better teaching 

 World-class libraries, studios, 

 Laboratories and computer facilities 
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 Developed own projects and discover the excitement of advancing the frontiers of 

knowledge. 

Harvard Business School: Good at Everything 

The school does not teach “teach” offers leadership practice immersed in real-world 

challenges. In every case, class, event and activity, you are asked not only to study 

leadership, but to demonstrate it. There is much more than routine class room instruction or 

reading text books. You learn how to make decisions in the face of conflicting data, complex 

politics, intense time constraint and fiscal pressure. You should defend your choices among 

fellow students. One may find it hard to believe that you may have to perform your decision-

making skills more than 500 times in two years. 

 In-depth case-method learning 

 To support Research and case development process 

Take Care of the MBA Syndrome: Why Failure Drives Innovation 

As was so well highlighted in Rajkumar Hirani’s film, 3 Idiots, the education system in 

India, with its focus on outcomes (grades) rather than a love of learning and experimentation, 

tends to foster a dread toward failure that stymies innovation. 

There are two terms that describe how people view failure: the type 1 mindset and the type 2 

mindset. 

Two Mindsets 

The type 1 mindset is fearful of making mistakes. It indicates characteristics’ most 

individuals, managers and corporation today. In this mindset to fail is shameful and painful. 

Because the brain becomes very risk-averse under this line of thinking, innovation is 

generally nothing more than incremental. You don’t get off-the-chart results. 

The type 2 mindset is fearful of losing out opportunities. What is shameful of these people is 

sitting on the sidelines while someone else runs away with a great idea. 

The ideas listed below need to be incorporated into the Indian education system. 

 Prototyping in curriculum 

 Inspiration 

 Sense of “desperation” 

The bottom line: Failure is not bad. The sooner education institutions in India realise this, 

the sooner they will be on the road to producing that talent that is needed for breakthrough 

thinking. India should avoid over-dependences on MBAs to its run its business. 

For Those with a Vision 

Management education needs to come out of its self-enclosed cocoon and embrace industry 

partnership in a bigger way. As India is poised for an accelerated economic growth, there is a 

dire need for managers with a vision to take the country forward. 

Management aspirants must be ready with a plan B if they cannot get the job of their choice. 

“Our policy level recommendations for MBA education have always been focused on 

admission, tuition fee, eligibility criteria and so on, buy very little effort on curriculum and 

skill development” 
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Three objectives 

1. Corporate governance 

2. Quality orientation 

3. Business ethics 

Business Model Innovation and Total Quality Management are other key areas. 

Projection for High-Quality 

The last few years have seen a slew of new initiatives undertaken by the United Progressive 

Alliance (UPA) government towards reforming higher/university education. The 11
th
 five 

year plan has made a whopping allocation of Rs. 84, 942,79 crore towards higher education 

and it is set a target to increase the percentage of students going to higher education from the 

present 12 to 15  by the end of the plan. Two committees – National Knowledge 

Commission and Yaspal Commission – have made a number of significant recommendations 

towards improving higher education. 

Mr. Kapil Sibal points out that “The 21
st
 century is likely to see investment in countries 

which are low cost economy but high in human resources.  The success that India has 

witnessed in the service sector will happen in education sector…but the problem is that we 

are not ready for it. We have to ensure our systems are in place to take advantage of the 

opportunities. This is because the crowd is here, the market is here and the human resources 

are here and naturally the money will be here.” 

Building Entrepreneurial Economy 

Entrepreneurs should be given the status of role models. Entrepreneurship alone can provide 

sustainable business model. Indian institutions have to stress on entrepreneurship in the 

education system. India’s goal of creating a million jobs a year can be achieved only if 

entrepreneurship becomes an quintessential content of the curriculum, if not a separate centre 

for giving lessons in entrepreneurial practices. A centre could draw resources from 

entrepreneurs and academicians to provide an exposure in the subject that can bring a 

refreshing change in enterprises. 

Collaboration Better Than Competition 

We have to create curriculum based on our own business models and take up more Indian 

case studies. Indian business methods are totally different. Business, family and spirituality 

are integrated in this part of the world. Local knowledge in business is vital. Indian business 

case studies have to be developed and globalised. The Indian way of management needs to 

be studied closely and popularised. Indian management students must learn a lot about 

collaboration, to bring out the best, go beyond competition. 

Equipping Leaders for Crisis 

A 2008 consulting survey found that 56 percent of employers in the US were experiencing a 

leadership shortage that was impeding organizational performance. However, the question 

that arises is:  How do you survive such crises? Surely, such times underline the need for 

“leadership”. How do companies reconcile their need to develop leaders while still managing 

cost and ensuring a return on investment in such turbulent line. 

 Highly focused development that is specific to the individual leader in the context of 

his or her current job. 
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 Clearly defined measurable objectives that are collectively agreed to by the boss, the 

leader being coached and the coach. 

 Observable behavioural change and business impact within a defined time frame. 

Imagine, Innovate, Integrate 

Creative Method of Teaching 

 Teachers will need to accommodate a more nuanced approach to decision making 

that embraces intuition, creativity, empathy and even collaboration, underscoring the 

complexity of business decisions. 

 The need to embrace issues that are broader than the narrow problems at hand. 

 In the future, it is likely that the student-teacher leadership developed during 

business programmes. 

 Alumni of management schools can become powerful teaching resources who can be 

leveraged to advise, train, and mentor current students. 

 Diversity is key to effective management. Intelligence is about seeing things from 

the multiple perspectives; there is a need to balance all factors and not just basic 

profit and loss.  

Innovation Syllabus is the Mantra 

An expert group which conceived the modalities noted that the existing pattern of education 

with emphasis on lectures alone was definitely rich in information but there was little 

emphasis on applying the received knowledge for problem solving. The participatory 

approach encouraged under the new system will ensure that classrooms are no longer 

dominant by monologues of faculty members with little or no participation from the 

students. 

Multi-Tasking  

Today an MBA graduate, within two or three years they are expected move to a supervisory 

level would have a team under them. At the same time they are also expected to report to 

more than one superior and handle more than one project at the same time. To accomplish 

that task one has to have multi-tasking skills. It is nothing but the ability to manage shared 

resources. They have to shift and manage from one task to another at the same time 

accomplish the tasks within set deadlines, without compromising on quality. “As you grow 

up in an organization, you should be able to control the events, rather than events controlling 

you. 

A Regulator Is Badly Needed 

Lack of infrastructure in many colleges 

1. Is that area or region well served with existing institutions 

2. Is there a felt need for another college there 

3. Is the applicant capable of providing the infrastructure and facilities expected of such 

institutions 

4. Does the applicant posses the required land and financial resources to set up the 

college 
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Uneven spread of management institutions 

 It is one argument to say that colleges here also cater to the requirements of other 

regions. 

Need to nurture talent and innovation, a scientific temper in students. 

We need a combination of qualification, aptitude, capacity to handle students and also 

engage them academically, and send out qualified, employable graduates. 

SUGGESTIONS 

 Upgrading of infrastructure and faculty resources is a continuous process at the 

institution and collaborations with leading business schools globally.   

 Thus, the mammoth task of creating society where learning is the DNA of the social 

fabric and learning is a lifelong…a knowledge society where what counts is what 

you know, not who you know. 

