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BIMTECH Business Perspectives is a scholarly Open Access journal of Birla Institute
of Management Technology, India. The journal publishes original contribution in
the functional areas of business management (see Aims and Scope). Furthermore,
the journal is a platform for interdisciplinary studies that provide both empirical
evidence and nuanced perspectives on business management in the national, regional,
and global contexts. The contexts include, but not limited to, the contemporary
economic, political, social, technological, and environmental challenges facing busi-
ness stakeholders.

The journal brings out two issues per year, and it follows a double-anonymized
peer-review process. All contributions should be well written in English. Submission
to the journal should be relevant to one or more business and allied disciplines
and backed by suitable methodology, sound analysis, practical perspectives, and
managerial or policy implications.

To this end, BIMTECH Business Perspectives invites contributions from both the aca-
demic community and business practitioners. The journal publishes and disseminated
original articles, review essays, perspectives, book reviews, interviews and invited
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Aims and Scope

The objectives of BIMTECH Business Perspectives, the journal, are to encourage
and publish research in the field of business management. The terms business
and management are both broadly defined. While the former encompasses
both discipline and business problem-based research, the latter includes the
management of firms, groups, industries, regulatory bodies, government, and
other institutions. The journal has a special focus on emerging and functional
areas of business management. Consistent with the policy, the journal
publishes peer-reviewed research in financial markets, emerging economies,
entrepreneurship and start-ups, emerging technology and innovation in business
functions, consumer behaviour, human behaviour in management decisions, risk
management, supply chain management, business strategy, and other domains
having a direct or indirect bearing on business management. The journal
encourages both quantitative and qualitative research methods to unearth
relevant findings. The journal aims to nurture a debate among individuals and
groups, which have keen interest in business and managerial processes. The
journal encourages inter-disciplinary studies that may lead to new understanding
of business and management functions. The journal welcomes research papers
examining dynamics of business management in the backdrop of changes in the
global business environment. The journal serves as a platform that connects
thought-leaders and researchers from diverse fields to address crucial business
and management issues. Published twice a year (June and December), BIMTECH
Business Perspectives is an official publication of Birla Institute of Management
Technology (BIMTECH), Greater Noida, India. The journal has been publishing
in its current form since 2019. Prior to 2019, the journal was known as Business
Perspectives, which had a publication history of more than a decade.

If you wish to contact the editors of the journal BIMTECH Business Perspectives,
please email at editor@bimtech.ac.in
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Abstract

Although Vietnam has attracted significant foreign investment in recent years, many
Western companies continue to face challenges in building trust and cultivating
meaningful relationships due to a limited understanding of local customs. The
concept of Quan He, while central to Vietnamese business practices, remains
largely undertheorized in academic literature. While much has been written about
China’s Guanxi and Western Relationship Marketing (RM), Vietnam’s Quan He
offers a distinct relational framework shaped by the country’s dual ideological
economy and cultural values.

This study explores the foundational elements of Quan He: The Dien
(face-saving), Co Qua Co Lai (reciprocity), and Tinh Cam (emotional bonding),
and compares them to Guanxi’s Mianzi, Renging, and Gangqing, as well as the core
principles of RM such as communication, reciprocity, and bonding. Drawing on
both theoretical analysis and empirical data collected from Vietnam, the United
States, and Bangladesh, | propose a culturally grounded framework and introduce
a validated scale to measure the three facets of Quan He. The findings provide
important insights for international firms seeking to operate successfully in Vietnam
by helping them navigate relationships and avoid common cultural missteps.
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Introduction

This manuscript builds on an earlier version published in a local conference journal
(Pham, 2024).1 The current version significantly expands the theoretical framing,
revises the structure for an international business audience, and deepens the
discussion with broader implications for foreign investors operating in emerging
markets. Although Vietnam continues to draw substantial foreign investment, many
Western firms struggle to establish trust and meaningful connections due to a limited
grasp of local cultural norms. Quan He, a concept central to doing business in
Vietnam, remains insufficiently developed in existing scholarship. While Guanxi and
relationship marketing (RM) have been widely studied, Quan He has received little
academic attention. As Vietnam becomes increasingly significant in global trade
and operates within a unique dual ideological system, gaining a deep understanding
of Quan He is crucial for foreign companies seeking to navigate the local business
environment effectively and avoid cultural pitfalls.

Building and maintaining solid customer relationships is pivotal for enhancing
firm performance and ensuring customer satisfaction, especially in emerging
economies where personal relationships and networks are vital for business
success (Ndubisi & Wah, 2005; Shaalan et al., 2013). The East and West have
distinct approaches to building these relationships, known as Guanxi and RM.
Grasping the nuances of these practices can offer cross-national companies a
competitive edge by catering to diverse customer needs.

However, it is essential to note that Guanxi does not encapsulate all Eastern
business relationship types. Vietnam, for instance, blends elements from both
Guanxi and RM (Do et al., 2007; Nguyen Hau & Viet Ngo, 2012; Smith & Pham,
1996). The nation’s shift from a centrally planned economy to a socialist market
economy two decades ago (Beresford, 2008) has led to a unique blend of
ideologies. This change has resulted in regional disparities, a new social class
structure, and challenges in establishing a comprehensive legal framework
(Nguyen, 2005). Consequently, Guanxi-style relationships have become crucial
for business in Vietnam (Do et al., 2007).

In Vietnam, the cultural custom of Quan He, akin to Guanxi, emphasizes the
significance of business relationships (Le & Nguyen, 2009). This practice, deeply
rooted in Confucian philosophy, has several non-verbal rules that, if breached,
can have severe repercussions. Despite its importance, more business research
regarding Quan He needs to be conducted, highlighting the need for further study.

Quan He shares similarities with Guanxi in China, Kankei in Japan, and Kwan-
kye in Korea. All these practices underscore the power of relationships in business.
Given Vietnam’s unique societal backdrop, examining Quan He in the context of
both Guanxi and RM is beneficial.

This study seeks to bridge Quan He and Guanxi with RM. We aim to explore:

1. The compatibility of The Dien with mianzi (Guanxi) and “‘communication”
(RM).

2. The alignment of Co Qua Co Lai/No On with renqing (Guanxi) and
“reciprocity” and “empathy” (RM).
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3. The comparison of Tinh Cam with ganqing (Guanxi) and “bonding” (RM).
4. The influence of these components on customers’ purchase intentions
across different cultural contexts.

To address these research questions, we will review the literature in the mentioned
areas, comparing facets across Vietnamese, Chinese, and Western business practices.
We have also gathered data from Eastern and Western countries to assess the impact
of Quan He’s components on consumer purchase intentions. The study concludes
with recommendations for Western entrepreneurs aiming to succeed in Vietnam.

Theoretical Foundation

The significance of Guanxi in influencing performance has been widely discussed
in academic literature. Various theories have been employed to elucidate the
Guanxi-performance linkage, including social capital theory, social network
theory, social embeddedness theory, transaction cost economics, and the resource-
based view (Tang & Cheng, 2012). Among these, social capital and network
theories are particularly relevant for our study, as they emphasize the role of social
ties and networks in shaping business outcomes.

Social Capital Theory

Social capital theory posits that social ties, viewed as a form of social capital,
facilitate the creation of valuable resources, leading to positive outcomes (Adler
& Kwon, 2000; Burt, 2017). Such ties grant privileged access to information and
opportunities (Inkpen & Tsang, 2005). Defined as a resource derived from social
relationships (Granovetter, 1977), social capital encompasses cognitive, relational,
and structural dimensions (Nahapiet & Ghoshal, 1998). This study focuses on the
structural dimension, which pertains to relationship patterns.

Guanxi can bolster firms’ competitive advantages as a form of social capital by
facilitating access to favors, resources, and protection (Luo, 1997; Park & Luo,
2001; Peng & Luo, 2000). Leveraging Guanxi, firms can efficiently control
resources, garner crucial information, and foster business collaborations, thereby
enhancing performance (Park & Luo, 2001).

Social Network Theory

Social network theory delves into the formation and impact of social relationships
(Kadushin, 2004; Krause et al., 2007; Liu et al., 2017). It categorizes networks
into ego-centric (individual connections), socio-centric (within organizations),
and open-system networks (inter-organizational) (Kadushin, 2004). This study
emphasizes ego-centric networks, exploring individual relationships like those
between salespersons and customers.
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Guanxi, deeply rooted in collectivist societies, can be seen as an early form of
social network theory (Hampden-Turner & Trompenaars, 2002). In this context,
Guanxi components like Mianzi and Renqing align with weak ties characterized
by short-term, distant interactions. In contrast, Ganqing, the highest Guanxi level,
aligns with solid ties, denoting long-lasting, trustworthy relationships.

From RM to Guanxi and Quan He

RM, emphasizing long-term customer relationships, has gained prominence since
the 1990s (Morgan & Hunt, 1994; Palmatier et al., 2006). While RM often pertains
to organizational relationships, it can also apply to individual interactions. On the
other hand, Guanxi operates at a personal level, representing individual social
capital (Fan, 2002b; Wang, 2007).

To comprehend Quan He’s compatibility with Guanxi, this study juxtaposes
Quan He facets with Guanxi constructs and key RM components. Table 1 compares
the key components of Quan He with Guanxi and Western Relationship Marketing.
It highlights how Vietnamese business culture blends Eastern and Western relational
norms, particularly in communication, reciprocity, and emotional bonding.

Communication, Mianzi (Guanxi), and Dien (Quan He)

Communication is pivotal in forming strong relationships between buyers and
sellers. Effective communication can resolve disputes and foster trust and
commitment (Morgan & Hunt, 1994; Palmatier et al., 2006). However, in East
Asian cultures like China, Korea, Japan, and Vietnam, preserving one’s reputation
or “face” is paramount. This concept is termed Mianzi in China and Dien in
Vietnam. Both emphasize the importance of maintaining one’s social standing
and dignity in public (Leung & Cohen, 2011; Pham, 2014).

In these cultures, direct criticism can be seen as a loss of face. Therefore,
disagreements are often handled privately to avoid public embarrassment
(GoinGlobal, 2015). Vietnamese proverbs like “Mat long trude, dugc long sau”
and “Thudc dang da tat, sy that mat long” emphasize the value of honesty and
careful communication.

Reciprocity, Renging (Guanxi), and Co Qua Co Lai (Quan He)

Co Qua Co Lai in Vietnamese culture mirrors the concept of Renqing in Chinese
Guanxi. Both emphasize the importance of reciprocity and empathy in
relationships. In both cultures, favors are expected to be returned, though not
necessarily immediately (Barbalet, 2021; Yen et al., 2017; Zhao & Zhang, 2020).
This facet of the relationship is more profound than the first, requiring multiple
exchanges of favors.
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Bonding, Gangqing (Guanxi), and Tinh Cam (Quan He)

Tinh Cam in Vietnamese culture resembles Ganqing in Chinese Guanxi,
representing deep emotional bonds formed over time. Such bonds are more
substantial than mere reciprocity and involve mutual trust and protection. This
concept aligns with the “bonding” dimension in RM, which emphasizes unified
actions to achieve mutual goals (Sin et al., 2006). However, the intimacy in
Ganging or Tinh Cam is more profound than in Western “bonding.”

Methodology

The methodology here entailed developing a novel scale to gauge the concept of
Quan He, complemented by surveys to delve into the intricacies of these cultural
notions across various contexts.

Building a New Scale to Measure the Three Facets: The Dien,
Co Qua Co Lai, and Tinh Cam

1. The Dien Facet: Communication and Face-Saving
Communication is pivotal in relationship-building, encompassing the
quality, frequency, and amount of information exchanged between parties
(Anderson & Weitz, 1992; Morgan & Hunt, 1994; Palmatier et al., 20006).
Effective communication is instrumental in resolving disputes and
fostering solid relationships (Anderson & Narus, 1990; Palmatier et al.,
2006). However, in East Asian cultures, including China, Korea, Japan,
and Vietnam, there is a significant emphasis on preserving one’s reputation
and avoiding public embarrassment. This cultural nuance is termed Mianzi
in China and Dien in Vietnam. Both concepts revolve around maintaining
one’s public image, dignity, and honor (Bedford, 2011; Hwang, 1987;
Leung & Cohen, 2011; Pham, 2014; Wang, 2007).

