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POST - PRODUCTIVITY PERFORMANCE OF INDIAN ESOP PHARMACEUTICAL CORPORATE
SECTOR

DR. RAMESH KUMAR DHIMAN
HEAD
DEPARTMENT OF COMMERCE
S.U.S GOVERNMENT COLLEGE
MATAK MAJRI - INDRI 132 041

DR. SURENDER KUMAR GUPTA
ASSOCIATE PROFESSOR
DEPARTMENT IN MANAGEMENT
MAHARAJA AGRASEN INSTITUTE OF MANAGEMENT & TECHNOLOGY
JAGADHRI - 135 003

DR. SURIENDER KUMAR NAGIA
ASST. PROFESSOR
DEPARTMENT IN COMMERCE
GOVERNMENT P. G. COLLEGE
KARNAL

ABSTRACT

Productivity is the key to Prosperity, to accelerate the process of economic growth and raise the standards of living of the people of a nation.
Productivity improvement has become a challenging issue in fiercely competitive business world. The study has devoted efforts to measure the
post-productivity performance of Indian ESOP Pharma units. The sample size for the research is to be taken ten (n = 10) ESOP Pharma companies
for measuring productivity from 1st April, 2004 to 31st March, 2010 by using secondary data. The study found that the Productivity index for ten
top ESOP Pharma units is not significantly changed from group average of Indian Pharma corporate sector. The post-productivity performance
of 40 percent the sample size is associated with net sale whereas 30 percent the sample size is associated with total assets.

INTRODUCATION

Productivity is the key to Prosperity, which in turn is an indicator of a country’s potential for economic growth in the short to medium term.
Increasing productivity has to emerge as a new national priority, where the efforts of all converge to accelerate the process of economic growth
and raise the standards of living of the people. The business organizations will have to improve their performance to ensure their survival and
growth in a fiercely competitive world. This improvement will come about only if we focus on production of quality goods, in a cost effective
manner and by generating enough surpluses to plough back into the business for further improvement in productivity. And this must occur
continuously, to create an advantage in the market place, which is what productivity is all about. There were many studies conducted to
measure the productivity performance of business organization world wide to impart the knowledge productivity improvement. The corporate
sector world wide uses different tools/plans for raising the productivity performance through the employed talented work forces. The present
paper is based on this challenge issue to provide empirical outputs for the persons/bodies those are devoted the efforts to find new ways in the
business line for good productivity performance. The study would going to measure (trend) the productivity performance of ESOP (employee
stock option plan) pharmaceuticals sector in India.

THE VISTA OF ESOP

Employee stock option scheme (ESOP) under which a company grants share to its employees to buy a specified number of shares at a specified
prices. The rationale behind ESOP is that it will help companies to retain staff, attract talent, motivate employees and enable them to share the
long-term growth of the company as well as good productivity performance. But in India, Employers used ESOPs as an effective tool to cut
down attrition rates in share exchange. But after the stock market crash, most of these options have slipped under water. An ESOP invests
primarily in employer stock and can own anywhere from a fraction of 1% to 100% of a company stock. An ESOP stock is held outside the
company in a separate trust known as employee stock option trust. The trustee acts on behalf of, and in the best interest of, all the employee
participants. It is the responsibility of the ESOP trustee to insure that the transactions are made according to the ESOP plans rules, as well as to
represent the interest of ESOP participants at shareholders meetings. The next section of this paper would like to present a review of previous
studies to make it more understandable and valuable for the concern units as well as the research scholars