 Education may have become a profitable business now, but it should not become 

another industry 

CONCLUSION 

As India is poised for an accelerated economic growth, there is a dire need for managers with 

a vision to take the country forward. Management talent is essential for organizational 

success but management education in the country is quantitative, not qualitative. This quality 

gap needs to be addressed to acquire a competitive edge.  The AICTE concentrates mainly 

on technical education, academician pitch for a National Management Council, exclusively 

for management education. With the B-schools poised to become more vibrant, academics 

expect generation of high quality content and increased use of technology and training. 

Passion, Perseverance and the willingness to take risks is the right formula for a success 

story.  Not just by students but by working professionals as well. 

REFERENCES 

1. Bernstein, J. M. (1995). Recovering Ethical Life: Jürgen Habermas and the Future of 
Critical Theory. London: Routledge. 

2. Bloom, A. (1987). The Closing of the American Mind. New York: Simon & Schuster. 

3. Bowen, H. (1982). The State of the Nation and the Agenda for Higher Education. San 

Francisco, CA: Jossey- Bass. 

4. Clark, T. (2004a). ‘Strategy viewed from a management fashion perspective’. European 
Management Review, 1, 1, 105–11. 

5. Clark, T. (2004b). ‘Controversies and continuities in management studies: Essays in 

honour of Karen Legge; Guest Editor’s introduction’. Journal of Management Studies, 

41, 3, 367–76. 

6. Delanty, G. (2001). Challenging Knowledge. The University in the Knowledge Society. 
Buckingham: The Society for Research into Higher Education & Open University Press. 

7. Graham, G. (2002). Universities. The Recovery of an Idea. Thorverton: Imprint 

Academic. 

8. Habermas, J. (1976). Legitimation Crisis. London: Heinemann. 



Abhinav 

International Monthly Refereed Journal of Research In Management & Technology 

                                                           

8 

Volume III, January’14 ISSN – 2320-0073 

Available online on www.abhinavjournal.com 

9. Hambrick, D. (1993). ‘What if the Academy actually mattered?’ Academy of 

Management Review, 19, 11–16. 

10. Hamel, G. (2001). Leading the Revolution. Boston, MA: Harvard Business School Press. 

11. Hatchuel, A. and Glise, H. (2004). ‘Rebuilding management: a historical perspective’. In 

Adler, N., 

12. Shani, A. B. and Styhre, A. (Eds), Collaborative Research in Organizations. Thousand 

Oaks, CA: Sage. 

13. Jacob, M. and Hellström, T. (2000). The Future of Knowledge Production in the 

Academy. Buckingham: 

14. The Society for Research into Higher Education & Open University Press. 

15. Kay, J. (2003). The Truth About Markets. London: Allen Lane. 

16. Kerr, C. (2001). The Uses of the University. Cambridge, MA: Harvard University Press. 

1530 K. Starkey et al. © Blackwell Publishing Ltd 2004 

17. Kirp, D. L. (2003). Shakespeare, Einstein and the Bottom Line: The Marketing of Higher 

Education. Harvard, MA: Harvard University Press. 

18. Krugman, P. (2003). The Great Unravelling: From Boom to Bust in Three Short Years. 

London: Allen Lane. 

19. Leavitt, H. J. (1989). ‘Educating our MBAs: on teaching what we haven’t taught’. 

California Management Review, 31, 38–50. 

20. March, J. (2000). ‘Citigroup’s John Reed and Stanford’s James March on management 

research and practice’. Academy of Management Executive, 14, 52–64. 

21. Maskell, D. and Robinson, I. (2002). The New Idea of a University. Thorverton: Imprint 

Academic. Mintzberg, H. (2004). Developing Managers Not MBAs. London: FT 

Prentice Hall. Mintzberg, H. and Gosling, J. (2002). ‘Educating managers beyond 

borders’. Academy of Management Learning and Education, 1, 64–76. 

22. Nowotny, H., Scott, P. and Gibbons, M. (2001). Re-Thinking Science. Knowledge and 

the Public in an Age of Uncertainty. Oxford: Polity Press. 

23. Okazawi-Ward, L. J. (2001). ‘MBA education in Japan. Its current state and future 

direction’. Journal of Management Development, 20, 197–234. 

24. Owen, D. (1994). Maturity and Modernity. London: Routledge. 

25. Pfeffer, J. (1995). ‘Barriers to the advance of organizational science: paradigm 

development as a dependent variable’. Academy of Management Review, 18, 599–620. 

26. Pfeffer, J. and Fong, C. (2002). ‘The end of business schools? Less success than meets 

the eye’. Academy of Management Learning & Education, 1, 78–95. 

27. Pfeffer, J. and Fong, C. (2004). ‘The business school “business”: some lessons from the 

US experience’. Journal of Management Studies, 41, 8, 1501–20. 

28. Putnam, R. (2000). Bowling Alone: The Collapse and Revival of American Community. 

New York: Simon & Schuster. 

29. Reading, B. (1999). The University in Ruins. Cambridge, MA: Harvard University Press. 



Abhinav 

International Monthly Refereed Journal of Research In Management & Technology 

                                                           

9 

Volume III, January’14 ISSN – 2320-0073 

Available online on www.abhinavjournal.com 

30. Sahlin-Andersson, K. and Engwall, L. (Eds) (2002). The Expansion of Management 

Knowledge. Carriers, Flows and Sources. Stanford, CA: Stanford University Press. 

31. Salbu, S. (2002). ‘Foreword’. In Cruver, B. (Ed.), Anatomy of Greed. The Unshredded 

Truth from an Enron Insider. London: Hutchinson. 

32. Sennett, R. (1998). The Corrosion of Character. The Personal Consequences of Work in 

the New Capitalism. New York: W.W. Norton & Company. 

33. Shani, A. B. and Docherty, P. (2003). Learning by Design. London: Blackwell. 

34. Starkey, K. and Madan, P. (2001). ‘Bridging the relevance gap: aligning stakeholders in 

the future of management research’. British Journal of Management, 12, Special Issue, 

December, S3–26. 

35. Starkey, K. and Tempest, S. (2004). ‘Researching our way to economic decline’. In 

Adler, N., Shani, A. B. and Styhre, A. (Eds), Collaborative Research in Organizations. 
Thousand Oaks, CA: Sage. 

36. Stiglitz, J. (2003). The Roaring Nineties: Seeds of Destruction. London: Allen Lane. 

37. Thrift, N. (1997). ‘The rise of soft capitalism’. Cultural Values, 1, 29–57. 

38. Uglow, J. (2002). The Lunar Men. The Friends Who Made the Future 1730–1810. 

London: Faber and Faber. Rethinking the Business School 1531 © Blackwell Publishing 

Ltd 2004 

39. www.businessline.in/economy 

http://www.businessline.in/economy


Abhinav 

International Monthly Refereed Journal of Research In Management & Technology 

                                                           

10 

Volume III, January’14 ISSN – 2320-0073 

Available online on www.abhinavjournal.com 

TOTAL FACTOR PRODUCTIVITY AND TREND OF 
PRINCIPAL CROPS IN OGUN STATE 

O.O. Olayiwola 

Research Scholar, Development Policy Centre (DPC), Ibadan, Nigeria 

Email: olubodun_2008@yahoo.com 

ABSTRACT 

The study estimated growth rate and total factor productivity for principal crops in Ogun 

State using time series secondary data on area, production, productivity of principal crops in 

Ogun State. Absolute, relative changes, compound growth rate, decomposition analysis 

techniques were employed to analyze the collected data. Growth analysis reveled that area 

index for various principal crops considering Relative Changes and Absolute Changes 

showed increasing trends over the periods of 1990-91 to 2011-12.The production indices 

and Growth Rate of different principal crops showed also increasing trends over period of 

study with slight exception in the production of Paddy Crops. Significant structural changes 

occurred in the area and production of principal crops during the specific period of time due 

to policy effect and autonomous production as well. Positive structural changes have also 

registered in the yield of principal crops due to adoption of improved variety. Measurement 

of productivity is an important and necessary step to understand in context of agricultural 

economics. There are various measures such as labour productivity, capital productivity 

e.t.c. Among them total factor productivity is a comprehensive measure of productivity and 

has gained acceptance as such among government officers, policy makers, productivity 

specialist and economist. 