2. Co Qua Co Lai Facet: Reciprocity & Empathy
Like Renging in Chinese culture, Co Qua Co Lai embodies the principle
of reciprocal favor. In Chinese culture, Renqing is twofold: it signifies an
individual’s emotional response to daily situations and is closely tied to
reciprocity (Hwang, 1987; Wang, 2007). Similarly, in Vietnam, there is a
strong cultural emphasis on returning favors (Zhou & Bankston, 1998).
The essence of this facet is captured in the Vietnamese proverb, “Co di co
I mm tool long nhau,” emphasizing the harmony achieved through
reciprocal exchanges.

3. Tinh Cam Facet: Bonding & Affection
Tinh Cam, synonymous with Ganqing in Chinese culture, represents the
emotional bonds formed within networks. It is the pinnacle of relationship
facets, cultivated through enduring social interactions and often
characterized by unwavering loyalty (Zhang & Wang, 2007). In the
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Vietnamese context, Tinh Cam signifies deep emotional connections,
mutual protection, and implicit trust among closely-knit groups. This facet
mirrors the bonding dimension in RM, which emphasizes unified actions
to achieve mutual goals (Sin et al., 2005).

Summary

The three facets of Quan He, juxtaposed with RM and Guanxi components, offer
a comprehensive understanding of relationship dynamics in the Vietnamese
context. The Dien facet underscores the importance of communication and face-
saving, the Co Qua Co Lai facet emphasizes reciprocity and empathy, and the
Tinh Cam facet encapsulates deep bonding and affection.

Empirical Study

Research Design & Measures

Table 2 outlines the case scenarios used in the survey along with the corresponding
measurement items for each construct. The scenarios reflect different levels of
relationship closeness, while the items measure face-saving, reciprocity, relationship,
and customer intention. The data for this study were collected from the US,
Bangladesh, and Vietnam. While Guanxi is a Chinese concept, its principles are
reflected in many East Asian cultures, making it relevant for a broader study.

The United States and Vietnam were selected for cross-cultural comparison due
to their contrasting cultural orientations, with the US representing individualism and
Vietnam representing collectivism. Bangladesh was included to assess the construct
within its native socio-cultural context.

We decided to use a cosmetic product as our survey scenario because it involves
a relationship between buyer and seller and is familiar to our respondents. Since
no existing scales were available for our study, we developed measurement scales
by adapting items from Yen et al. (2011) and consulting experts in the field. All
measures were analyzed for validity and reliability by following the guidelines
from Anderson and Gerbing (1988). We pre-tested the questionnaire among
convenience samples and made necessary modifications. We then distributed the
questionnaire to respondents in the USA and Bangladesh.

In the questionnaire, respondents were presented with a scenario and asked to
respond to the questions. Respondents rated the questions on a five-point Likert
scale. Each item is assigned a numerical value of 1 with a verbal statement “highly
disagree” and a numerical value of 5 with a verbal statement “highly agree.”
A multi-item scale was used to measure each construct to assess reliability and
validity. The dependent variable, intention, was measured through two items.
Demographic variables are also collected from the respondents.

Data Collection

Data was collected from one large public university in each of the USA, Vietnam,
and Bangladesh. Students majoring in business were invited to participate in the
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Table 2. Case Scenarios and Measures.

Case Scenario I:

You know a female sales representative at the Avon, a beauty and skincare store. You
often visit this store for free consulting on different skincare products. She sometimes
sends you free samples.

Today, this salesperson gives you a call and directly asks you to visit her store to try
another new face care product since her supervisor would like her to get a customer
to try it on. Then she explains that she is under pressure of this month’s quota for that
new product sale (today is the end of the month). In other words, she hopes you will
buy this new skincare product.

Case Scenario 2:

You have a very good friendship with a female sales representative at Avon, the beauty
and skincare store. You know her family, and she knows yours quite well. She is more
than a beauty consultant, but a good friend to you. You usually visit her store for free
consulting and chatting. She often sends you free samples.

Today, this salesperson gives you a call and asks you to try another new face care
product since her supervisor would like her to get a customer to try it on. Then, she
explains that she is under pressure of this month’s quota for this new face care
product sale (today is the end of the month). In other words, she hopes you will buy
this new product.

Variables Measures

Face | | am concerned about how others perceive me.

Face 2 | worry about losing face (mianzi) in daily life.

Face 3 | like to associate myself with people who have prestige or status.

Face 4 | like for people to think of me as a person having prestige or status.

Recp | | feel a sense of obligation to this salesperson for doing her a favor.

Recp 2 | think that “calling in” favors is part of doing business with this
salesperson.

Recp 3 The practice of “give and take” of favors is a key part of the relationship
between the salesperson and me.

Recp 4 | am happy to do a favor for this salesperson when she requests one.

Rela | | would try my best to help the salesperson when she is in need because
she is a friend of mine.

Rela 2 | would consider whether the salesperson’s feelings would be hurt before
| made an important decision.

Rela 3 If | were to change this salesperson, | would lose a good friend.

Rela 4 My salesperson and | are usually able to talk openly as friends.

Int | Would you like to try this product?

Int 2 Would you buy this product?

survey. Though participation was entirely voluntary, bonus points were provided
as an incentive. Respondent’s anonymity is maintained by not providing any
identification in the survey questionnaire.

A total of 123 responses were collected from the USA. Likewise, 87 and 108
responses were collected from Bangladesh and Vietnam, respectively.
Respondent’s characteristics are depicted in Table 3.

Analyses

Exploratory factor analysis was conducted to investigate whether the measures
used in this study loaded on expected variables. Even though items were adapted
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Table 3. Sample Characteristics (USA, Bangladesh, and Vietnam).

USA Bangladesh Vietnam

Age % Age % Age %
18-25 years 60.3  18-25 years 90.8  18-25 years 18.6
2645 years 364 2645 years 9.2 2645 years 66.7
45 years or 3.3 45 years or above 0.0 45 years orabove 147
above

Gender Gender Gender
Male 37.1 Male 50.5 Male 35.2
Female 62.9 Female 49.5 Female 64.8

Occupation Occupation Occupation
Employee 60.2  Employee 21.8 Employee 77.8
Business & 39.8  Business & other 78.2  Business & other 222
others

Income Income Income
Below $5,000 42.8 Below $5,000 91.  Below $5,000 83.7
$5,001-$20,000 27.3  $5,001-$20,000 7.7  $5,001-$20,000 12.0
$20,001 and 29.9  $20,001 and above 1.2 $20,001 and above 4.3
above

Marital Status Marital Status Marital Status
Single 85.3  Single 97.7  Single 86.2
Married 146  Married 2.3 Married 13.8

from existing scales, EFA was necessary to validate construct structure in a new
cultural context and to ensure the proper loading of our novel constructs,
specifically the three facets of Quan He.

As expected, four factors were confirmed (Table 4). The eigenvalue of each
factor is greater than 1. The cumulative variation was maintained by more than
60%. Table 4 contains the factor loadings, reliability coefficients, and average
variance extracted (AVE).

Reliability

The reliability of each multi-item factor is evaluated through Cronbach’s alpha.
In other words, Cronbach’s Alpha was computed to ensure internal consistency
of items after cultural adaptation, as reliability can vary across samples and
settings.

Cronbach’s alpha value should be greater than .7 (Nunnally, 1978). In this
study, the Cronbach’s alpha value is more significant than .70 for each of the four
factors. Reliability analysis shows that the internal consistency of multi-item
measures is relatively high.

Validity

Discriminant validity is assessed through AVE scores. Discriminant validity
shows that one factor is different from any other factor. The AVE value should
exceed .50 (Hair et al., 2010). AVE values in this study are shown in Table 5.



16 BIMTECH Business Perspectives 6(2)

Table 4. Factor Analysis of Independent Variables with Varimax Rotation (Extraction
Method: Principal Component Analysis).

Variables Face-saving Reciprocity Relationship Intention
USA

Face | 734

Face 2 816

Face 3 .664

Recp | 817

Recp 2 773

Recp 3 .759

Recp 4 .663

Rela | 772

Rela 2 .700

Rela 3 691

Rela 4 810

Rela 5 .857

Rela 6 .609

Int | .780
Int 2 .636
Cronbach alpha .783 841 .880 .670

Bangladesh

Face | .785

Face 2 770

Face 3 772

Face 4 747

Recp | 749

Recp 2 .856

Recp 3 .586

Recp 4 615

Rela | 737

Rela 2 .702

Rela 3 .705

Rela 4 913

Rela 5 .800

Rela 6 723

Int | 791
Int 2 .738
Cronbach alpha .852 799 871 .738

Vietnam

Face | .573
Face 2 .638
Face 3 810
Face 4 .589
Recp | 773
Recp 3 .800
Recp 4 .830

(Table 4 continued)
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(Table 4 continued)

Variables Face-saving Reciprocity Relationship Intention
Vietnam

Rela | 717

Rela 2 739

Rela 3 727

Rela 4 .827

Rela 5 8l6

Rela 6 .557

Int | .804
Int 2 .873
Cronbach alpha 751 .843 .875 .826
Table 5. Correlation Results.

Variables Face-saving Reciprocity Relationship Intention
Bangladesh

Face-saving (4) 767

Reciprocity (3) 191 .709

Relationship (6) .093 —-159 .760

Intention (2) 1341 448 —-.065 765
USA

Face-saving (3) 741

Reciprocity (4) -272 755

Relationship (6) 270%F =219 744

Intention (2) -310 536 —.289** .709
Vietnam

Face-saving (4) .659

Reciprocity (3) .071 .801

Relationship (7) 216% -.002 736

Intention (2) .066 263 112 .839

Notes: Figures in italics represent the square root of AVE.
Figures in parentheses indicate the number of items measuring each construct.

p <.05.

**Correlation is significant at the .05 level (2-tailed).

Regression Analysis

Table 6 presents the detailed results of the multiple regression analysis across
Bangladesh, the USA, and Vietnam. Reciprocity is the only consistent and
significant predictor of customer intention in all three countries. Face-saving
negatively predicts intention only in the USA, while relationships shows no
significant influence in any country. Multiple regression analysis was used to test
the impact of three facets on customers’ behavioral intention. Statistical results
derived from the collected data from all three countries show that the entire model
is significant, as shown by the overall F-statistic (p <.05). The regression model
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Table 6. Multiple Regression Results (Dependent Variable: Intention).

Unstandardized Standard Standardized

Variables Coefficients Error Coefficients  t-value  Sig (p <.05)
Bangladesh

Constant 3.962 1.201 3.298 .002

Face-saving .017 .049 .041 .345 731
Reciprocity 218 .063 Al 3.462 .001
Relationship —-.001 .037 -.003 -.023 .982
Notes: F, 62 = 4.413; p <.05; Adj R* = .136

USA

Constant 5.515 .985 5.599 .000

Face-saving - 121 .059 —.165 —2.058 .042
Reciprocity 254 .044 458 5.703 .000
Relationship —-.057 .031 —.145 —-1.833 .069
Notes: F,, |14 = 19.238; p <.05; Adj R* = .319

Vietnam

Constant 5.272 913 5.774 .000

Face-saving 011 .044 .024 241 810
Reciprocity .164 .062 254 2.624 .010
Relationship .036 .034 .106 1.074 .285

Notes: F,, 99 = 2.791; p < .05; Adj R* = .050

shows that the independent variables explain 13.6%, 31.9%, and 5% of the
variation of the dependent variable, intention, as shown in the R? value in
Bangladesh, USA, and Vietnam, respectively. Multiple regression result shows
that reciprocity has the most substantial positive impact on customer intention in
all three countries shown [ f (USA) = .458; S (Bangladesh) = .411; # (Vietnam) =
.254]. Using data from the USA shows that face-saving has a negative impact on
consumer intention (S = —.165; p < .05). However, we failed to find statistical
significance of the relationship between face-saving and customer intention in
Vietnam and Bangladesh (f = .041; p > .05 and S = .024; p > .05, respectively).
Though weak, the relationship has a negative impact on consumer intention
(f=-.145; p <.10) in the USA. The data collected from the USA shows that the
relationship negatively impacts consumer intention. However, the independent
variable, relationship, does not statistically support the dependent variable,
intention, in both Bangladesh and Vietnam (f = —.003; p > .05 and S = .106;
p > .05, respectively).