REVIEW OF LITERATURE

In this study an attempt has been made to briefly review the work already undertaken on productivity performance of ESOP units. A brief
review of selected studies has been presented in the following section.
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Richard (1990) empirically revealed that share price variances increased after the approval of an executive stock option plan. An increase in
stock return volatility also found with variances estimated from stock return data. The study suggested that stock option holding executives
undertake more risky investment opportunities. They documented an increase in shareholder wealth surrounding the announcement of an
executive stock option plan. The study found a significant negative reaction between the bond market reaction and changes in stock option
plans. Derek and Takao (1993) have showed that Japanese ESOPs are pervasive and neglected institution A production function framework is
used to examine the impact of various dimensions of ESOP on enterprise productivity. The study empirically estimated the effect of ESOP on
corporate productivity. On average, the net effect of introducing an ESOP is to increase productivity by almost 7%. In 1988, more than 90% of
all firms listed on Japanese stock workers had an ESOP and close to 50% of the labour force in firms with ESOP participated in the plan. James
and Kata (1995) empirically estimated that firms enjoy a 4-5 percent increase in productivity by introducing an ESOP. The study has generated
first rigorous econometric evidence for the positive role played by ESOP and the bonus system of the Japanese economy in the 1970's and
1980's. Moreover, the productivity pay off of ESOP's takes considerable time. This productivity payoff takes 3-4 years. Mehram (1999) in his
longitudinal study based on a sample on 382 companies found that more than 60% of the companies recorded an increase in their stock prices
in the two days following the announcement of the plan with positive abnormal returns of 1.6%. Blasi et al (2000) found that stock option
companies have 17% greater productivity in a three year post plan period than would have been expected based on per plan performance
relative to their industry. Their results have indicated that ESOP companies have sales growth 2.4% per year faster in the year following their
ESOP adoption than would have been expected based on the match up against competitors in the pre-ESOP period. Joseph Blasi, Krure and Sesil
(2002) compared the performance of corporations with and without employee’s broad-based stock option plans. The study was based on 490
companies over 1992-97. The empirical study suggested that there is no systematic evidence publicity - traded corporations with broad-based
stock option plus had worse performance than the larger group of publicly traded corporations that did not adopt the plans or industry group
pairs regarding productivity total share holder return, return on assets. Rajesh Kumar B (2004) indicated that ESOP established in Indian firms
has little effect on a firm's productivity and profitability based on accounting performance. The changes in productivity measure have shown
deterioration following ESOP adoption. The study using a sample of 36 ESOP companies for two-time window. It concluded that the comparison
group change in productivity is negative for the first time window of -1 to +1 year.

OBJECTIVES OF THE STUDY

The study is derived to achieve the below said objectives in order to provide empirical output in the field of productivity performance of ESOP
Pharma industry in India.

To measure the post — productivity performance of ESOP Pharma industry in India.

To compare the productivity of individual ESOP Pharma unit with the Pharma industry.

HYPOTHESES OF THE STUDY

The following null hypotheses are designed to get the significant value after statistical testing of the data.

Ho : The Post - Productivity performance does not significantly associate with core
variables of ATO.

Ho; : ATO (Productivity measure) of individual Pharma unit does not significantly
changed from the group average of Indian ESOP pharmaceutical sector.

RESEARCH DESIGN

The study is based to measure post — productivity performance of ESOP Pharma industry in India. The present research is opted ten (10) top
pharma companies as sample size n = 10 those implemented ESOP for their employees to retain his/her talent and skills in the same company.
The ten top pharma companies implemented ESOP on or after 1% April 2002 but before 31* March 2004 are included in small sample. The study
took an assumption that ESOP improves the productivity performance in long period not in short period. Therefore the study is based on six (6)
sessions secondary data published in annual report as well as displayed on individual website of each Pharma unit. The first session starts from
1% April, 2004 to 31% March, 2010. The list of ten top ESOP pharmaceuticals companies is given below.

Name of Company Industry
Aurobindo Pharma Ltd Pharma
Suven Life Sciences Ltd Pharma
Unichem Laboratories Ltd Pharma
Dabur India Ltd Pharma
JB Chemicals & Pharmaceuticals Ltd Pharma
Venus Remedies Ltd Pharma
Cipla Ltd. Pharma
RPG Life Sciences Ltd Pharma
Ranbaxy Lab. Ltd. Pharma
Dr.Reddy Lab. Ltd. Pharma

RESEARCH VARIABLES AND TOOLS
The productivity performance can be measured through two ways in finance 1. Productivity based on strength of employee 2. Productivity
based on sales volume. The easily availability of data of sale volume, the study would prefer to measure the productivity performance through
sales performance under the period considered for the research i.e. six years. The study under consideration measures the productivity
performance of each pharma unit with the financial tool known as Assets Turnover Ratio (ATO).
Net Sale
Assets Turnover Ratio (ATO) = ---------mmmmmemmmeeee
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Total Assets
Where net sales is being calculated sales minus return inward for each sample unit and total assets is summation of fixed assets excluded
investment only & current assets. The ATO is calculated for each pharma unit and same is tested with group average of industry to get empirical
results by employed t — test and to know where or not the ATO of each unit is statistically significant from industry ATO. Moreover the study is
also calculated Pearson coefficient of correlation between ATO and core variables (net sale & total assets). The t —test is also employed to find
significant association between ATO and net sale as well as ATO and Total assets.

COMPARISON OF POST — PRODUCTIVITY PERFORMANCE OF ESOP PHAMA CORPORATE SECTOR

Table - 1
Post-Productivity (ATO) Comparison of ESOP Pharma Sector in India
Productivity Index of ESOP Pharm Sector

.