Keywords: Trend; Principal Crops; Total Factor Productivity (TFP) 

INTRODUCTION 

Agricultural production has been an issue of concern for some years in Nigeria. A worry 

about the growth potential of agriculture has emerged since the second half of the 1990s, 

when the sector suffered a slow-down after rapid growth in the stage of the Green 

Revolution. Pessimism continued to develop in the 2000s. As one of the lesson from the 

recent crises, it is now widely recognized that productivity growth is the key factor in 

economic development and sustainable growth. Governments are putting emphasis on 

productivity growth as one of the major goals of economic policy. Many economists 

conceive that the relative returns to agricultural activities have been too low and investment 

in agriculture has been insufficient. Theoretically, sources of economic growth are composed 

of factor accumulation and productivity growth. The first source may lead to high growth 

rates, but only for limited periods of time. Thereafter, the law of diminishing returns 

inevitably occurs. Consequently, sustained growth can only be achieved through productivity 

growth, that is, the ability to produce more and more output with the same amount of input. 

In this context, it is important to examine critically the past performance of agriculture and 

based on it, future prospects of growth is needed. 
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There are two measures of productivity, partial factor productivity and total factor 

productivity. Partial factor productivity is the ratio of output to single input. Total factor 

productivity (TFP) is a ratio of an index of aggregate output to aggregate input. TFP is one 

of the most convenient indicators to evaluate economic performance as an ex-post facto. 

Earlier approaches to productivity measurement were based upon partial productivity 

indices, typically land or labour productivity only due to computational simplicity or 

feasibility. There are many of the factors accounting for observed production growth. It is a 

misleading measure of gains in productive efficiency since it does not allow factor 

substitution over time. Since the total factor productivity can account for productivity for the 

whole sets of inputs used in the production process, it is superior to other productivity 

measure.TFP may also reflect technological improvement realized in the economy. The 

source of TFP growth is not only technological progress but also progress in the quality 

inputs or efficiency improvement depending on better organization or institutional 

restructuring. 

Trends of agricultural production simply depict performance of agriculture but does not 

revealed anything about the efficiency of the performance. However, factor productivity 

showed efficiency with which the factors inputs are converted into output within production 

processes Growth of total factor productivity (TFP) provides society with an opportunity to 

increase the welfare of people. Therefore, accurate measurement of TFP is crucial to 

understanding changes in productivity growth. Keeping in view the importance of 

agriculture in the state economy quantitative assessment of the total factor productivity and 

contribution of the various factors to total factor productivity growth at the state level will 

help in reorienting of the programmes and priorities of agriculture development so as to 

achieve higher growth of agriculture for economic prosperities. 

METHODOLOGY 

The behavior of principal crops relative changes was worked out by the method below which 

gives better comparison than absolute changes. Crops to be covered for the research work 

are: wheat, soya bean, grams, paddy, lentil, cotton and mustard oil.  The following analytical 

method was used: 

Absolute changes     = 

Relative Change (RC %)     = 

Where, 

         Triennium Current year i.e. average of last three years 

          Triennium Base year i.e. average of first three years 

Growth rates 

Compound growth rates were estimated with the following exponential model using least 

square techniques which are given below: 

 

Where, 

 Y= Trend value of dependent variable (area/ total production/yield) 

 a = constant 

0YYN 
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 b =Trend coefficient (slope of line) 

 t = time variable (Years) 

The function takes the form of a linear equation in logarithmic and become log- linear as 

under: 

 Log Y= log a + log b……………………………………………............... (3) 

 Compound growth rate (CGR) = (Antilog b-1) 100……............…… (4) 

Test of significance 

The results of empirical research must be put to test for their degree of acceptability. In 

statistics, these come under “test of significance”. For testing the hypothesis, suitable 

statistical test are applied. These are applied to assess their significance at 1% and 5% level 

of significance for the period  which are spelled out in the following section:  

Standard error (SE) =           …………………………………………………. (5) 

Where, 

 r = coefficient of multiple determination 

 n= Number of observation 

 ‘t ‘test 

To test the significance of b value of the trend equation,‘ t ‘ test was used. 

t= 
antilog b 

~ (n-2) d.f 
SE 

Where, 

 b=independent variable 

 SE= Standard error. 

 d.f = degree of freedom 

Source: (Corelli et. al. 2005) 

Malmquist TFP Index 

The Malmquist TFP index was first introduced by Caves, Christensen and Diewert (1982). 

They defined the TFP index using Malmquist input and output distance functions, and thus 

the resulting index came to be known as the Malmquist TFP index.  The period t Malmquist 

productivity index is given by   

        

i.e., they define their productivity index as the ratio of two output distance functions taking 

technology at time t as the reference technology. Instead of using period t’s technology as the 

reference technology it is possible to construct output distance functions based on period 

(t+1)’s technology and thus another Malmquist productivity index can be laid down as: 

             

321, andPPP
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Fare et al (1994) attempt to remove the arbitrariness in the choice of benchmark technology 

by specifying their Malmquist productivity change index as the geometric mean of the two-

period indices, that is, 

        

Using simple arithmetic manipulation, the equation (5) can be written as the product of two 

distinct components- technical change and efficiency change (Färe et al (1994)). 
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Hence the Malmquist productivity index is simply the product of the change in relative 

efficiency that occurred between periods t and t+1, and the change in technology that 

occurred between periods t and t+1. 

RESULTS AND DISCUSSIONS 

Table 1. Trends of principal crops during the period 1990-91 to 2011-12 in Ogun State 

 

Area: 000’ha, Production: 000’tonnes, Yield: kg/ha  

Period of study stating from 1990-91 to 2011-12 
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BY: Base Year (Triennium) 

CY: Current Year (Triennium) 

RC%:  Relative Change in Percentage 

CV: Coefficient of Variation 

SGR: Simple Growth Rate 

CGR: Compound Growth Rate 

Asterisks:  *** indicates 1% significant level 

** indicates 5% significant level 

* indicates 10% significant level 

Measurement of productivity is an important and necessary step to understand in context of 

agricultural economics. There are various measures such as labour productivity, capital 

productivity e.t.c. Among them total factor productivity is a comprehensive measure of 

productivity and has gained acceptance as such among government officers, policy makers, 

productivity specialist and economist. The production changes were pertained to the time 

series of 1990-91 to 2011-12 in Ogun state. The data on relative change in acreage, 

production and productivity of the principal crops were presented in the table A. The data 

showed that the relative change in area, production and productivity was higher. Paddy 

indicated negativity in area but the production and productivity increased. The area, 

production and productivity of other crops increased during the study period. The selected 

crops were re-classified, based on the kingdom and they were divided into cereals, pulses, 

and oilseed and non-food crops. Paddy crops have negative values of simple and compound 

growth rate but wheat crops have positive values of simple and compound growth rate 

despite the fact that the paddy and wheat crops belong to the same family kingdom. Cotton 

crops have the highest values in growth rate, followed by soya bean, lentil and grams but 

wheat has the lowest growth rate value in respect to simple and absolute changes. 