Discussion

We tested a model of customers’ behavioral intentions with the data collected
from the USA, Bangladesh, and Vietnam. The statistical results indicate that the
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model explains customers’ intentions well. Findings suggest that a customer’s
intention is predicted by three significant variables: face-saving, reciprocity, and
relationship. Therefore, managers should focus on these three critical predictors
to instigate customers to purchase (Ding et al., 2017; Mende et al., 2013; Zhao &
Zhang, 2020).

The standardized regression coefficients show that reciprocity is the most critical
variable influencing customer intention in all three countries. Reciprocity has a more
substantial positive influence on customer intention in the USA than in Vietnam and
Bangladesh [# (USA) = .458; p (Bangladesh) = .411; £ (Vietnham) = .254]. This
finding is consistent with the study of Davies et al. (1995), which suggests that
reciprocity is a universal norm influencing customer intention across cultures.

Face-saving has a negative influence on customers’ intentions in the USA. This
finding is consistent with the study of O’Malley and Tynan (2000), which suggests
that face-saving is not a significant predictor of customer intention in Western
cultures. However, in Asian cultures, face-saving is an essential predictor of
customer intention (Siu et al., 2016; Wei & Sung, 2017). This finding suggests
managers should be cautious when using face-saving strategies in Western cultures.

The relationship has a weak negative influence on customers’ intentions in the
USA. This finding is consistent with Li et al.’s (2008) study, which suggests that
relationship is not a significant predictor of customer intention in Western cultures.
However, in Asian cultures, relationship is an essential predictor of customers’
intention. This finding suggests that managers should focus on building solid
relationships with customers in Asian cultures.

Conclusion

In conclusion, this study provides insights into the predictors of customer intention
in different cultures. The findings suggest that managers should focus on
reciprocity, face-saving, and relationship to influence customers’ intentions. The
study also highlights the importance of understanding cultural differences when
designing marketing strategies.

Theoretical and Managerial Implications

Understanding Quan He is essential for fostering business relationships in
Vietnam, especially for Western entrepreneurs entering the Vietnamese market.
This study stands as the inaugural comprehensive analysis of Quan He, offering
these notable contributions:

1. Defining Quan He: Our research bridges the concepts of Chinese Guanxi
and Western RM to define Quan He within the Vietnamese socio-economic
landscape. We identified its three integral facets: The Dien (face-saving),
Co Qua Co Lai (reciprocity), and Tinh Cam (affection).
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2. Classifying Quan He: We delved into the advantages and disadvantages of
the three facets of Quan He. This will expand the current knowledge in the
fields of Guanxi and RM, offering insights into how and when to employ
specific types of Quan He, depending on the business context.

3. Quan He in Asian Contexts: Since the rise of Guanxi studies initiated by
Xin and Pearce (1996), its applicability in other Asian nations like
Malaysia, Thailand, and Singapore has been explored. However, given
that each nation’s unique socio-political-economic backdrop shapes
relationship-building, our study emphasizes Quan He is distinct role in
Vietnam’s dual-ideology economy.

4. Practical Guidelines for Western Businesses: Grasping the nuances of
Quan He is pivotal for Western companies targeting the Vietnamese
market. We provide actionable insights into managing the subtleties of
The Dien, Co Qua Co Lai, and Tinh Cam to foster trust and enhance
relationships with local entities. Given Vietnam’s burgeoning economic
potential, our guide illuminates the path for foreign investors looking to
harmonize with local business practices.

In short, this exploratory study contributes by offering (a) a new construct, Quan
He, that bridges Eastern and Western relationship paradigms; (b) a validated
measurement model of'its three facets; and (¢) actionable insights for multinational
firms entering Vietnam.

Limitations and Future Research

While this study offers a pioneering perspective on Quan He, it is not without its
constraints. The data were collected from one university in each country, which
limits generalizability. However, this exploratory study provides foundational
insights for future research with broader, more representative samples.

We have pinpointed the commonalities and distinctions between Quan He,
Guanxi, and RM. The tri-faceted nature of Quan He was explored in detail and
compared with corresponding facets in Guanxi.

Our empirical evaluation compared the effects of these facets on consumer
intent in Bangladesh (Eastern) and the USA (Western). However, the results from
these two countries might be different. Future studies might consider other
influencing elements like purchasing power or broaden the product scope beyond
cosmetics. We advocate for expanding this model into diverse cultural landscapes
to validate its generalizability.
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Note

1. A shorter version of this paper was previously published in the Midwest Law Journal
of the Academy of Legal Studies in Business (2024 Conference Proceedings) under
the title “Three Facets of Quan-He (Vietnam) and Guanxi (China) Define Relationship
Marketing in Asian Markets.” This revised manuscript includes updated framing, an
international business application, and expanded managerial implications.
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Abstract

The rapid advancement of digital technology has transformed marketing, provid-
ing businesses with opportunities to leverage data-driven insights for effective
consumer targeting. ‘Programmatic Advertising’ (PA), known for its automated
ad placements powered by big data, has become a cornerstone of digital ad-
vertising by delivering personalised content to consumers in real time. While
effective in driving engagement, PA also raises environmental concerns due to its
high energy consumption and potential to encourage impulsive buying behaviour
(IBB). This conceptual study, based entirely on secondary sources and theoretical
analysis, explores the relationship between PA and Sustainable Online Purchase
Decisions (SUPD) in the emerging Indian market, focusing on how PA-induced
impulsive buying can be influenced by environmental knowledge (EK). Drawing on
the Theory of Reasoned Action (TRA), the Theory of Planned Behaviour (TPB),
and the Stimulus-Organism-Response (5-O-R) framework, this study proposes
a model wherein PA attributes act as stimuli triggering impulsive buying, with
EK functioning as a moderating variable that redirects these tendencies toward
sustainable consumer choices. Theoretical insights from this framework suggest
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how EK may foster a positive consumer attitude toward sustainable shopping,
ultimately contributing to more conscious purchase decisions. This study aims
to guide future empirical work, inform policymakers and businesses on incor-
porating environmental awareness into digital advertising strategies, while also
addressing gaps in understanding PA’s cognitive and behavioural impact within
emerging markets.

Keywords

Sustainability, programmatic advertising, online shopping, impulsive buying
behaviour, environmental knowledge, sustainable online purchase decisions

Introduction

Technology has revolutionised marketing in the digital age, with the internet
transforming e-commerce into the new marketplace (Hollensen, 2004). The wide-
spread use of mobile devices has made online shopping more accessible (Joines
et al., 2003), prompting marketers to adopt diverse digital strategies to engage
increasingly online consumers (Kiran & Arumugam, 2020). Among these, the use
of big data has propelled programmatic advertising (PA)—a method enabling
highly targeted, automated ad placements that enhance consumer engagement
(Bush, 2014). The Interactive Advertising Bureau (IAB, 2014) defines PA as ‘a
digital advertising method that involves automated buying and selling using algo-
rithms, data, and software’. PA enables organisations to bid for personalised ads
shown to specific audiences at the optimal time and place, streamlining campaigns
and optimising budgets (Samuel et al., 2021). In the US, PA spending accounted
for 65% of total digital ad expenditure in 2018, with expectations of reaching 84%
by 2022 (Malthouse et al., 2019), highlighting its growing importance for busi-
nesses seeking to connect with consumers on the go.

Existing research has examined how PA can trigger impulsive buying behav-
iours (IBB) by targeting consumers in real time with persuasive content (Boerman
et al., 2017; Dhandra, 2019; Turel et al., 2011). However, there remains a signifi-
cant research gap regarding the intersection of PA and sustainable consumption
behaviours, particularly in emerging economies such as India, where digital adop-
tion is accelerating but sustainability considerations are still evolving. While the
link between advertising and impulsivity has been explored, the role of psycho-
logical and cognitive factors—such as environmental knowledge (EK)—in mod-
erating this relationship has received limited scholarly attention (Turel, 2019).
Furthermore, the ethical and social dimensions of PA, including its potential to
either reinforce hyper-consumption or encourage sustainable purchasing deci-
sions (SUPD), are often overlooked in the literature (Deuze, 2016; Hu et al., 2019;
Kadic-Maglajlic et al., 2019).

Most studies on sustainable consumption have focused on environmentally
friendly behaviours related to specific products or packaging (Ha & Janda, 2017;
Prakash & Pathak, 2017) but have not sufficiently examined the influence of digital
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marketing tactics like PA on broader sustainable consumption choices, especially
through cognitive-behavioural models. In particular, the moderating role of EK—
which shapes individuals’ attitudes, cognitive processes, and decision-making
towards sustainable consumption—remains underexplored in the context of PA
(Joshi & Rahman, 2019; Schmuck et al., 2018; Yadav & Pathak, 2016).

In response to these gaps, this study investigates how PA influences consum-
ers’ attitudes towards online shopping and sustainable purchases, with a specific
focus on impulse buying as moderated by EK. By doing so, it seeks to reveal the
psychological mechanisms underpinning SUPD, a dimension largely absent from
current discussions.

This study presents several distinctive contributions to the literature:

1. It examines the impact of PA on online consumer behaviour within a
developing country context (India)—where digital marketing is on the rise
but its association with sustainable purchase decisions remains insuffi-
ciently explored (Majeed et al., 2022).

2. Itintroduces EK as a novel moderator in the relationship between PA and
impulsive buying, an area rarely investigated in previous studies (Ashfaq
et al., 2022; Yuen et al., 2022; Zha et al., 2022).

3. It offers practical insights for policymakers and businesses, demonstrating
how digital advertising can potentially encourage sustainable purchasing
behaviours rather than merely driving consumption.

The study is grounded in the Theory of Reasoned Action (TRA), which posits that
individuals deliberate before acting (Ajzen & Fishbein, 1980), and the Theory of
Planned Behaviour (TPB), which extends this by considering perceived behav-
ioural control (PBC). Additionally, the Stimulus-Organism-Response (S-O-R)
framework offers a valuable lens for understanding how external stimuli such as
PA can shape internal psychological responses, ultimately influencing behaviour
(Eroglu et al., 2001; Vonkeman et al., 2017; Zafar et al., 2020).

By applying these theories to the context of sustainable online purchasing, this
research not only broadens the theoretical understanding of consumer behaviour
in the digital era but also highlights actionable strategies for promoting eco-
friendly consumption through digital marketing tools like PA.

Theoretical Background, Research Model and
Hypotheses Development

Sustainable Online Shopping Decisions

Ongoing environmental degradation poses serious threats to sustainability, making
sustainable purchasing behaviour a vital approach to addressing these challenges. As
Cacho et al. (2020) explain, when consumers use sustainability as a guiding criterion
to evaluate and select products online, they engage in what is known as a SUPD. This
process involves conscious consideration of environmental impacts in online
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shopping, leading to choices that align with green purchase intentions (Dhandra,
2019). Green purchase intention captures a consumer’s inclination to choose eco-
friendly products (Yadav & Pathak, 2016), while socially conscious purchasing
reflects preferences for products that uphold labour rights and benefit society (Pepper
et al., 2009). Prior research (Pagiaslis & Krontalis, 2014) has shown that positive
environmental attitudes are linked to increased green buying behaviour.

Sustainable consumption is shaped by multiple psychological and social factors
such as social norms, environmental concern, self-identity, consumer values, and
social marketing (Dhandra, 2019; Grebitus et al., 2017; Kadic-Maglajlic et al.,
2019; Yadav & Pathak, 2016). These factors foster green purchase intentions and
conscientious consumer choices, which together define SUPD. However, while
these drivers of sustainability have been studied, there is limited understanding of
how contemporary digital marketing tools, particularly PA, interact with these
behaviours—especially in emerging markets where online shopping is rapidly
expanding but sustainability awareness and infrastructure are still developing.