© .
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1year 0.664 0.475 1.307 2.189 | 0.874 1.693 0.897 | 0.817 1.281 0.653
2 year 0.649 0.598 1.168 1.931 | 0.925 1.651 0.843 0.657 1.353 0.350
3 year 0.636 0.673 1.139 2,191 | 0.791 1.107 0.822 0.809 1.369 0.747
4 year 0.733 0.612 1.135 1.934 | 0.783 1.174 0.725 0.848 1.575 0.584
5 year 0.746 0.665 1.058 1.877 | 0.964 1.304 0.741 0.880 1.366 0.829
6 year 0.866 0.716 | 0.865 1.656 | 0.823 1.643 0.850 | 0.988 1.192 0.814

Avg. 0.716 0.62 1.112 1.963 | 0.860 | 1.429 0.813 0.833 1.356 0.663

t-test -8.91 -11.81 1.37 11.24 -5.63 3.69 -7.95 -4.46 6.28 -5.00

M (Industry Average) =1.03

NOT SIGNIFICANT AT ANY LEVEL OF RISK

Table — 1 shows the productivity index and their t-value of all pharma firms under consideration for the study. The industry average is 1.03
(overall average) which is test value being used for finding the significant value of ATO for all the ESOP pharma units. The t-value for Aurobindo,
Suven, JB, Cipla, RPG and Dr. Reddy are — 8.91, -11.81, -5.63, -7.95, -4.46 and -5.00 respectively which lie on negative side (left) of the
distribution. Thus Productivity index for Aurobindo, Suven, JB, Cipla, RPG and Dr. Reddy are not significantly changed from group average. On
the other hand, t-value for Uni Chem, Dabur, Venus, Ranbaxy are 1.37, 11.24, 3.69 & 6.28 which are positive value and lie on positive side
(right) of the distribution but not significant at any level of risk. Moreover the null hypothesis (Ho;) is accepted as against alternate hypothesis
that individual productivity index is changed from group average.

CORE VARIABLES AND POST-PRODUCTIVITY PERFORMANCE OF SAMPLE UNITS
The next section of the study would like to find either individual ATO of each sample unit is more associated with net sale or total assets of the
firm.
Table -2
Karl Pearson coefficient between core variables and ATO of Aurobindo Ltd.
(Rs. in millions)

Year Net Sale (Rs.) Total Assets (Rs.) Productivity (ATO)
1year 11591.7 17468.3 0.664
2 year 14722.0 22698.4 0.649
3 year 19797.2 31148.0 0.636
4 year 23511.2 32054.8 0.733
5 year 28064.4 37639.0 0.746
6 year 36513.3 42139.3 0.866
R Rs.p = 0.915* Rap =0.796 -

* Correlation is significant at 5 percent level of significance
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Rsp presents the coefficient of correlation between net sale and productivity whereas Rap stands for association between total assets and
productivity of Aurobindo Pharma Ltd. The negative correlation exists between net sale and productivity index of the firm. The coefficient of
correlation between net sale and ATO is Rs.p = 0.915* which is significant value at 5 percentage level of risk whereas Rap = 0.796 is non-
significant correlation exists between total assets and ATO of the firm. The alternate hypothesis is accepted as against the null hypothesis (Ho1)
for net sale in comparision of total assets of Aurobindo Pharma Ltd.
Table—3
Pearson correlation index between core variables and ATO of Suv. Sci. Ltd.
( Rs. in millions)

Year Net Sale Total Assets Productivi
(Rs.) (Rs.) ty

(ATO)
1 year 594.72 1251.89 0.475
821.92 1373.76 0.598

2 year
1130.63 1681.09 0.673

3 year
1199.81 1961.04 0.612

4 year
1408.32 2117.94 0.665

5 year
6 year 1623.45 2268.65 0.716

R Rs.p = 0.914* Rap = 0.824*

* Correlation is significant at 5 percent level of risk

High degree positive correlation Rs.p = 0.914* exists between net sale and ATO of the firm and is also significant at 5 percent level of risk. This
means both net sale and ATO will increase simultaneously. The value of coefficient of correlation between total assets and ATO is high degree
i.e. Rap = 0.824* and also significant at 5 percent level of risk. Thus net sale is more correlated with ATO in comparison of total assets of the
Suven Life Science Ltd in post-adoption period. The Hy; is rejected as against alternate hypothesis that the post-productivity performance of the
firm is significantly correlated with core variables.