The structural changes occurred in the area and production of principal crops during the 

study period of time due to policy effect and autonomous production as well. These changes 

has caused dramatically fluctuation or variation among the selected principal crops used for 

the study. Cotton and paddy crops accounted for high coefficient of variation (CV) in yield 

and production but less in area. The reverse is the case soya bean and lentil crops. The 

highest CV in cotton crops was as a result of adoptions of Bt Cotton production technology 

by the cotton grower in the state. The Relative Changes in value of soya bean was the 

highest and paddy crops have lowest and negative value during the study period. It implies 

that soya bean dominated as compare to other principal crops selected for the study in the 

study area. Therefore, the growth of agriculture in Ogun State is still having great potential 

since it is not declining. Growth rate generally failed to explain fluctuation in the principal 

crops in the study area. With a view to determine the degree of variability over time in terms 

of selected production parameters of the principal crops in Ogun State for the period 1990-91 

to 2011-12. An attempt was made to measure it through the co-efficient of variation. It is 

evident from the Table A that variability of selected production parameter varied from 5.75 

per cent (paddy crops) to 50.2 per cent (cotton crops) during the period under reference. The 

present findings are similar to those reported by Singh (2008) who concluded that cotton 

crops have highly significant growth in Ogun state. Similarly, cotton crops production and 

productivity shows higher relative changes during the entire period of the study due to 
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introduction of Bt cotton production technology. Also, among the oilseeds, soya bean shows 

higher relative changes in acreage, production and yield as compared to lentil crops. Despite 

the fact that the area and production of lentil crops is high, the yield relative change is not 

impressive and the t-values shows the level of significant growth changes of the selected 

principal crops in Ogun State. The table A shows positive and highly significant during the 

study period except in paddy crops that has negative t-values but it was highly significant. 

Table 2. Trends of value of inputs use 

 

H. L = Human Labour 

A.L = Animal Labour 
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R.V = Rent Value 

The table 2 shows the partial contribution of inputs to total factor productivity growth.  

The value of inputs use for each crop for different years for different inputs was collected 

from cost of cultivation scheme report data and it was converted for the aggregate level by 

multiplying respective crop acreage for different years and aggregated for agriculture crop 

sector and input use wise data. The data shows that the value of seed used for wheat crops 

increased by 71.3 per cent, followed by 79.6 per cent for paddy crops, 44.63 per cent for 

lentil crops, 54.46 per cent for mustard oil, 65.04 per cent for cotton crops and highest values 

of seeds was recorded in grams crops (143.1 per cent) and the lowest increased value of seed 

showed in soya bean (20.89 per cent). The data revealed that among the inputs considered 

for the study, the contribution of animal labour and manure was higher during the period 

(1990-91 to 2011-12) except in mustard oil that is bite low as compare with other selected 

principal crops. During the study period, the contribution of seeds was also notable and the 

value of the coefficient of multiple determinations (R2) was higher in all the selected 

principal crops except lentil crop. The rent value input contribution was higher in mustard oil 

and cotton (79 and 83 per cents) but no available information on rent value for the rest of the 

principal crops. The reason may be as result of adoption of Bt cotton production technology 

in Ogun state. The contribution of all inputs are higher in all the selected principal crops 

except fertilizer input that was not impressive to contribute the huge per cents to the total 

factor productivity growth in the state. It was as a result of unclear market linkage for the 

distribution of fertilizer across the state. The problem has made the farmers to diversified 

from use of fertilizer to manure. The finding is similar to India situation and it is also in line 

with Surya (2005) who studied total factor productivity (TFP) of Wheat in India. 

Decomposition Analysis 

It is known fact that crop production is a function of area and yield. Therefore, total 

production is divided into (1) area effect (2) yield effect (3) interaction effect towards change 

in total production of principal crops in the study area .Wheat crop has the highest value 

yield effect with lowest interaction effect as compare with other selected principal crops such 

as paddy, grams, lentil, soya bean, mustard oil and cotton. The changes have 56.34 percent 

effect on yield, 34.56 per cent on area and 9.1 percent on joint effect during production. 

Despite high changes in production of soya bean, area effect is 22.89 percent, 40.99 percent 

in yield and 36.12 percent in joint interaction effect. Cotton crops have the high relative 

contribution of (40.23per cent) yield effect and 38.67 percent value in terms of yield effect 

and 21.10 percent in terms of joint effect during production. From the discussion it is 

concluded that farmers in the study area adopted intensive farming in the production of 

principal crops revealing in the high value of yield effects in the total production of these 

crops. The interaction effect that occurred in paddy and soya bean crops (31.21 and 36.12 per 

cent) is higher. Area effect of the selected principal crops for the study is moderate except in 

soya bean (22.89 per cent).  

Table 3. Decomposition Analysis of principal crops in Ogun State 

S. 

No. 
Crops 

Area 

Effect (%) 

Yield Effect 

(%) 

Interaction 

Effect (%) 

Total 

(%) 

1 Paddy 41.51 27.28 31.21 100 

2 Wheat 34.56 56.34 9.1 100 

3 Grams 42.55 36.79 20.66 100 
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Table 3. Decomposition Analysis of principal crops in Ogun State (Contd….) 

S. 

No. 
Crops 

Area 

Effect (%) 

Yield Effect 

(%) 

Interaction 

Effect (%) 

Total 

(%) 

4 Lentil 58.34 25.69 15.97 100 

5 Soya bean 22.89 40.99 36.12 100 

6 Mustard Oil 36.89 38.99 24.12 100 

7 Cotton 40.23 38.67 21.10 100 

Table 4. Growth Rate in Output and Inputs Indices (1990-91 to 2011-12) 

S. 

No. 
Crops 

Total Output 

Index 

Total Inputs 

Index 

Total Factor 

Productivity 

1 Paddy 0.71 0.62 0.09 

2 Wheat 0.96 0.60 0.36 

3 Grams 0.84 0.61 0.23 

4 Lentil 0.86 0.69 0.17 

5 Soya bean 0.90 0.63 0.30 

6 Mustard Oil 0.83 0.61 0.22 

7 Cotton 0.81 0.61 0.20 

The data on growth rate in total output index, total input index and total factor productivity 

in Ogun state is given in table D.The estimates of the growth rate of indices shows that 

during the study period (1990-91 to 2011-12), the growth in total output was higher than the 

growth in total input index and therefore there was positive growth in total factor 

productivity (TFP).The same higher total output was reported in all the selected principal 

crops in Ogun State but wheat crops has the highest total output, followed by 

soyabean,lentil,grams, mustard oil , cotton and paddy crops. The input indexes are the same 

in cotton, mustard oil and grams crops and lentil crops has the highest value of total inputs 

index, followed by soya bean, paddy and wheat crops with the lowest value. The variability 

in the total outputs and total inputs index among the selected principal crops in Ogun State 

might be due to exploitation of available production potential in the state through use of 

appropriate inputs and production technology. 