This study focuses on the role of PA—a data-driven, automated advertising
approach—in influencing consumer decisions, particularly by triggering IBB.
Impulse buying refers to the sudden, spontaneous urge to purchase a product
without prior planning (Beatty & Ferrell, 1998). Techniques such as personalised
ads, parasocial interactions, celebrity endorsements, time-limited offers, and
social proof create an environment that can heighten impulsivity (Chen et al.,
2016; Zafar et al., 2020; Zhang et al., 2018). IBB, driven by emotional triggers,
may conflict with the deliberation required for sustainable consumption decisions
(Song et al., 2015).

While existing literature has explored sustainable consumption and impulse
buying separately, there is a notable gap in understanding how PA shapes the
intersection between these behaviours—a gap that is particularly pronounced in
emerging markets, where digital transformation and sustainability adoption
coexist but are unevenly integrated. This study adopts a novel perspective by
examining how PA influences SUPD in such contexts, considering cognitive and
emotional factors that may either support or undermine sustainable choices.

Overview of PA

PA is strategically designed to deliver personalised product and service informa-
tion to users on social media by tailoring content according to their demographics
and preferences (Dehghani & Tumer, 2015; Thompkins, 2019). This targeted
approach seeks to address user needs with high precision, aiming to reduce infor-
mation overload by focusing on relevancy (Chen & Hsieh, 2012; Deuze, 2016;
Liang et al., 2006; Thompkins, 2019). The PA system integrates interactions
among key stakeholders: adopters of PA, platform developers, and end consumers
(White & Samuel, 2019). This coordination enables real-time ad delivery that
aligns with consumers’ interests at moments when they are most likely to engage
with or purchase a product, effectively facilitating retailers’ connection to poten-
tial customers at critical points in their purchasing journey (Palos-Sanchez et al.,
2019; Yang et al., 2017).
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As a data-driven marketing approach, PA emphasises a personalised experi-
ence, leveraging users’ online behaviours and interests to present targeted ads that
resonate more profoundly with them (McGuigan, 2019). This strategy is com-
monly employed by companies seeking to shape user behaviour on social media
platforms like Facebook, Instagram, and YouTube, where interactive features help
boost brand image, foster loyalty, and build brand equity (Dehghani & Tumer,
2015; Dehghani et al., 2018; Dix et al., 2012). Through the integration of interac-
tivity and user attachment, PA becomes a catalyst for purchase behaviour of the
consumer (Hollebeek et al., 2014). Significant levels of customisation and rele-
vance in advertisements allow marketers to present product information that
aligns closely with consumers’ unique shopping needs, promoting an engaging
and effective advertising experience (Komiak & Benbasat, 2006). Sundar et al.
(2017) proposed that PA acts as an environmental trigger, prompting cognitive
shortcuts regarding the content viewed, which in turn affects consumers’ purchas-
ing choices (Kim et al., 2014). This study applies the Stimulus-Organism-
Response (S-O-R) model, positioning PA as a stimulus that has the potential to
impact an organism, that is, IBB. Conceptualising IBB as the organism, this article
posits that exposure to PA may systematically stimulate individuals’ impulsive
buying tendencies in the following hypothesised manner:

Thus, we hypothesise that:

H,: PAsignificantly and positively influences IBB.

Attributes of PA

Personalisation

Ad personalisation customises marketing based on consumer data, making ads
more relevant and appealing (Montgomery & Smith, 2009; Tran, 2017). Advances
in technology allow precise tracking, enhancing the impact of personalised ads,
especially in mobile contexts (Kim et al., 2014). Research suggests that once a
consumer encounters ad personalisation, it positively stimulates consumers’ atti-
tudes toward online ads, making them buy more products impulsively without
considering the effect on the environment. Therefore, when consumers perceive
programmatic ads as personalised, it can increase their tendency for impulse
purchases, as they feel the product or service is directly aligned with their prefer-
ences and current needs (Rana et al., 2022).
Thus, we hypothesise that:

H, : Ad personalisation significantly and positively influences IBB.

Relevance

Relevance in advertising refers to how closely content aligns with an individual’s
interests and needs, making it significant and engaging (Blom, 2000; Merriam-
Webster, 2018). In PA, relevance is enhanced through personalisation, which uses
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user data, like preferences, browsing history, and behaviour, to tailor ads for each
viewer (Zhang et al., 2014). This customisation increases the likelihood of
consumer engagement, as personalised ads feel more applicable and meaningful,
creating a sense of self-relevance (Kreuter & Wray, 2003; Petty et al., 2009).
When consumers perceive ads as personally relevant, they engage more deeply
with the content, which can stimulate impulse buying by appealing directly to
their current desires and needs (Celsi & Olson, 1988; Xia & Bechwati, 2008).
Studies confirm that perceived ad relevance significantly influences consumer
responses and increases the effectiveness of personalised advertising (Hayes
et al.,, 2020; Kim & Huh, 2017; Liu-Thompkins, 2019; Tam & Ho, 2005).
Therefore, relevance not only enhances user engagement but also plays a critical
role in triggering unplanned purchasing behaviour.
Thus, we hypothesise that:

H, : Ad Relevance significantly and positively influences IBB.

Novelty

To break through traditional advertising clutter, online retailers increasingly use
innovative strategies like location-based, personalised, and mobile social media
advertising to capture consumer attention in dynamic and engaging ways (Ketelaar
et al., 2017; Unni & Harmon, 2007; Wu, 2016; Xu et al., 2009). Central to these
strategies is the perception of novelty and relevance in personalised ads, which
enhances consumer engagement by making messages feel fresh and tailored, even
if the product or brand is familiar (Carpenter et al., 1994; Kalyanaraman & Sundar,
2006). Novelty in personalisation identifies consumer needs in advance and
presents relevant options, stimulating impulsive purchases by offering something
new and unexpected (Sharma et al., 2010). As Hausman (2000) noted, novelty
fuels hedonic desire, which in turn drives impulse buying. Thus, the combination
of personalisation and novelty creates a powerful trigger for unplanned purchases
by fulfilling latent desires through surprising and relevant content.
Thus, we hypothesise that:

H,: Ad Novelty significantly and positively influences IBB.

Impulsive Buying Behaviour

IBB is widely recognised as a spontaneous, pleasure-driven reaction to online
stimuli, often triggered without prior planning or conscious intent (Beatty &
Ferrell, 1998; Rook, 1987; Zhang et al., 2018). Rather than being a stable person-
ality trait, IBB is shaped by situational and contextual cues such as personalised
advertisements, social influences, and digital media exposure (Chen et al., 2016;
Xiang et al., 2016; Zafar et al., 2019, 2020), making it a crucial factor in under-
standing online shopping behaviour.

This study conceptualises IBB within the S-O-R framework, where PA serves as
the stimulus, IBB functions as the organism, representing the consumer’s internal
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cognitive and emotional state, and SUPDs constitute the response. Impulsive pur-
chases are typically associated with affective, spontaneous reactions that bypass
deliberate cognitive evaluation, which can conflict with rational, reflective pro-
cesses such as environmental decision-making (Leong et al., 2017; Verplanken &
Sato, 2011).

In this context, EK is not treated as an outcome of IBB—which would contra-
dict established findings that impulsive behaviours often diminish reflective
thinking (Baumeister, 2002; Dittmar et al., 1995)—but rather as a moderating
variable that influences the relationship between impulse-driven reactions and
SUPD. Consumers with higher levels of EK are more likely to regulate impulsive
tendencies and make environmentally responsible choices, even when exposed to
persuasive PA. Conversely, low EK may amplify the likelihood of impulsive, less
sustainable consumption. Thus, EK plays a crucial role in shaping whether spon-
taneous online buying can be steered towards more sustainable outcomes
(Eysenck, 1983; Leong et al., 2017; Sherman et al., 1997).

Thus, we hypothesise that:

H,: IBB negatively influences attitude towards Adoption of Sustainable
Online Shopping.

The Moderating Role of EK

EK plays a pivotal role in shaping individuals’ environmental attitudes and behav-
iours, particularly in areas such as climate change, recycling, and sustainability
(Scott & Ellis, 2014; Shahzad et al., 2019). Defined as individuals’ awareness of
environmental issues, their impacts, and the shared responsibilities for sustainable
development (Fryxell & Lo, 2003), EK enables informed decision-making across
diverse ecological concerns (Kaplan, 1991). Research has consistently shown that
EK fosters eco-friendly behaviours, with Wang et al. (2014) confirming its signif-
icance in promoting sustainable actions. Climate-related knowledge, particularly
among young graduates, has been linked to increased environmental responsi-
bility (Whitmarsh & O’Neill, 2010). Furthermore, EK is a key determinant of
consumer attitudes toward green products and purchasing decisions (Lu & Sinha,
2019; Matthes et al., 2014), as well as a driver of green consumption behaviour
(Joshi & Rahman, 2019; Peattie & Belz, 2010). Ultimately, EK serves as a foun-
dational factor influencing consumers’ intentions and readiness to engage in
eco-friendly purchasing practices (Yadav & Pathak, 2016).
Thus, we hypothesise that:

H,: EK significantly affects attitude towards Adoption of Sustainable Online
Shopping.

Individuals tend to avoid actions when they feel inadequately informed, and varying
levels of ENVK can significantly shape sustainable consumption decisions (Haron
et al., 2005; Joshi & Rahman, 2019; Kearney & Young, 1995; Matthes et al., 2014).
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Limited ENVK often results in hesitation or inconsistency in eco-friendly behav-
iours like recycling (Schmuck et al., 2018). This study suggests that differing
degrees of ENVK influence individuals’ engagement with sustainable actions.
While programmatic ads on shopping apps may trigger IBB, consumers with higher
environmental awareness are more likely to consider the ecological impact before
making a purchase. Thus, ENVK is proposed as a moderating factor that shapes the
link between IBB induced by personalised advertising and attitudes toward adopting
Sustainable Online Shopping.

Thus, we hypothesise that:

H,: EK moderates the relationship between IBB and attitude towards the
Adoption of Sustainable Online Shopping [Negative (positive) effect of
IBB is weaker (stronger) for individuals with high (less) EK].

Consumer’s Attitude Towards the Adoption of Sustainable
Online Shopping

Consumer attitudes toward sustainable shopping are increasingly shaped by
online forums and communities that share information on environmental impact,
product reviews, and price comparisons (Ghouri et al., 2021; Nuseir, 2020). These
platforms help consumers make informed decisions, especially in the absence of
physical product interaction (Nam et al., 2020). Forums focused on environmental
issues offer valuable insights into product use and eco-benefits, promoting quicker
and more informed purchases (Lee et al., 2022). Online Environmental Platform
Services (OEPS) further support sustainable buying by providing resources and
guidance, raising awareness, and regulating impulsive buying triggered by
programmatic ads, ultimately fostering more conscious and eco-friendly shopping
behaviour (Gunawardena & Dhanapala, 2023).
Thus, we hypothesise that:

H_: Consumers’ attitude towards the Adoption of Sustainable Online Shopping
significantly and positively affects Sustainable Online Shopping Purchase
Decisions.

Theory of Reasoned Action

Past research has utilised either the TRA (Fishbein & Ajzen, 1975) or the TPB
(Ajzen, 1991) to develop conceptual models for analysing consumers’ green and
sustainable behaviour (Garay et al., 2019; Han, 2020). Both theories have been
widely used to explain various behavioural domains.

According to the TRA, attitude combined with social influences contributes
to forming a behavioural intention, the immediate precursor of actual behaviour
(Ajzen & Kruglanski, 2019; Fishbein & Ajzen, 2010; Meng et al., 2020). In this
theory, attitude is defined as a mix of beliefs about the behaviour, its possible
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consequences, and evaluations of those outcomes, judging them as either
favourable or unfavourable. Meanwhile, subjective norms refer to perceived
social support or opposition to a particular behaviour, shaped by normative
beliefs (expectations of others) and the individual’s motivation to comply
(Moon, 2021). Initially, the TRA was applied in contexts such as health, social
behaviour and consumer intentions. Over time, it evolved into the TPB with the
addition of PBC, which addresses instances where external factors may hinder
or enable the behaviour (Ajzen, 1991).