Table—-4
Pearson correlation index between core variables and ATO of Uni Pha. Ltd.
( Rs. in millions)

Year Net Sale Total Assets Productivity
(Rs.) (Rs.) (ATO)

1year 4245.61 3247.18 1.307

2 year 4777.06 4090.56 1.168

3 year 5624.13 4935.71 1.139

4 year 6841.67 6028.66 1.135

5 year 7422.10 7018.20 1.058

6 year 6838.35 7908.43 0.865

R Rs.p = 0.914* Rap=0.824* )

* Correlation is significant at 5 percent level of risk

The coefficient of correlation between net sale and productivity is Rs.p = 0.914* which is high degree of positive correlation and also significant
at 5 percent level of significance in post adoption period of ESOP. The coefficient of correlation between total assets and ATO is Ra.p = 0.824*
which is also positively significant at 5 percent level of risk. The null hypothesis is rejected in faviour of alternate hypothesis that post-
productivity performance of Uni Chem Pharma Itd. significantly associated with core variables in post adoption period of ESOP.

Table—-5
Pearson correlation index between core variables and ATO of Dabur Ltd.
( Rs. in millions)

Year Net Sale Total Assets Productivity
(Rs.) (Rs.) (ATO)

1year 4245.61 3247.18 1.307

2 year 4777.06 4090.56 1.168
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3 year 5624.13 4935.71 1.139

4 year 6841.67 6028.66 1.135

5 year 7422.10 7018.20 1.058

6 year 6838.35 7908.43 0.865
R Rs.p=-0.737 Rap =-0.926** )

** Correlation is significant at 0.01 levels of risk (two-tailed)

The coefficient of correlation between net sale and ATO of Dabur Ltd. is Rs.p = - 0.737 which is negative moderate degree correlation but not
significant at any level of risk. The total assets of the firm is also negatively associated Rap = - .926** with ATO and highly significant in post-
adoption period. The null hypothesis is rejected as against the alternate hypothesis that the productivity index significantly associated with
total assets of the firm whereas the Hy, is accepted for net sale.

Table - 6
Karl Pearson index between core variables and ATO of JB Pharma Ltd.
( Rs. in millions)

Year Net Sale Total Assets Productivity

(Rs.) (Rs.) (ATO)
1vyear 3580.90 4094.92 0.874
2 year 4660.07 5039.34 0.925
3 year 5314.59 6722.13 0.791
4 year 5480.94 6998.32 0.783
5 year 7231.55 7500.79 0.964
6 year 7409.70 9002.45 0.823

R Rs.p = 0.077 Rap=-0.263 )

Not significant at any level of risk
The coefficient of correlation between net sale and productivity is Rs.p = 0.077 which is positive low degree correlation and not significant at any
level of risk. The total assets and ATO is negatively associated with each other Ryp =-0.263  which is low degree negative correlation. The null
hypothesis is accepted that ATO does not significantly associate with core variables of the firm.
Table—-7
Pearson coefficient between core variables and ATO of Venus Pharma Ltd.
(Rs. in millions)

Year Net Sale Total Assets Productivity

(Rs.) (Rs.) (ATO)
1year 875.12 517.04 1.693
2 year 921.45 558.28 1.651
3 year 1447.53 1307.08 1.107
4 year 2154.35 1835.44 1.174
5 year 3145.02 2411.03 1.304
6 year 4236.12 2578.19 1.643

R Rs.p =-0.035 Rap=-0.318 )

Not significant at any level of risk

The table — 7 shows the Pearson coefficient between net sale & ATO and total assets & ATO of Venus Pharma Ltd. The coefficient between net
sale and ATO is Rs.p = -0.035 which is low degree negative correlation existed whereas low degree negative correlation Ryp = -0.318 exists
between total assets and productivity index. The null hypothesis is accepted as against alternate the productivity index is significantly
associated with core variables of the pharma firm.

Table—8
Pearson coefficient between core variables and ATO of Cipla Pharma Ltd.
( Rs. in millions)
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Year Net Sale Total Assets Productivity

(Rs.) (Rs.) (ATO)
1year 2327.63 2593.91 0.897
2 year 2897.41 3435.90 0.843
3 year 3533.17 4295.94 0.822
4 year 4088.56 5638.46 0.725
5 year 5021.64 6778.38 0.741
6 year 6548.45 7705.93 0.850

R Rs.p =-0.322 Rap=-0.513 )

Not Significant at any level of Risk

The moderate negative degree correlation Rs.p = -0.322 existed between net sale and ATO of Cipla Pharma Ltd. The change in net sale and ATO
was in opposite direction from 1 year to 6 year. On the other hand, the coefficient of correlation between total assets & ATO is Ryp = -0.513
which is moderate negative degree. Thus null hypothesis is accepted that post-productivity performance does not associate with core variables

of the Cilpa Pharma Ltd.