CONCLUSIONS AND RECOMMENDATIONS 

The growth of agriculture in Ogun State is still having great potential since it is not 

declining. Total factor productivity (TFP) growth is also not declining as it is observed in the 

states like Oyo and Osun States. The reason for the great potential in TFP in Ogun State was 

as a result of proper allocation of resources in right directions. Enhancing contribution of 

inputs towards TFP growth reflects towards increasing awareness of farming community 

towards judicious use of plant nutrients, protection of crops from pests and tapping 

maximum potential through judicious use of inputs. The following major recommendation 

emerged from the study and they are: 

 Low contribution of fertilizer towards total factor productivity (TFP) needs serious 

attention. There is a need for clear cut market supply for fertilizer distribution in 

Ogun State. 

 For potential use of available seeds, since its contribution in TFP is high; there are 

needs for government to subsidies price of seeds and to encourage more hybrid seeds 

that enhanced more outputs.  
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 Adequate farm inputs must be made available at cheap price to the farmers and 

government must follow a clear channel supply systems of inputs. 

 Frequency of extension visits should be increased to encourage wider spread and 

adoption of improved farm technology.  

 Strengthening support and Public-Private Partnership so as to boost production and 

win niche markets with a challenge of making better markets for farmers, while at 

the same time ensuring that production technologies adopted is more 

environmentally sustainable. 
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ABSTRACT 

Letter of Credit and Bank Guarantee is the financial instrument used in the national and 

international trade for buying and selling of goods. It plays an important role when the 

newcomer enters to business, and they want to buy and sell their goods on credit at no risk. 

In this case letter of credit act as a bank’s direct undertaking to the supplier and bank 

guarantee is a written contract stating that if the buyer fails to make payment on time to 

seller then the bank as a guarantor would pay the entire debt to the seller. Both the financial 

instruments are precise to their place. This basic article discusses about which financial 

instrument is more cost effective for selected Indian Industries with suitable case study.      

Keywords: Letter of Credit; Bank Guarantee; Alternative Sources of Finance  

INTRODUCTION 

Letter of Credit (LC) is a commercial document issued by a bank in normal course of 

business which carries a payment guarantee obligation in case of adverse situation arises. A 

bank issue LC on the request of its client in favor of a third party (beneficiary). It is 

important instrument to the extent that it smoothens & secures the transactions ensuring to 

the party in whose favor the LC is opened that if any adverse situation arises and its client 

failed to make the payment than the issuing bank will pay subject to the terms and conditions 

mentioned at the time of issue of LC. This document is most important in case both the 

parties doing business first time. These parties can do business without any or very low risk, 

as bank gives a safety assurance to both the parties, involved with the transaction. 

Issuance of Letter of Credit 
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Bank Guarantee (BG) is a guarantee made by a bank on behalf of a customer (usually an 

established corporate customer) should it fail to deliver the payment, essentially making the 

bank a co-signer for one of its customer's purchases. Guarantees are important instruments 

used to minimize the risks that are involved in commercial contracts. For the enforcement of 

ordinary guarantees, as construed dependence of the guarantee on the main contract may lead 

to unnecessary disputes and litigation, arising from the main contract. These disputes may 

have a material effect on the guarantee, thereby blocking funds in litigation. Hence, there 

was a need for an innovative instrument which would enable the guarantee to serve its 

original purpose, namely, providing a form of security.  The bank guarantee is one such 

innovative financial instrument whereby, if the beneficiary perceives that there has been a 

breach of contract by the other party, he can encash the guarantee and avail of the amount 

immediately, without having to undergo the hassles of litigation. Thus, the relevance of a 

bank guarantee achieves relevance. 

 

OBJECTIVES OF THE STUDY 

 To understand the review of literature in the related area. 

 To understand the costing of Letter of Credit and Bank Guarantee with suitable case 

study. 

Difference between LC & BG 

A bank guarantee and a letter of credit are similar in many ways but they're two different 

things. Letters of credit ensure that a transaction proceeds as planned, while bank guarantees 

reduce the loss if the transaction does not go as planned. 

A letter of credit is an obligation taken on by a bank to make a payment once certain criteria 

are met. Once these terms are completed and confirmed, the bank will transfer the funds. 

This ensures the payment will be made as long as the services are performed. 

A bank guarantee, like a line of credit, guarantees a sum of money to a beneficiary. Unlike a 

line of credit, the sum is only paid if the opposing party does not fulfill the stipulated 

obligations under the contract. This can be used to essentially insure a buyer or seller from 

loss or damage to nonperformance by the other party in a contract. 

For example a letter of credit could be used in the delivery of goods or the completion of a 

service. The seller may request that the buyer obtain a letter of credit before the transaction 

occurs. The buyer would purchase this letter of credit from a bank and forward it to the 

seller's bank. This letter would substitute the bank's credit for that of its client, ensuring 

correct and timely payment. 

http://www.investopedia.com/terms/b/bankguarantee.asp
http://www.investopedia.com/terms/l/letterofcredit.asp
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A bank guarantee might be used when a buyer obtains goods from a seller then runs 

into cash flow difficulties and can't pay the seller. The bank guarantee would pay an agreed-

upon sum to the seller. Similarly, if the supplier was unable to provide the goods, the bank 

would then pay the purchaser the agreed-upon sum. Essentially, the bank guarantee acts as a 

safety measure for the opposing party in the transaction.  

These financial instruments are often used in trade financing when suppliers, or vendors, are 

purchasing and selling goods to and from overseas customers with whom they don't have 

established business relationships. The instruments are designed to reduce the risk taken by 

each party. 

Types of LC & BG 

Types of LC 

1. Revocable Letter of Credit: In this type of credit, buyer and the bank which has 

established the LC are able to manipulate the letter of credits or make any kinds of 

corrections without informing the seller and getting permissions from him. According to 

UCP 600, all LCs are Irrevocable, hence this type of LC used no more. 

2. Irrevocable LC: In this type of LC, Any changes (amendment) or cancellation of the LC 

(except it is expired) is done by the Applicant through the issuing Bank. It must be 

authenticated by the Beneficiary of the LC. Whether to accept or reject the changes depends 

on the beneficiary. 

3. Confirmed LC: An LC is said to be confirmed when another bank adds its additional 

confirmation (or guarantee) to honor a complying presentation at the request or authorization 

of the issuing bank. 

4. Unconfirmed LC: This type of letter of credit, does not acquire the other bank's 

confirmation. 

5. Transferrable LC: A Transferable Credit is the one under which the exporter has the 

right to make the credit available to one or more subsequent beneficiaries. Credits are made 

transferable when the original beneficiary is a middleman and does not supply the 

merchandise himself but procures goods from the suppliers and arrange them to be sent to 

the buyer and does not want the buyer and supplier knows each other. The middleman is 

entitled to substitute his own invoice for the one of the supplier and acquire the difference as 

his profit in transferable letter of credit mechanism. 

6. Nontransferable LC: It is said to the credit that seller cannot give a part or completely 

right of assigned credit to somebody or to the persons he wants. In international commerce, it 

is required that the credit will be nontransferable. 

7. Deferred / Usance LC: It is kind of credit that won't be paid and assigned immediately 

after checking the valid documents but paying and assigning it requires an indicated duration 

which is accepted by both of the buyer and seller. In reality, seller will give an opportunity to 

the buyer to pay the required money after taking the related goods and selling them. 