Theory of Planned Behaviour

Introduced by Icek Ajzen in 1985, the TPB enhances the understanding of how
actual behaviours emerge from intentions, especially in situations where individ-
uals may feel they lack complete control over outcomes. Central to TPB is the
intention to act, influenced by three components: attitude, subjective norms, and
PBC (Ajzen, 1991). This addition has positioned TPB as one of the most impactful
frameworks for explaining and predicting human behaviour across various areas,
including health, organisational behaviour, and consumer decision-making
(Fishbein & Ajzen, 1975). PBC specifically addresses an individual’s sense of
capability in performing a behaviour, based on perceived control over internal or
external factors. PBC recognises that people may intend to act but might feel
constrained by certain barriers or limitations. Since its inception, TPB has been
widely applied across fields to study behaviours related to environmental protec-
tion, exercise commitment, and purchasing decisions, proving its adaptability and
effectiveness across cultural settings (Ajzen, 1991).

Stimulus-Organism-Response

The research is primarily structured around the S-O-R framework (Mehrabian &
Russell, 1974). The stimuli include external environmental factors, such as adver-
tising, social interactions, and peer recommendations (Xiang et al., 2016; Zhang
et al., 2018). These stimuli evoke cognitive and affective reactions within the
organism, representing the ‘mental processes that take place in an individual’s mind
upon interacting with the stimulus’ (Eroglu et al., 2001). These reactions can be
perceptual, emotional, impulsive, goal-oriented, or utilitarian (Vonkeman et al.,
2017; Zafar et al., 2020). The response refers to the individual’s final action or choice,
influenced by internal cognitive and emotional processes (Sherman et al., 1997).
Within the S-O-R model, EK functions as an internal aspect of the organism
(O). Consumers with higher EK are better equipped to interpret the stimuli pre-
sented through PA (Tanner & Kast, 2003). They can identify genuinely sustaina-
ble products and understand the broader environmental impact of their purchases.
This knowledge shapes their attitudes toward sustainable shopping and aids them
in managing impulsive buying more effectively. For example, when presented
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with a persuasive advertisement, environmentally knowledgeable consumers may
critically assess the ad’s claims, enabling them to make more informed purchasing
choices that align with their sustainability values (Paul & Rana, 2012).

Our research model integrates the TPB, the TRA and the S-O-R framework
developed by Mehrabian and Russell (1974). The framework proposed that PA
attributes, IBB and EK influence attitude and perceived behaviour control. The
attributes of PA, IBB and EK can influence attitudes and can play a significant role
in controlling the behaviours of customers by offering them knowledge about the
environment, availability, persuasion, information about the process, and so forth.
Knowledge and persuasion are essential sources of shaping consumers’ attitudes
(Zeynalova & Namazova, 2022). According to Choi and Lee (2020) and Zeynalova
and Namazova (2022), green strategies can be utilised to protect the physical envi-
ronment, including air, water, and soil. By instilling green attitudes and behaviours
among energy consumers, the environment can be further nurtured.

Within this model, external stimuli like PA and EK serve as triggers that influ-
ence consumers’ cognitive and emotional responses—the ‘organism’ phase of the
S-O-R model. Here, PAD functions as a stimulus that encourages impulsive buying
tendencies, which are further moderated by EK, influencing the consumer’s internal
cognitive and emotional processing. These internal responses then shape the ulti-
mate ‘response’, where individuals make SUPD based on their attitudes and per-
ceived control over behaviour (Sherman et al., 1997). Green strategies, as indicated
by previous research, can effectively protect critical environmental resources such
as air, water, and soil (Choi & Lee, 2020; Zeynalova & Namazova, 2022), suggest-
ing that fostering green attitudes and behaviours among consumers contributes to
broader environmental preservation efforts. This study thus formulates hypotheses
grounded in existing literature to explore these relationships and their impact on
sustainable consumer choices.

Conceptual Framework

This study presents a conceptual framework based on an extensive literature
review of factors influencing SUPDs. A research model is developed to examine
how attributes of programmatic advertising (PAD) drive impulsive buying,
moderated by different levels of EK, which ultimately fosters an attitude towards
Sustainable Online Shopping and leads to SUPDs.

Using the TRA, the TPB, and Mehrabian and Russell’s (1974) S-O-R frame-
work, the model illustrates how external stimuli, like PAD, engage with consumers’
cognitive and emotional states (the ‘organism’ phase) to influence their eventual
behavioural responses. PA serves as a stimulus that triggers IBB, while EK acts as a
moderating factor, channelling these impulses into a more sustainable mindset.

This approach links PA (independent variable), IBB, attitude towards
Sustainable Online Shopping, and SUPDs (dependent variables), with EK as a
moderating variable.



134 BIMTECH Business Perspectives 6(2)

Proposed Conceptual Model

Environmental Knowledge

Programmatic Advertising
Attributes
Attitude towards Sustainable
Impuksive Buying | _» Adaption of ——— | online Purchase
_— Behaviour Sustainable Online Decisions
Shopping

Source: Proposed by the researchers.

Proposed Hypotheses

The above model led to the formulation of the following hypotheses:

H . PA significantly and positively influences IBB.

. Ad personalisation significantly and positively influences IBB.

: Ad Relevance significantly and positively influences IBB.

. Ad Novelty significantly and positively influences IBB.

H,: IBB negatively influences attitude towards Adoption of Sustainable
Online Shopping.

H.,: EK significantly affects attitude toward Adoption of Sustainable Online
Shopping.

H,: EK moderates the relationship between IBB and attitude towards Adoption
of Sustainable Online Shopping.

H_: Consumers’ attitude towards the Adoption of Sustainable Online Shopping
significantly and positively affects Sustainable Online Shopping Purchase
Decisions.

Research Methodology

This study adopts a blend of exploratory and descriptive research designs, incor-
porating an extensive literature review and secondary data collection from diverse
sources, including online platforms, academic articles, and prior research studies.
The secondary data, specifically focused on SUPDs, was gathered from theses,
research papers, and institutional articles published over the past several years.
The primary objective is to develop a theoretical conceptual framework that
explains how PA influences consumer behaviour, particularly by triggering impul-
sive buying tendencies, and how EK moderates this relationship.

The exploratory aspect of the research is used to investigate and expand upon exist-
ing theories and concepts surrounding sustainable consumer behaviour, particularly in
the context of digital advertising. It allows the study to explore emerging constructs,
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such as the role of personalisation, novelty, and relevance in advertising, and their
psychological impact on consumers. Meanwhile, the descriptive component provides
a structured examination of the collected data, summarising insights from the litera-
ture to support the conceptual model. This structured synthesis supports the formula-
tion of the proposed conceptual model, clarifying the pathways through which
impulsive buying can either hinder or support sustainable online purchasing, depend-
ing on the level of consumer environmental awareness. By integrating insights from
multiple theoretical perspectives—such as the S-O-R framework, the TPB, and litera-
ture on impulse buying and sustainability—the study offers a comprehensive under-
standing of how advertising-driven impulses can be redirected towards eco-friendly
consumption, provided there is adequate EK.

This dual approach enriches the theoretical foundation of sustainable online
purchasing by integrating insights from multiple theoretical frameworks, ulti-
mately aiming to capture the complex interactions that shape consumers’ sustain-
able purchasing behaviour in online settings.

Expected Findings and Discussions

The dynamic interplay between IBB and SUPD is especially complex in the context
of personalised and real-time PA. On one hand, PA stimulates impulsive purchases
by appealing to consumers’ immediate desires; on the other hand, it risks under-
mining long-term sustainability goals. The inclusion of EK as a moderating factor
adds depth to this analysis by introducing a cognitive filter that influences how
consumers interpret and act upon programmatic stimuli. Consumers with higher
levels of EK are more capable of critically assessing the sustainability implications
of their purchases—even in the presence of persuasive, impulse-inducing ads. This
heightened cognitive awareness acts as a protective mechanism, guiding consumers
toward more responsible consumption. As previous studies suggest (Dhandra, 2019;
Yadav & Pathak, 2016), sustainable purchase intentions are shaped by a combina-
tion of emotional triggers and cognitive reasoning, underscoring the need for
informed decision-making in the digital marketplace. Incorporating EK into PA
design could help marketers strike a balance between engagement and ethical
responsibility. This study draws on three foundational theories to deepen its concep-
tual insights: the TRA, the TPB, and the S-O-R model. TRA emphasises the
influence of consumer attitudes and subjective norms on behavioural intentions,
making it relevant for understanding how PA shapes attitudes toward sustainable
consumption. TPB expands on this by introducing PBC, which reflects consumers’
confidence in their ability to make sustainable choices—especially when informed
by EK. The S-O-R framework frames PA as the external stimulus, the consumer as
the organism, and their behaviour—whether impulsive or sustainable—as the
response. Here, EK serves as a key moderating factor, influencing how consumers
cognitively process advertising stimuli. When environmental awareness is high,
cognitive evaluations align more with green purchase intentions, thereby reducing
the likelihood of impulsive consumption. By integrating these theoretical perspec-
tives, the article finds that PA can either reinforce or undermine sustainability goals



136 BIMTECH Business Perspectives 6(2)

based on its design and perceived message. When crafted thoughtfully, PA can
include cues that encourage mindful consumption—such as emphasising eco-
friendly product features or tapping into social norms that favour green behaviours
(TRA). Moreover, it can enhance PBC (TPB) by offering transparent, accessible
information about sustainable alternatives. This approach not only aligns consumer
behaviour with sustainability objectives but also supports more ethical digital
marketing practices.

Implications

Implications for Stakeholders

First, the framework developed here shows that PA serves as a stimulus that can
lead to IBB, while EK modulates how consumers process and react to these influ-
ences. These internal cognitive and emotional responses significantly determine
whether individuals adopt sustainable purchasing behaviours or not. Several
studies have sought to identify sustainable consumption behaviours, such as using
energy-efficient products (Ha & Janda, 2017) and environmentally friendly pack-
aging (Prakash & Pathak, 2017). The influence of psychological factors on
sustainable online purchasing decisions is still not well understood, nor is the
effect of PA on sustainable consumption (Turel, 2019). This study is distinguish-
able from them in terms of the identification of PA’s attributes significantly
influencing consumer attitudes and behaviours, creating IBB, particularly in an
environment marked by rapid digital growth and evolving consumer expectations.
It not only drives impulsive buying but also shapes attitudes toward sustainability
when moderated by EK. This moderating role of EK proves crucial, as it informs
consumers’ cognitive processing and fosters more environmentally responsible
decision-making. This insight emphasises the importance of educational and
informational efforts that enhance consumer awareness.

Second, this framework demonstrated actionable strategies for companies to
adopt by integrating environmental messaging into PA, guiding them on how to
influence consumer behaviour toward more sustainable choices. By embedding
eco-conscious cues in targeted advertisements, companies can subtly but effec-
tively encourage consumers to prioritise environmentally responsible products.
This strategy not only capitalises on consumers’ growing awareness and prefer-
ence for sustainable products but also positions the brand as a proactive player in
environmental stewardship. Moreover, the framework suggests that companies go
beyond advertising by actively investing in the development and promotion of
green products that satisfy both consumer demands and ecological considerations.
This dual focus ensures that products not only meet consumer expectations for
quality and utility but also align with environmental values, fostering a deeper and
loyal customer base that appreciates the company’s dedication to sustainability.
This shift not only supports broader environmental conservation efforts but also
aligns with national sustainability objectives, contributing to pollution reduction
and progress toward a more sustainable economy.
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Third, this framework provides insights into how EK can generate benefits across
consumer, societal, and corporate levels—an emerging area of interest in business
research. This study is among the first to explore how EK can mediate the relationship
between IBB and consumer attitudes toward Sustainable Online Shopping. By pro-
moting sustainable product choices, EK fosters consumer benefits; it contributes to
environmental conservation as a social benefit and encourages the adoption of eco-
friendly advertising strategies as a corporate benefit. Overall, this study underscores
the dual capacity of PA to drive impulsive consumption while also serving as a catalyst
for sustainable decision-making when aligned with informative, environmentally ori-
ented strategies. These insights offer a strategic pathway for leveraging digital market-
ing in ways that encourage sustainable consumer behaviour, carrying substantial
implications for marketing tactics and environmental policy development.