Table—9
Karl correlation index between core variables and ATO of RPG Pharma Ltd.

(Rs. in millions)

Year Net Sale Total Assets Productivity

(Rs.) (Rs.) (ATO)
1year 685.90 839.40 0.817
2 year 756.56 1150.83 0.657
3 year 985.20 1218.10 0.809
4 year 1236.20 1458.03 0.848
5 year 1469.00 1669.80 0.880
6 year 1639.90 1660.50 0.988

R Re.p = 0.830* Rap = 0.635 ]

* Correlation is significant at 0.05 levels (two-tailed)

The correlation coefficient between net sale and ATO is Rs., = 0.830* which is positive high degree correlation. The said coefficient is also
significant at 5 percent level of risk. The moderate degree of correlation Rap = 0.635 exists between total assets and productivity performance
of RPG Life Science Ltd. The alternate hypothesis is accepted as against null hypothesis that ATO is significantly associated with net sale of the

firm in comparison of total assets.

Table - 10

Pearson index between core variables and ATO of Ranbaxy Pharma Ltd.

( Rs. in millions)

Year Net Sale Total Assets Productivity

(Rs.) (Rs.) (ATO)
Lyear 35366.50 27610.00 1.281
2year 40587.10 29989.10 1353
3 year 41844.90 30557.60 1.369
4year 43083.50 27348.00 1575
5 year 45211.80 33093.90 1.366
6year 47258.56 39655.25 1.192

R Rep = -0.036 Rap=-0.670 ]
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Not significant at any level of risk
The correlation coefficient between net sale and ATO is Rs.p = -0.036 which is negative low degree correlation. On the other hand, the Pearson
coefficient between total assets (A) and ATO (P) is Rap = -0.670 which is negative moderate degree correlation but not significant t at any level
of risk tested by t-test. The null hypothesis (Ho;) is accepted in case Ranbaxy Pharma Ltd.
Table—11
Pearson coefficient between core variables and ATO of Dr. Reddy Lab. Ltd.
( Rs. in millions)

Year Net Sale Total Assets | Productivity

(Rs.) (Rs.) (ATO)
Lyear 19126.18 29288.36 0.653
2 year 24077.20 68768.06 0.350
3 year 64185.37 85919.10 0.747
4 year 50006.00 85634.00 0.584
3 year 69441.00 83792.00 0.829
6 year 68832.50 84538.97 0.814

R Rer=0771 | Rap=0.267 ]

The correlation coefficient between net sale and total assets is Rs., = 0.771 which is positive moderate degree correlation but not significant at
any level of risk. On the other hand, the correlation index between total assets and ATO is Rap = 0.267 which is also positive moderate degree
correlation. The null hypothesis (Hos) is also accepted in case Dr. Reddy Labs. Ltd.

CONCLUSION

Productivity index for ten top ESOP Pharma is not significantly changed from group average at any level of risk. Moreover the null hypothesis
(Ho2) is accepted as against alternate hypothesis that individual productivity index is changed from group average. High degree coefficient of
correlation between net sale and ATO is Rs.p = 0.915* and Rap = 0.824* which are also significant value at 5 percentage level of risk for
Aurobindo Pharma Ltd and Suven Sci. Ltd. respectively. Thus the alternate hypothesis is accepted as against the null hypothesis (Ho;) for net
sale in comparison of total assets of Aurobindo Pharma Ltd. Ltd. and Suven Sci. Ltd. The coefficient of correlation between total assets and ATO
is Ra.p = 0.824* which is also positively significant at 5 percent level of risk for Uni Chem Pharma Itd. The null hypothesis is rejected in favour of
alternate hypothesis that post-productivity performance of Uni Chem Pharma Itd. is significantly associated with core variables in post adoption
period of ESOP. The null hypothesis is accepted for Dabur Pharma Ltd. as against the alternate hypothesis that the productivity index
significantly associated with net sale of the firm whereas the alternate hypothesis is accepted for total assets. The null hypothesis is accepted
that ATO does not significantly associate with core variables of the JB Pharma Ltd, Venus Pharma firm and Cilpa Pharma Ltd. High degree
correlation coefficient between net sale and ATO is Rs., = 0.830* for RPG Pharma Ltd. The alternate hypothesis is accepted as against null
hypothesis that ATO is significantly associated with net sale of the firm in comparison of total assets. The null hypothesis (Ho;) is accepted in
case Ranbaxy Pharma Ltd. and Dr. Reddy Labs. Ltd those post-productivity performances of both the companies are not significantly associated
with the core variables.
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