8. At Sight LC: It is a kind of credit that the announcer bank after observing the carriage 

documents from the seller and checking all the documents immediately pays the required 

money. 

9. Red Clause LC: In this kind of credit assignment, the seller before sending the products 

can take the pre-paid or part of the money from the bank. The first part of the credit is to 

http://www.investopedia.com/terms/c/cashflow.asp
http://www.investopedia.com/terms/f/financialinstrument.asp
http://www.investopedia.com/terms/t/tradefinance.asp
http://en.wikipedia.org/w/index.php?title=Revocable_Letter_of_Credit&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Irrevocable_LC&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Confirmed_LC&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Unconfirmed_LC&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Transferrable_LC&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Untransferable_LC&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Deferred_/_Usance_LC&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=At_Sight_LC&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Red_Clause_LC&action=edit&redlink=1
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attract the attention of the acceptor bank. The reasoning behind this is the first time this 

credit is established by the assigner bank, it is to gain the attention of the offered bank. The 

terms and conditions were written by red ink, going forward it became famous with that 

name. 

10. Back to Back LC: This type of LC consists of two separated and different types of LC. 

First one is established in the benefit of the seller that is not able to provide the 

corresponding goods for any reasons. Because of that reason according to the credit which is 

opened for him, neither credit will be opened for another seller to provide the desired goods 

and sends it. 

Back-to-back L/C is a type of L/C issued in case of intermediary trade. Intermediate 

companies such as trading houses are sometimes required to open L/Cs by supplier and 

receive Export L/Cs from buyer. SMBC will issue a L/C for the intermediary company 

which is secured by the Export L/C (Master L/C). This L/C is called "Back-to-back L/C". 

Types of BG 

1. Financial Guarantees: This type of Bank Guarantee is issued by the bank and furnished 

by the bank’s customer in lieu of earnest money or the security to be deposited with the 

beneficiary of the Bank Guarantee for the performance of a contract. These guarantees, are 

given in lieu of purely monetary obligation e.g. the obligation of contractor make earnest 

money deposit/guarantees give to sale-tax department 

2. Performance Guarantee: These types of guarantees are issued in respect of performance 

of a contract or obligation. In such guarantees- in the event of non-performance or short 

performance of the obligation, bank will be called upon to make good the monetary lose 

arising out of non-fulfillment of the guarantee obligation. The bank cannot perform the 

contract itself but by this Bank Guarantee the bank undertakes to reimburse the loss incurred 

by the beneficiary due to non-performance. The amount of loss to be reimbursed is 

ascertained at the time of default. The purpose of this Bank Guarantee is to fix the liability in 

the eventuality of default by the customer.  

3. Differed Payment Guarantee: The bank at request of customer issues such Bank 

Guarantee when he purchases goods or machineries from a creditor on the terms of payment 

after a specified time in lump sum or in installments. The creditor requires such deferred 

payment terms to be guaranteed by the bankers of the principal debtor. Such a Bank 

Guarantee contain an undertaking by the banker that that deferred payment shall be made by 

the principal debtor, failing which the banker shall pay the amount to the creditor. These 

types of guarantees normally arise in the case of purchases of machinery or such capital 

equipment by industries or other party. The manufacturer or its agent applies the machinery 

against cash payment say 10% to 15% & obtains accepted bills for the balance amount by 

purchaser’s banker for deferred period say 3 to 5 years 

DATA ANALYSIS RELATED TO COSTING OF LC & BG 

The below calculation is applicable to those industries who can buy their material on behalf 

of Letter of Credit as well as on the basis of Bank Guarantee or both from those industries 

who are having excess reserve of surplus, and the company who is financially sound like 

Tata, Reliance, Sterlite, Wipro etc. 

 

 

http://en.wikipedia.org/w/index.php?title=Back_to_Back_LC&action=edit&redlink=1
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Charges for opening of Inland Letter of Credit 

Letter of Credit Charges as per State Bank of India 

Charges for LC above 5 Crore but below 10 Crore Yearly (approx.) 

Letter of Credit Opening Charges 

(Above charges are inclusive of commitment fees and usance 

charges) 

1.90% 

Letter of Credit Discounting Charges 

(Above charges is inclusive of Interest cost only, and such cost is 

varies with party to party depends on the companies rating, exposure 

and their relation with banker’s. Such cost can’t go below the bank’s 

base rate)  

10.10% 

Other Charges (Approx) 

(Above charges are inclusive of Discounted LC commission of 

agent, LC Handling charges and Postage charges of bank) 

1.46% 

 

Total finance cost for using LC facility 13.46% 

Charges for opening of Bank Guarantee 

Bank Guarantee Charges as per State Bank of India 

Charges for Bank Guarantee above 5 Crore but below 10 Crore Yearly (approx.) 

Bank Guarantee Opening Charges 1.30% 

Interest Cost 

(Interest cost is a cost which is charge by the supplier on buyer for 

purchase of material on credit. Such cost is varies with party to party 

depends upon exposure and their relation, such cost is decided by the 

Seller) 

11.00% 

Total finance cost for using BG facility 12.30% 

Note: *All the above information about the finance cost of LC I have filled as per the 

conversation with the banker, so the data’s validity is not fixed, because bank is having the 

right to increase or decrease such above charges anytime. 

Case study 

ABC Limited requires to purchase copper cathode worth Rs. 5,00,00,000/- from XYZ 

Limited on 90 days credit. ABC has both the option to buy this material. So find which 

option is more cost effective? 

ABC Limited 

Total Charges Paid Against Letter of Credit 

   
LC Amount 50,000,000.00 

Name of Charges 
Quarterly 

% 

Yearly 

% 

Quarterly 

Charges in Rs. 

Yearly Charges in 

Rs. 

LC Opening 

Charges 
0.4750 1.90 237,500.00 950,000.00 

LC Discounting 

Charges 
2.525 10.10 1,262,500.00 5,050,000.00 

Other Charges 0.3650 1.46 182,500.00 730,000.00 

Total Charges 
  

1,682,500.00 6,730,000.00 

 



Abhinav 

International Monthly Refereed Journal of Research In Management & Technology 

                                                           

24 

Volume III, January’14 ISSN – 2320-0073 

Available online on www.abhinavjournal.com 

 

ABC Limited 

Total Charges Paid Against Bank Guarantee 

   
BG Amount 50,000,000.00 

Name of Charges 
Quarterly 

% 

Yearly 

% 

Quarterly 

Charges in Rs. 

Yearly Charges in 

Rs. 

BG Opening 

Charges 
0.325 1.30 162,500.00 650,000.00 

XYZ Ltd.  Interest 

On BG 
2.75 11.00 1,375,00.00 5,500,000.00 

     
Total Charges 

  
1,537,500.00 6,150,000.00 

     
Benefit if we go 

with BG   
145,000.00 580,000.00 

From the above solution we come to know that just doing the transaction of Rs. 5 Crore if we 

save Rs. 1,45,000/- quarterly i.e. Rs. 5,80,000/- yearly by using Bank Guarantee facility. So 

it can give the huge benefit if we use this facility at the maximum extent for purchasing 

material from the party. 

CONCLUSION 

Off course choosing bank guarantee option is advisable and wise decision to save finance 

cost to the maximum extent, and such saving plays very important role to enhance the profit 

of the company, as well as such saving is also very important to pay company tax liability.  

For a large scale industry we can assume yearly purchase of material may be more then Rs. 