Implications for Research

This research offers a significant theoretical contribution by validating and
expanding the TPB, TRA, and S-O-R frameworks in the context of environmental
behaviour and digital marketing. By integrating TPB, TRA, and the S-O-R frame-
work, the study offers a holistic perspective on how external stimuli—such as
programmatic advertising—impact consumer cognition and emotions, ultimately
leading to SUPD. These insights address a critical gap in the literature by demon-
strating the relevance of TPB, TRA, and S-O-R frameworks in analysing
sustainable consumption behaviours influenced by PA. Furthermore, the findings
support existing research, underscoring that environmentally oriented strategies
play an essential role in protecting crucial resources like air, water, and soil (Choi
& Lee, 2020; Zeynalova & Namazova, 2022). This reinforces the importance of
encouraging eco-friendly attitudes and behaviours as a pathway to fostering
consumer choices that benefit environmental sustainability.

Limitations and Future Research Directions

This research is conceptual in nature and does not include empirical validation
through primary data collection, which may limit the generalizability of the find-
ings. Future studies could strengthen the conclusions by employing quantitative
or qualitative research methods to test the proposed relationships. Cross-cultural
comparisons and platform-specific analyses (e.g., social media vs. e-commerce)
can offer insights into contextual influences on PA’s impact. Additionally,

Second, the study focuses primarily on psychological and emotional factors
influencing sustainable consumption but does not fully account for contextual vari-
ables such as cultural differences, economic constraints, and regulatory frameworks
that often shape consumer behaviour in emerging markets. Moreover, integrating
psychological constructs such as digital fatigue, privacy concerns, and eco-guilt
may deepen understanding of consumer responses. Future work can investigate
green Al and ethical ad technologies to align PA strategies with environmental sus-
tainability goals.
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Lastly, the rapid evolution of digital advertising technologies, including PA,
means that consumer responses may change over time. The findings and theoreti-
cal implications presented here should be revisited periodically to ensure contin-
ued relevance in the face of technological advancements and shifting consumer
values.
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Abstract

This study investigates the role of bank lending in fostering economic growth in
Sri Lanka over the period 1991-2023. As a critical financial intermediary, bank
lending facilitates the allocation of capital toward productive investment and
economic development. Despite its importance, empirical evidence on the causal
impact of bank credit on Sri Lanka’s economic performance remains limited. Using
the Autoregressive Distributed Lag (ARDL) Bounds Testing approach, the study
examines the short-run and long-run dynamics between Gross Domestic Product
(GDP) growth and key financial and macroeconomic variables, including bank
lending rates (BLR), private-sector credit, credit-deposit ratio (CDR), inflation
(INF), labour force participation, trade openness, and gross capital formation.
The findings reveal that credit to the private sector (CPS) unidirectionally drives
GDP growth (GDPG), while the reverse relationship is not significant, confirming
that bank lending is a key driver of economic expansion rather than merely
responding to growth. Other variables, such as trade openness, the CDR, and
labour force participation, exhibit bidirectional causality with GDP, highlighting
complex feedback mechanisms within the economy. These results underscore
the importance of enhancing access to credit and improving the efficiency of
lending mechanisms. The study concludes with policy recommendations aimed
at reinforcing the banking sector’s role in promoting sustainable and inclusive
economic growth in Sri Lanka.
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Introduction

Bank lending plays a vital role in economic development by mobilising savings
and channelling credit into productive sectors. It supports investment,
entrepreneurship, and consumption, thereby influencing both the pace and
structure of economic growth. A well-functioning banking system contributes to
efficient capital allocation, risk diversification, and liquidity provision. According
to Levine (2005) and Levine et al. (2000), economies with more developed
banking sectors tend to experience higher and more inclusive growth, as financial
intermediation fosters productive investment and enhances economic efficiency.

In Sri Lanka, bank credit constitutes the largest share of domestic financial
intermediation and serves as a primary source of finance for households and
firms. As the country continues to face persistent challenges—including sluggish
Gross Domestic Product (GDP) growth, mounting public debt, inflationary
pressures, and the lingering effects of the COVID-19 crisis—the importance of
bank lending in reviving economic activity has become increasingly significant.
Historically, credit flows from the banking system have supported capital
formation and investments in agriculture, industry, infrastructure, and services
(Central Bank of Sri Lanka, 2022). Small and medium-sized enterprises (SMEs),
which account for over 52% of GDP and provide the majority of private-sector
employment, are particularly reliant on bank loans for expansion and sustainability
(Asian Development Bank, 2020).

Empirical research examining the credit-growth nexus in Sri Lanka provides
mixed evidence. Edirisuriya (2007) noted that despite financial sector reforms
since the late 1970s, structural inefficiencies in the banking sector limited its
contribution to growth. Similarly, Perera and Liyanage (2012) found that bank
lending did not exert a statistically significant impact on GDP growth (GDPG)
once other macroeconomic variables were considered, suggesting that the
influence of credit may be indirect or hindered by inefficiencies. In contrast,
recent evidence from Ganepola and Jayasinghe (2023) shows a strong positive
relationship between private-sector credit and economic growth, underscoring the
potential role of bank lending in stimulating economic activity. These divergent
findings highlight the need for further empirical investigation.

This ambiguity underscores a critical research gap, particularly in the Sri
Lankan context, namely the direction of causality between bank lending and
economic growth—whether bank lending drives growth or economic growth
stimulates credit demand. Addressing this gap, the present study empirically
examines the relationship between bank lending and economic growth in Sri
Lanka over the period 1991-2023. Specifically, the analysis explores both short-
and long-run dynamics, incorporating key macroeconomic indicators such as
GDPG, private-sector credit, lending rates, inflation (INF), labour force
participation, trade openness, and gross capital formation.
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The study is guided by two hypotheses developed from theoretical and
empirical insights: the first proposes that bank lending has a significant positive
impact on economic growth in the short run, as increased access to credit enhances
investment, stimulates aggregate demand, and supports productive activity; the
second extends this relationship to the long run, suggesting that sustained bank
lending contributes to capital formation, industrial expansion, and structural
transformation, thereby promoting stable economic growth.

The findings confirm that private-sector credit, labour force participation, and
trade openness positively and significantly influence economic growth in both the
short run and the long run. The error correction mechanism indicates a stable
long-run equilibrium relationship, while diagnostic tests validate the reliability
and robustness of the estimated models. By empirically testing these hypotheses,
the study contributes to the broader discourse on financial intermediation and
growth, offering policy-relevant insights into how the structure and direction of
bank lending can support inclusive and sustainable development in Sri Lanka.

The Granger causality results from our study indicate that private-sector credit
unidirectionally drives GDPG, whereas the reverse effect is not statistically
significant. This confirms that bank lending in Sri Lanka acts as a key driver of
economic expansion rather than merely responding to growth. In addition,
variables such as trade openness, credit-deposit ratio (CDR), and labour force
participation exhibit bidirectional causality with GDP, highlighting complex
feedback mechanisms in the economy. These findings provide clear evidence of
the causal role of bank lending in facilitating investment, capital formation, and
productive activity, supporting GDPG over the study period.

The remainder of this article is structured as follows: The second section
provides a comprehensive review of the theoretical and empirical literature
relevant to the relationship between bank lending and economic growth. The third
section examines the trends and patterns of bank lending in Sri Lanka over the
study period. The fourth section describes the econometric methodology employed
in the analysis, while the fifth section presents and interprets the empirical results.
Finally, the sixth section concludes the study by summarising the key findings and
discussing policy implications.

Literature Review

Theoretical Literature

Bank lending plays a crucial role in economic development by mobilising savings
and directing credit to productive sectors, thereby fostering investment,
entrepreneurship, and consumption. This relationship is well-grounded in key
economic theories such as financial intermediation theory, endogenous growth
theory, and the various finance-growth causality hypotheses.

According to the financial intermediation theory, banks serve as intermediaries
by channelling funds from savers to borrowers, facilitating efficient capital
allocation, reducing transaction costs, and managing risks. This role is fundamental



146 BIMTECH Business Perspectives 6(2)

in supporting productive investments that drive economic growth (Boyd &
Prescott, 1986; Diamond, 1984). In developing economies like Sri Lanka, the
effectiveness of bank lending strongly influences the flow of capital to sectors
critical for economic expansion.

The endogenous growth theory (Lucas, 1988; Romer, 1986) highlights how
financial sector improvements enhance growth by increasing investment
efficiency, supporting innovation, and channelling savings into productive uses.
Banks are instrumental in financing projects that improve human capital and
technological progress, especially relevant to Sri Lanka’s ongoing industrial and
infrastructure development (Levine, 2005).

The relationship between financial development and growth is further explored
through three causality hypotheses: The supply-leading hypothesis posits that
financial sector development, especially bank lending, initiates economic growth
by providing credit essential for investment and productivity gains (McKinnon,
1970; Shaw, 1973). The demand-following hypothesis argues that economic
growth drives financial development, as expanding economies create greater
demand for credit (Robinson, 1952). The feedback hypothesis suggests a
bidirectional relationship where finance and growth mutually reinforce each other
(Awdeh, 2012; Patrick, 1966).

The Wicksellian theory adds that the relationship between interest rates and
economic growth is mediated by credit availability, emphasising the central
bank’s role in maintaining equilibrium via monetary policy (Wicksell, 1936). The
credit channel theory also underscores how monetary policy influences economic
activity by affecting bank lending conditions (Bernanke & Gertler, 1995). Finally,
financial liberalisation is theorised to enhance banking efficiency, increase
competition, and improve credit access, thereby fostering growth (Bumann et al.,
2013; Shaw, 1973). Sri Lanka’s financial liberalisation reforms have been critical
in expanding credit and modernising banking services.

Empirical Literature

The relationship between bank lending and economic growth has long been a
focus of empirical investigation. Early foundational studies provided strong
evidence of a positive linkage between financial development and economic
performance. King and Levine (1993) demonstrated that financial deepening,
particularly measured through private-sector credit as a percentage of GDP,
significantly enhances long-term economic growth. Building on this, Arestis and
Demetriades (1997) argued that financial development improves resource
allocation by directing credit to high-productivity sectors, fostering sustained
economic expansion. Levine (2005) further reinforced these findings, emphasising
that banks, as core financial intermediaries, facilitate savings mobilisation, risk
diversification, and efficient capital allocation—key ingredients for economic
development.

During the 2000s, empirical attention turned toward specific country contexts
and methodologies. Mishra et al. (2009) studied India’s financial sector using a
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VAR framework and Granger causality tests, revealing a dynamic relationship
where economic growth stimulated credit market development. Rexiang and
Rathanasiri (2011), focusing on Sri Lanka, found that credit flow to the private-
sector contributed positively to economic growth. However, the study cautioned
that inefficiencies and non-performing loans (NPLs) in the banking sector
undermined this relationship.

In the early 2010s, country-specific and regional studies continued to support
the role of bank lending in promoting economic activity. Zhang et al. (2012)
examined China’s financial development and concluded that conventional
indicators like deposits and savings supported growth, while a higher proportion
of corporate deposits had a dampening effect. Chirwa and Odhiambo (2016)
reported similar findings for sub-Saharan Africa, where access to private-sector
credit was found to be a key determinant of economic growth, especially in the
presence of well-functioning financial institutions. In Sri Lanka, International
Monetary Fund (2023) emphasised that while credit expansion contributed to
growth, operational inefficiencies and high NPLs in state-owned banks continued
to restrict the full impact of lending.

The late 2010s saw an increased focus on financial inclusion and institutional
efficiency. Asian Development Bank (2020) stressed the importance of expanding
access to banking services in Sri Lanka, especially for SMEs, to strengthen the link
between credit and growth. Khan (2008) applied the Autoregressive Distributed Lag
(ARDL) model to Pakistan and confirmed that bank lending positively influences
GDP in both the short and long term. These studies collectively highlighted that the
short-run impact of credit tends to be more prominent, though long-term gains
depend on institutional quality and credit allocation efficiency.