200 to 300 Crore. Out of the Rs. 300 Crore purchase if the company purchase 50% material 

through Bank Guarantee so the company can easily save finance cost up to 1.74 Crore ( 150 

Crore X 1.16% = 1.74 Cr.).  

So it is absolute clear that the choosing Bank Guarantee option in spite of choosing Letter of 

Credit gives higher cost saving to the company. 
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ABSTRACT 

Human beings are innately determined to be very uncomfortable when faced with 

information that conflicts with what they believe. It's especially dis-comfortable when the 

beliefs are about themselves and the facts conflict. This discomfort is called cognitive 

dissonance. The human beings have a general tendency to shift from such psychological 

state to attain consonance. This consonance can be achieved either by the consumer himself 

or through other sources. Marketers do portray the shift of such psychological states of 

customers by using emotional branding as a front line tool and touching the emotional 

chords of customers which results in establishing a connection between brand and the 

Purchase decisions by the customers. Present paper is an attempt to study the basis of 

emotional branding and its concept with the help of a case study which highlights the 

importance of emotional positioning of brands to reduce dissonance. 

Keywords: Cognition; Conation; Dissonance; Emotions 

INTRODUCTION 

Consumer response is not all cognitive and rational; much may be emotional and elicit 

different kinds of feelings. A brand or product may make a consumer feel proud, excited, or 

confident. An ad may create feelings of amusement, disgust, or wonder. Emotions can be 

defined as strong relatively uncontrolled feelings that affect our behaviour. Emotions do play 

a very important role in behaviour of consumers. Emotion is a term frequently and 

familiarity used as synonymous with feelings. For instance an individual, feeling a heave of 

happiness, may decide to buy a chocolate for himself and his friend. Many times consumers 

are indulge in excessive shopping when overwhelmed by depression.  

Emotional branding is frequently utilized by competitive brands attempting to build on their 

performance benefits to strike an emotional chord with the hearts of their customers. 

Branding of emotions is a vital strategy that focuses upon the consumer and not the product 

at the very forefront; it researches how brands can communicate with people in a more 

sensible and humanitarian manner and affect people deeply at the varying degree of the 

feelings and senses. In this way, by enduring consumer brands are at last empowered 

themselves. The emotional environment of branding leads the brands towards an 

unparalleled and complying strategic personality which enables the brand to distinguish itself 

completely from the competitors and secure a unique place in the minds of consumers. 
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Now days marketers tend to associate Cognitive Dissonance with 'Emotional Appeal' 

through their offerings. For quite a time now, the power of emotions in branding has stood 

up bold to employ Cognitive Dissonance to bond with the customer. Cognitive Dissonance 

and Emotional branding always rely on the fundamental rationale of the basic principle of 

striking human‟s feelings. Creation of dissonance is always accompanied by some regret, 

desire or sorrow in customer‟s mind, branding with emotions touches a chord with attacking 

views and in turn, makes a perfect association with the product. Therefore, it is imperative 

for marketers to use emotional branding as a strategic tool to reduce the cognitive dissonance 

and convert the dissonant behavior into consonant with the preoccupied psychological states. 

It is important that the marketer‟s offering should have an emotional element, but it could 

choose between creating a dissonance or just plain appeal to the customer's emotions.  

REVIEW OF LITERATURE 

Introduction of the cognitive dissonance theory by Festinger (1957) led the marketers to 

understand the motives of consumers behind their purchase. Ehrlich et al. (1957) and Engel 

(1963) attempted to investigate post-purchase dissonance and post-purchase interest in 

advertisements to reduce it. In both of the studies which were empirical, findings showed 

that increased attention of customers to advertisements after purchase decision  is not related 

to consumers‟ efforts to reduce the possibility of dissonance. 

Kaish (1967) further expanded the concept of cognitive dissonance theory to redefine the 

three types of consumer goods which are convenience goods, shopping goods, and specialty 

goods. The study put forward a concept which showed that dissonance is not only a result of 

the assigning importance to a product, but it arises due to the functional performance 

differences amongst similar products. Oshikawa (1969) through his study claimed that the 

consumers are not interested in the information of particular product as their effort to reduce 

the possibility of dissonance. Hunt (1970) put forward the effectiveness of communication 

methods of post-purchase on lowering dissonance level and increasing the possibility of 

purchases in the future. Cummings and Venkatesan (1976) studied the measurement of the 

dissonance. They took the level of worry as a subject and studied its level amongst the 

respondents after the purchase made by them. The study also stressed on all factors that are 

responsible for dissonance. 

Connole et al. (1977) focused that the previous studies on dissonance doesn‟t have the 

analysis of dissonance that individuals experience through the various stages of product 

diffusion through the categories of consumers. Korgaonkar and Moschis (1982) elaborated 

the relationship between involvement level and post-purchase evaluations in case of 

products. The study highlighted that the more the expectations before the purchase, the more 

will be the favourable evaluation in products which involve high consumer involvement. 

Mowen and Minor (1998) studied the importance of emotions as an important component of 

attitude in their research. The emotional aspect has gain importance over the years and more 

and more studies are being carried out by keeping in mind the emotions in the purchases of 

customers. Hoyer and MacInnis (2001) found that humans engage in passionate relationships 

and even religious practices with unique brands because of the desire to overcome feelings of 

self-uniqueness and affiliation to their in-group.  

Soutar and Sweeney (2003) studied the different segments with different levels of 

dissonance. The study was carried out to study different levels of dissonance amongst 

consumers. O‟Neill and Palmer (2004) attempted to study the relationship between cognitive 

dissonance and the stability of service quality perceptions. From the study it was concluded 
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by the authors that the gap between expectations from purchase and prior experience 

increases with time and this led to perceptions of the earlier experience to decline and hence 

causes cognitive dissonance. Thomson, MacInnis and Park (2005) studied the relationship 

between people and the brands and found that customers build up emotional relationships 

with a few selected brands that last long. M. Lindstrom (2005) highlighted through study that 

in an attempt to develop brand exclusiveness, it is very important to go through from 

traditional means of communication to sensual, emotionally-based communication. 

OBJECTIVES OF THE STUDY 

The study covers the objectives which can be listed as: 

 To have an overview of branding of emotions and its impact on customers. 

 To study the role of emotional branding as a tool of post purchase dissonance 

reduction. 

Binani Cement: A Case of Branding Emotions  

The depth of emotional branding today rests to a great extent on Cognitive Dissonance. The 

sole objective of cognitive dissonance in emotional branding, if it is precisely laid, employs 

the procedure of dragging the customer‟s hearts so that they feeling complete without your 

brand. A sense of incompleteness is created in the customer‟s mind by the company through 

a flurry of television commercials campaigns and point of purchase materials, creating pre-

purchase intentions towards a particular product. A marvelous example of Cognitive 

Dissonance well used in the Indian context is the Binani Cement campaign of „Sadiyon ke 

Liye‟.Unlike traditional cement advertisements, this campaign has an emotional connection 

that strikes a chord with every consumer. The television commercial features brand 

ambassador Amitabh Bachchan, conceived by Ogilvy & Mather, and is coroneted „Parental 

Love‟. The commercial is filmed in the style of a soliloquy, with Amitabh Bachchan talking 

about parents. The message is that parents never leave their children; even it seems to be 

they have left. The actor discourses how parents belong to us; what they mean to us, things 

that we have known with and things that we never even realised so far. While he does this, 

he holds a review of paintings, motion pictures, gauds and even gesticulates what speak of 

his parents. There are vulnerable moments, abrupt glances into his thoughts and it makes the 

soliloquy germane. The actor concludes by stating that parents, through us, and our children 

will live for generations to come, thereby ingeminating Binani Cement‟s tagline „Sadiyon ke 

liye‟ (for generations to come). The hint is that shoot for Binani Cement has a much more to 

do than cement. It is more about long lasting values that is of prime interest for all. The tag 

line „Sadiyon ke liye‟ also projects a strong brand promise for its customers, a tremendous 

dimension of emotions. 