Entering the 2020s, researchers and international institutions increasingly
stressed that Sri Lanka’s banking sector, while central to credit expansion and
growth, remained constrained by structural weaknesses and governance
challenges. Ramya et al. (2021) used data from 1989 to 2018 and observed a
strong positive relationship between bank lending and GDPG in Sri Lanka,
particularly during the economic recovery period. Similarly, Levine (2021) found
that financial depth and efficiency, particularly measured by private credit to
GDP, are strongly associated with long-run economic growth. However,
Rathnayake and Dissanayake (2022) cautioned that persistent inefficiencies,
especially within state-owned banks and rising levels of NPLs, continued to
constrain the growth potential of bank credit. Further, Ganepola and Jayasinghe
(2023) used ARDL models to confirm both short- and long-run relationships
between Sri Lanka’s financial development and economic output. Their findings
emphasised the role of efficient capital allocation in sustaining growth.

The International Monetary Fund (2023) Governance Diagnostic Assessment
reported that state-owned banks continue to face high NPLs, weak credit risk
management, and political interference, which limit their developmental
contribution. Similarly, the International Monetary Fund (2024a) Article 1V
Consultation noted that Sri Lanka’s banks face elevated credit risks in private loan
portfolios, narrowing net interest margins, and heavy exposure to the public
sector, all of which undermine financial intermediation and growth. To address
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these issues, reforms have been initiated, including bank recapitalisation plans,
new legislative frameworks for bank resolution, and governance reforms
mandating state banks to operate with greater independence and professional
oversight. These efforts are intended to restore banking stability and strengthen
the role of credit in supporting long-term economic growth.

The Trends and Patterns of Bank Lending in Sri Lanka

Over the past three decades, Sri Lanka’s bank lending landscape has undergone
notable transformations, shaped by economic liberalisation, financial crises, and
technological innovation. Bank lending—particularly credit to the private
sector—has exhibited cyclical fluctuations, mirroring the broader economic
environment and the evolving capacity of the banking sector. One of the key
indicators of financial sector performance, private-sector credit as a percentage of
GDP, has seen significant changes during this period.

In the early 1990s, Sri Lanka’s bank lending to GDP ratio remained relatively
low, largely due to a nascent financial system and limited access to credit outside
urban centres. Financial intermediation was underdeveloped, and credit allocation
was constrained by regulatory barriers and limited banking outreach. However,
structural reforms and liberalisation during the late 1990s and early 2000s led to
rapid expansion in the banking sector. With increased competition, product
innovation, and enhanced financial access, private-sector credit rose steadily. By
2015, Sri Lanka’s private-sector credit stood at approximately 41.5% of GDP,
reflecting the growing importance of bank finance in supporting economic
activities (World Bank, 2021).

The period from 2010 to 2017 marked a high-growth phase for bank lending,
driven by favourable interest rates, rising consumer demand, and an expanding
middle class. During this time, private-sector credit peaked at around 45%—46% of
GDP. However, this upward trajectory began to reverse due to macroeconomic
pressures, including fiscal instability, weakening investor confidence, and mounting
public debt. The situation worsened after 2019 as Sri Lanka faced a severe economic
downturn, intensified by the COVID-19 pandemic. Businesses and households
became risk-averse, while banks tightened lending criteria due to growing credit
risk. Consequently, lending activity slowed significantly, and the NPLs ratio
escalated, reflecting deteriorating asset quality across the sector.

By 2022-2023, signs of stabilisation began to emerge following interventionist
policies and international financial assistance. Structural reforms and monetary
tightening by the Central Bank, combined with debt restructuring negotiations,
began to restore market confidence. As a result, private-sector lending began to
recover in 2024. According to the Central Bank of Sri Lanka (2024), commercial
banks expanded credit to the private sector by LKR 146 billion in the first half of
2024. This represented a marked turnaround compared to the LKR 733 billion
contraction observed between June 2022 and May 2023, during which firms
aggressively deleveraged in response to the currency crisis and high INF
(International Monetary Fund, 2023).
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The improvement in credit flows was supported by the appreciation of the Sri
Lankan Rupee and more stable monetary conditions. At the same time, credit to
the government increased by LKR 354 billion in the first half of 2024, down from
LKR 1,043 billion in the same period of 2023. This reduction is partly attributed
to the LKR 517 billion allocated for restructuring the debt of State-Owned
Enterprises (SOEs) (World Bank, 2024). Furthermore, the total government and
SOE debt rose by LKR 293 billion in early 2024—Iess than the LKR 405 billion
increase in the previous year—indicating improved fiscal discipline. Credit to
SOEs also declined by LKR 60 billion, highlighting ongoing restructuring and
reduced reliance on public credit channels (Central Bank of Sri Lanka, 2024).

A notable development in recent years is the rapid growth of digital lending
platforms, which are revolutionising credit access in Sri Lanka. The number of
users of online loan applications increased from just 10,600 in August 2021 to
over 1.3 million by November 2023—a 125-fold growth in just over two years
(Financial Stability Review, 2024). This surge reflects a growing shift towards
fintech-driven financial inclusion, especially among underserved segments and
informal sector participants.

On the asset quality front, there has been a significant improvement in recent
months. The NPL index dropped sharply from 7.2 in Q2 2024 to —44.5 in Q3 2024,
indicating a substantial decline in default rates. This positive shift is attributed to the
Central Bank’s introduction of flexible repayment options, lower interest rates, and
the broader economic recovery (Central Bank of Sri Lanka, 2024).

In summary, bank lending in Sri Lanka has followed a dynamic path, shaped
by structural reforms, economic shocks, and technological advancements. The
recent rebound in private-sector lending, decline in NPLs, and the exponential
rise in digital credit solutions signal an improving financial landscape. While
challenges remain—particularly in terms of SME access to credit and banking
sector governance—the overall trajectory suggests that bank lending is once again
positioned to support sustained economic recovery and growth in Sri Lanka.

Econometrics Methodology

Data and Analytical Framework

Annual time series data on GDPG, bank lending rate (BLR), credit to the private
sector, CDR, trade openness, INF, labour force participation rate, and gross capital
formation, during the period 1991-2023, have been used in this study. All the data
has been gathered from the official database of the International Labour
Organization (2024), International Monetary Fund (2024b), World Bank (2024),
and the annual report of the Central Bank of Sri Lanka (2024).

Numerous econometric studies have been conducted using different techniques
to analyse the role of bank lending in driving economic growth. However, this
article uses the ARDL bounds test for cointegration developed by Pesaran et al.
(2001). Due to the low power and further problems associated with other test
methods, the ARDL approach to cointegration has become popular in recent years



150 BIMTECH Business Perspectives 6(2)

(Ravinthirakumaran, 2014; Ravinthirakumaran & Ravinthirakumaran, 2018).
Further, this approach is accommodating variables that are stationary at either
level 1(0) or first difference I(1), but not second difference 1(2). Unlike traditional
cointegration techniques, the ARDL model can be applied to datasets with mixed
integration orders I(0) and I(1)), making it a flexible and reliable tool for analysing
long-run relationships (Pesaran et al., 2001). Therefore, this study utilises the
ARDL cointegration bounds test to examine the role of bank lending in driving
economic growth in Sri Lanka.

The econometric model for this study is formulated as follows to analyse the
role of bank lending in driving economic growth in Sri Lanka:

GDPG = B, + B,BLR + ,CPS + B,CDR + B,TO +
BsINF + B.LFPR + B,GCF +¢ (1)

where:

GDPG represents GDP growth,

BLR denotes the bank lending rate,

CPS refers to credit to the private sector,

CDR represents the credit-to-deposit ratio,

TO stands for trade openness,

INF indicates inflation,

LFPR represents the labour force participation rate,
GCF denotes gross capital formation, and

¢ is the error term.

This model captures the relationship between key financial and economic
variables to assess the influence of bank lending on economic growth in Sri
Lanka. All variables in the model are transformed into their natural logarithms for
standard statistical reasons, except for GDPG, the BLR, CDR, and INF. This
transformation helps stabilise variance, improve normality, and interpret
coefficients as elasticities, enhancing the robustness of the econometric analysis.

GDPG = B, + B,BLR + B,InCPS + B;CDR + B,InTO +
BsINF + BInLFPR + B,InGCF +¢ )

Unit Root Test

This research applies the ARDL model through a structured series of steps. The
first step involves conducting a stationarity test to determine whether the variables
are integrated at order 0 (I(0)) or order (I(1)). To achieve this, the study employs
the Augmented Dickey-Fuller (ADF) test.

As a preliminary step in the empirical analysis, this study conducts unit root
tests to assess the stationarity properties of the variables included in the model.
In this research, the ADF test is employed to determine the order of integration of
each variable -that is, whether a variable is stationary at level [1(0)], or becomes
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stationary after first differencing [I(1)]. This step is particularly important because
the ARDL bounds testing approach developed by Pesaran et al. (2001) requires
that none of the variables be integrated of order two [I(2)] or higher. The ARDL
model is uniquely suited to analyse relationships among a mix of 1(0) and I(1)
variables, allowing for both short-run dynamics and long-run equilibrium
relationships to be captured within a single estimation framework.

ARDL Bound Test for Cointegration

Following the confirmation of the stationarity properties of the variables, the next
step involves investigating the existence of a long-run equilibrium relationship
among the selected macroeconomic variables. This is achieved through the ARDL
bounds testing approach to cointegration, as proposed by Pesaran et al. (2001).
This approach is particularly advantageous in small sample settings and in models
involving a mix of stationary and first-difference stationary variables. It allows
for the estimation of both short-run dynamics and long-run relationships within a
single reduced-form equation.

The ARDL model for the standard log-linear functional specification of long-
run relationships among the dependent and independent variables may follow as:

AGDPG, = B, +o,GDPG, | +a,BLR, | +0a,nCPS,  +o,CDR, |+
osInTO, | +o INF, | +a,InLFPR, | +o/nGCF, | +

1 2
2. BuAGDPG,_ +3 " B, ABLR_ +3 " B, AInCPS, +

93 q4 q5
2.0 By ACDR_,+3 " B AInTO,_;+3 " By, AINF,_ +

6 7
D0 B AInLFPR_ 43" By AInGCF,_, +¢, (€)

Where,

A is the first-difference operator
P: Lag orders of the dependent variable
q: Lag orders of the regressors (explanatory variable)

The coefficients o represent the long-run relationships, while the 8 parameters
capture the short-run dynamics of the model. The structural lags p, q,, 9, 4,, 4,
45 4, 4, are determined by selecting the lag length that minimises the Schwarz
Bayesian Criterion (SBC), ensuring that the model is both efficient and robust.
The ARDL bounds testing approach to cointegration involves three main steps
to examine the existence of a long-run relationship among variables. In the first
step, the ARDL model is specified and estimated using Ordinary Least Squares
(OLS), ensuring that the optimal lag structure for each variable is selected based
on the SBC. This step prepares the model in the form of an Unrestricted Error
Correction Model (UECM), which includes both lagged level terms and first-
differenced terms. The second step involves conducting the bounds test for
cointegration, where an F-statistic is computed to test the joint significance of the
lagged level variables. The null hypothesis of no cointegration is tested against
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the alternative that a long-run relationship exists. The null hypothesis H assumes
that the coefficients are all zero (&, = a,= a,= a,= a,= a,= a = 0), against the
alternative hypothesis H,, which posits that at least one of the coefficients is
different from zero (o, # @, # o, # o, # a # a,# a.# 0). The decision rule is based
on comparing the F-statistic to the critical values provided by Pesaran et al.
(2001): if the statistic exceeds the upper bound, cointegration is confirmed; if it
falls below the lower bound, there is no cointegration; and if it lies between the
bounds, the result is inconclusive. Upon establishing cointegration, the third step
involves estimating the long-run coefficients of the ARDL model and the
associated short-run dynamics using an Error Correction Model (ECM). The
ECM includes an error correction term that captures the speed of adjustment
toward the long-run equilibrium, which should be negative and statistically
significant to confirm a stable long-run relationship.