With the increasing customer base and unstated recognitions of imperfection due to 

emerging needs that doesn‟t come out for some embarrassment concern, dissonance has 

penetrated deeply into the market. Creation of dissonance has been the main center of 

attraction for fairness creams customers till some time before but now it has entered into new 

segments like automobiles, cements and many more. Dissonance is created through different 

means of promotion by the company, more so because many products demand it so that it 

could be sold but it remains ambiguous with the Emotional branding. The level if dissonance 

created depends solely on the where the brand or advertisement puts the customer and not 

based on where the customer viewer sets the brand. 
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Emotional Branding and Dissonance 

Dissonance in customers occurs due to a predetermined commitment to a chosen alternative 

which leads the customer to compromise with the attractive features of the alternative which 

has not been chosen. This is something which is not consistent with the desire for those 

features. Hence it can be said that the decision which are  habitual and  limited  and do not 

include much of the customer involvement will not produce post purchase dissonance as in 

such decisions one hardly consider any attractive features in an alternative brand that do not 

exist in the selected brand. For example, a customer who has an aroused set of five brands of 

milk could consider each of them equivalent on relevant attributes in terms of its quality 

except price and therefore, always purchase the brand which is least in terms of price. Such 

purchase is habitual and involves limited decision making and hence would not produce post 

purchase dissonance. It can be said that the cognitive decision is the result of the 

compromise that a customer has to make; hence it is normal in purchase decisions. Cognitive 

dissonance leads to a feeling of uneasiness in customers about their beliefs or actions which 

they tend to change by adjusting their attitude to fit into the behaviour. The case of post 

purchase dissonance is the result of an attitude change which is the result of an action or 

behaviour. The information creating dissonance always follows a purchase, and  is 

considered as the main contributor that socialise consumers to change their attitude towards 

the decision in order to make a balance between the dissonance felt and the consonance 

which arises due to purchase behaviour. The basic ways of dissonance formation can be 

summarized as: 

 

Figure 1. Baisc ways of Dissonance formation 

Take the case of Mr. Jaideep who has purchased “Trucel” dual sim, 5MP camera android cell 

phone for his Father at a price of Rs. 8,400 after considering seriously other brands more or 

less in the same price range. In addition to his investment of hard earned money of Rs.8, 400 

he has also invested invisibly in terms of much thinking and searching time for a gift to his 

old aged father and also considerable amount of ego in his purchase decision. Therefore the 

amount of stake visible and invisible-in this purchase is really significant. After evaluating 

the plus and minus points of each brand of mobile phones, he has selected the brand 

“Trucel”. After purchase, Mr. Jaideep finds his mobile having low battery life and the 

camera taking blurred pictures. Now he begins to doubt the wisdom of his purchase.  

The above case of dissonance from cell phone can be reduced by two ways. One is by the 

person itself and secondly, by efforts of the marketer. Generally, a person feeling dissonant 

will try to satisfy himself from his purchase by following ways: 
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Figure 2. Methods of Dissonance Reduction 

1. Brand Rationalisation 

2. Searching for additional information that complies with the behaviour 

3. Avoiding or changing the dissonant elements which can be achieved either by altering 

attitude, or by inhibiting elements of dissonance.  Dissonance can be reduced with the help 

of any of these methods individually or it can be reduced by combining these according to 

choice. 

The methods described above are medium of dissonance reduction by the customer itself.  

But in case of a marketer, the approach towards dissonance reduction is different. A marketer 

always tries to satisfy his customers by exploring various methods and new aspects in order 

to reduce post purchase dissonance. Post purchase dissonance occurs when a person makes a 

decision to buy a brand from among several alternative brands available within the same 

product category. This discomfort of consumers becomes very strong when the consumer 

makes large commitment in the purchase.   Emotional branding is a tool which can be 

effective in positioning the product and also in reducing the dissonance of customers. The 

cognitive dissonance felt by Mr. Jaideep can be reduced by marketers of “Trucell” by 

touching his emotional chords. 

During purchase decisions, dissonance can result when the consumer recognises alternative 

brands have both positive and negative characteristics. Hence, after making a decision, he 

realizes that he has acquired some relatively undesirable traits of the selected brand while 

foregoing some relatively desirable traits of the alternative brands. Hence the marketers can 

reduce this dissonance of Mr. Jaideep by positioning the as a unique product in its category 

having large display and dialler on the screen which makes cell phone easy to use even by 

the old persons. Also the company can reduce the dissonance factor by stressing on the fact 

that the cell phone is also characterised by the feature of speaking clock which speaks after 

every hour and gives information about time. The features of the cell phone make it a choice 

even for the old people and the persons who use the cell phones just as a device of 

communication without exploring its other features. By positioning the product in the said 

manner the company can reduce the post purchase dissonance of its customers and hence 

reduce the negative features of the product.  The regret phase of post purchase in this case is 
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generally very brief and hence it can be reduced to the minimum with the help of 

emotionally branding the product. 

CONCLUSION AND RECOMMENDATIONS 

The emotional strategy for a brand varies from company to company. In order to effectively 

utilize cognitive dissonance, marketers must make a two-pronged advertising campaign: (1) 

building a specific brand identity and (2) attachment of emotions with the brand. For a 

marketer, the main objective of the branding is to position the product effectively so to create 

a passion amongst consumers of possessing it.  It is always said that human beings have 

powerful emotional drivers within that shape the nature of humans and allow them to 

identify themselves in the world in addition to giving them opportunity to interact with the 

world. These emotional chords which are driven by the passion towards the brand are 

universal and come across broad audiences.  Successfully tapping into the emotional chords 

of customers is always rewarding, but challenging, marketing endeavour. So, the quality of 

product and its importance does not matter much when it is compared to the extent of 

emotions created in the minds of customers of purchasing it.  Positioning brands in the minds 

of customers so as to create a passion about it is the real branding. By touching the right 

emotional chords, the marketer not only will succeed in positioning the brands successfully, 

but can also reduce the level of dissonance in the form of post purchase behavior. Therefore 

it can be said that while chalking out brand strategies, marketers should not only look upon 

the emotional aspects of the customers, but the post purchase behavior and the level of 

dissonance that may arise out of their purchase should also be noticed to identify the 

elements of brands they not only feel most comfortable with, but also what they are 

uncomfortable under different situations and to brand them to the product emotionally. 

SCOPE FOR FUTURE STUDY 

Emotional branding and cognitive dissonance are the two closely related fields which are 

continuously evolving in the marketing science. Therefore it is strongly recommended to 

start a new study where this research concludes. The present paper is about the effective 

utilization of emotional branding by the marketers in reducing the cognitive dissonance that 

arises as a result of post purchase. This study can work as solid base for further researches as 

it provide few new inspirations besides the topic which has been mentioned and can act as an 

initiator for the future development of this concept.  
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