The Error Correction Model

The ECM constitutes the third and final step in the ARDL bounds testing approach,
capturing the short-run dynamics and adjustment mechanism of the variables
toward long-run equilibrium. After establishing the existence of a long-run
relationship among variables, the ECM is estimated to understand how short-term
deviations are corrected over time. The coefficient of the ECM plays a crucial role
in indicating the speed at which the dependent variable, such as GDPG, adjusts to
any disequilibrium resulting from a shock. A negative and statistically significant
ECM coefficient confirms that any short-run divergence from the long-run
equilibrium is corrected in subsequent periods, validating the presence of a stable
system. In essence, the larger the absolute value of this coefficient, the faster the
system returns to equilibrium. Additionally, the inclusion of short-run coefficients
in the ECM allows for analysis of the immediate effects of changes in independent
variables, making the model a powerful tool to distinguish between short- and
long-term impacts. Overall, the ECM bridges short-run volatility and long-run
stability in the dynamic relationship among variables.
The ECM for the short-run dynamics is specified as follows:

p 9 9
AGDPG, =B, +@u,_,+ ) B, AGDPG, ,+ B, ABLR_,+ B, AInCPS, , +
i=1 Jj=0 j=0

a3 94 s
> By, ACDR,_,+ % B, AlnTO, , + Y B, AINF,_, +
Jj=0 j=0 j=0

[3 47
;)/37 ; AInLFPR, . + j;ﬁg ; AInGCF,_  +¢, @)

Where:
*  AGDPG, is the change in GDP growth at time ¢,
*  fo represents the intercept term or constant in the short-run dynamic
equation



Navaratnam and Weerasinghe 153

e @ represents the coefficient of the error correction term, which measures
the speed of adjustment,
* M, ,isthelagged error correction term,
* B.,B, ..., By, are the short-run dynamic coefficients for each variable,
! -/ 8‘1 . . .
*  Adenotes the change in the respective variable,
* ¢, is the error term.

This equation captures how each of the variables (BLR, credit to the private
sector, CDR, trade openness, INF, labour force participation rate, and gross capital
formation) adjusts over time in response to changes, while also adjusting to restore
the long-term equilibrium relationship, as indicated by the ECM.

Granger Causality Test

The Granger causality test is a vital econometric tool for this study as it allows us to
empirically determine the direction of causality between bank lending and economic
growth, as well as other key macroeconomic and financial variables. Unlike correla-
tion analysis, which only measures the strength of association, Granger causality
identifies whether past values of one variable provide statistically significant infor-
mation in predicting the future values of another variable. In the context of Sri
Lanka, where the causal link between bank lending and GDPG has been debated,
this test helps clarify whether credit expansion drives economic growth or whether
growth itself stimulates increased demand for credit. By establishing the direction
of influence, the test provides deeper insights into the dynamics of financial inter-
mediation, trade openness, labour participation, and capital formation.

Diagnostic and Stability Tests

Diagnostic and stability tests are crucial to validate the reliability and robustness
of the econometric model. The Breusch-Godfrey serial correlation LM test is used
to detect whether the residuals from the regression are correlated across time, as
serial correlation violates key regression assumptions and can lead to biased
standard errors. The normality test, such as the Jarque-Bera test, checks whether
the residuals follow a normal distribution, which is important for the validity of
hypothesis testing, especially in small samples. Heteroskedasticity tests examine
whether the variance of residuals remains constant; heteroskedasticity can cause
inefficient estimates and unreliable inference if present.

To ensure the model’s parameters remain stable over the sample period, the
cumulative sum (CUSUM) and cumulative sum of Squares (CUSUMSQ) tests are
applied; these assess whether there are any structural breaks or changes in the
relationship among variables. If the tests indicate stability, it means the model’s
coefficients do not vary significantly over time, supporting the consistency and
validity of the long-run and short-run estimates. Together, these tests provide
confidence that the model is correctly specified and that the estimated relationships
are robust and dependable for policy analysis.
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Empirical Results

Unit Root Test Results

The results of the ADF test, presented in Table 1, show that GDPG, BLR, and INF
are stationary at level [1(0)], while all other variables become stationary after first
differencing [I(1)]. These findings satisfy the underlying assumptions of the
ARDL model and confirm its suitability for the analysis in this study. Ensuring
that no variable is I(2) helps avoid invalid test statistics and supports the robustness
of the ARDL bounds test results.

The ARDL Bound Test Results

The bound test statistics presented in Table 2 indicate that the F-statistic for the
ARDL model is 17.86, which exceeds the critical value of the upper bound at the
1% significance level. This result confirms the existence of along-run cointegration
relationship among the variables, suggesting that they move together over time. It
further implies a stable and enduring equilibrium relationship between bank
lending and economic growth in Sri Lanka, supporting the notion that these
variables are interconnected in the long run.

Table I. Unit Root Tests.

In Level In First Difference
Variables t-statistics p Value t-statistics p Value I(d)
GDPG -3.42 .02 - 1(0)
BLR -3.19 .03 - 1(0)
InCPS 1.06 .06 -5.41 .00 I(1)
CDR -2.15 27 —6.72 .00 I(1)
InTO 0.21 .96 -9.21 .00 I(1)
INF -3.79 .0l - 1(0)
InLFPR —-1.54 .50 -8.59 .00 I(1)
InGCF -0.29 9l —4.51 .00 I(1)

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).

Table 2. F-statistic of Cointegration Relationship.

F-statistic Significant Bound Ceritical Values
Value Lag Length Level 1(0) I(1)
17.86 2 1% 2.73 3.90
5% 2.17 3.21
10% 1.92 2.89

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).
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The ARDL Long-run Results

In the second step, after establishing cointegration, the conditional ARDL long-run
model for In(GDPG) is estimated. The estimated long-run coefficients are presented
in Table 3. The results indicate that several factors significantly influence bank
lending outcomes. Credit to the private sector exerts a positive and statistically
significant effect, implying that a 1% increase in credit to the private sector raises
the bank lending response by 0.06 units, highlighting the role of inclusive finance in
promoting lending. The finding aligns closely with previous research in the South
Asian context. For instance, Kharel et al. (2024) found that credit to the private
sector positively influences GDPG in Nepal, using a similar ARDL framework. The
consistency in results reinforces the view that enhancing access to credit is crucial
for stimulating investment and economic activity in emerging economies.

Trade openness also positively affects lending, with a 1% increase associated
with a 0.16 unit rise, suggesting that greater integration with global markets
encourages credit expansion. This is consistent with findings by Sharma (2021),
who argued that trade liberalisation positively impacts growth in developing
countries by facilitating technology transfer and capital inflows.

Similarly, higher labour force participation significantly boosts lending,
reflecting the stimulatory impact of a more active workforce on financial demand.
This is in line with the endogenous growth theory, which stresses the role of
labour quality and availability.

In contrast, the CDR has a strong negative effect, indicating that excessive
lending relative to deposits may constrain the banking sector’s responsiveness.
INF and gross capital formation show negative but statistically insignificant
impacts, suggesting that short-term macroeconomic fluctuations and investment
levels do not strongly determine bank lending in this model. Overall, the findings
emphasise the importance of balanced credit growth, efficient financial
intermediation, and favourable structural conditions in enhancing the banking
sector’s contribution to economic activity.

Overall, the study’s findings not only corroborate the supply-leading hypoth-
esis that bank credit stimulates growth but also highlight the multidimensional
nature of economic expansion, influenced by both domestic financial policies and

Table 3. Long-run Results Using the ARDL Model.

Variables Coefficient SE t-statistics b
BLR 0.12 0.10 1.15 27
InCPS 0.06 0.02 2.17 .05
CDR —0.62 0.10 —6.01 .00*
InTO 0.16 0.04 3.48 Nk
INF —0.13 0.08 -1.60 14
InLFPR 1.08 0.36 2.99 Or*
InGCF -8.37 6.07 -1.38 .19

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).
Note: ", ™ and ™ denote the statistical significance at 1%, 5% and 10% levels, respectively.
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Table 4. Short-run Results Using the ARDL Model.

Variables Coefficient SE t-statistic p
ABLR 0.09 0.05 1.83 .09#Fk
ABLR(-1) -0.25 0.05 -5.16 .00*
AInCPS —0.04 0.01 -3.09 Ol*
ACDR -0.04 0.05 -7.96 .00*
ACDR(-1) 0.30 0.06 5.42 .00*
AINF -0.01 0.03 -0.05 61
AlInLFPR 1.22 0.15 8.22 .08
AInGCF 1.96 5.59 3.50 .00%
AInGCF(-1) 2.40 5.96 423 .00*
ECM (-1) —-1.28 0.07 —17.11 .00%
R? 0.96

R 0.94

S.E. of regression 0.69

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).
Note: ", “ and ™ denote the statistical significance at 1%, 5% and 10% levels respectively.

external economic conditions. Policymakers should consider these interconnec-
tions when designing interventions aimed at fostering sustainable growth in
Sri Lanka.

The ECM Results

The short-run dynamic coefficients are reported in Table 4. The optimal lag length
for the ARDL model is determined using the SBC. This criterion helps identify
the lag length that minimises the information loss while ensuring the model’s
efficiency and accuracy in capturing short-term dynamics. The coefficient on the
lagged error correction term (ECT) is statistically significant at the 1% level and
carries the expected negative sign, further confirming the results from the bounds
test for cointegration.

The estimated value of the ECT is —1.28, indicating that the speed of adjustment
to equilibrium after a shock is approximately 128% of the previous year’s shock.
This implies that the system adjusts quickly, correcting itself at a pace faster than
the shock itself. In other words, the variables involved move back toward their
long-run equilibrium relatively rapidly following any deviation, ensuring a swift
return to balance in the model.

Granger Causality Test Results

Table 5 presents the results of the Granger causality analysis, which examines the
direction and significance of relationships between bank lending, macroeconomic
indicators, and GDPG in Sri Lanka over the period 1991-2023. The Granger
causality analysis reveals nuanced interrelationships among macroeconomic and
financial variables in Sri Lanka. GDPG is significantly influenced by credit to the
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Table 5. Granger Causality Test Results.

Variable GDPG ~ BLR  InCPS CDR  InTO  INF InLFPR  InGCF
GDPG - 6417 1656 67757 6957 (342 3.192 3.192
(0.040) (0.436) (0.033) (0.031) (0511) (0.202) (0.202)
BLR 1.219 0.056 6900 0401 1743 1396 5303
(0.269) (0972) (0.048) (0.818) (0.418) (0.497) (0.070)

InCPS  9.750%  0.587 4.6545F 72530 63|5R 5 g36wERk || ]20%
(0.007) (0.745) (0.091) (0.027) (0.043) (0.054) (0.004)
CDR 6001 1525  5.63|%6 8.963% 2827  7.115% 5 |75k
(0.045) (0.466) (0.059) 0.011) (0.243) (0.028) (0.075)

INTO  9.349% 7216 6238% 6.415% 5.822% 91185 034l
(0.008) (0.027) (0.044) (0.040) (0.022) (0.010) (0.842)

INF 1543 0.182 0739 833¢* |.773 6.546% |.184
(0.214) (0.913) (0.690) (0.015) (0.412) (0.047) (0.553)

ILFPR ~ 9.115% 1,690  4.927% 0619  6377% 628 6.270
(0.010) (0.429) (0.085) (0.733) (0.041) (0.019) (0.027)

INGCF ~ 4.698%< 8324 3175 491755 [3.614% 4624 6742
(0.080) (0.015) (0.204) (0.085) (0.001) (0.096) (0.034)

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).
Note: ", “ and ™ denote the statistical significance at 1%, 5% and 10% levels, respectively.

private sector and labour force participation rate in a unidirectional manner, while
showing bidirectional causality with gross capital formation and trade openness;
its relationship with BLR is unidirectional from GDPG to BLR, and with gross
capital formation, it is not significant. BLR is unidirectionally affected by the
CDR, while its connection with gross capital formation is insignificant. Credit to
the private-sector exerts a unidirectional effect on GDPG and is influenced by
gross capital formation, while demonstrating bidirectional linkages with trade
openness and a weak bidirectional association with INF.

CDR and INF exhibit mutual bidirectional causality, reflecting the interplay
between monetary conditions and credit allocation. Trade openness has bidirectional
relationships with GDPG, credit to the private sector, CDR, and labour force
participation rate, but is unidirectionally affected by INF. Labour force participation
rate shows bidirectional links with trade openness, INF, and gross capital formation
but unidirectionally influences GDPG. Gross capital formation is unidirectionally
influenced by BLR and trade openness, unidirectionally affects credit to the private
sector, and shares a bidirectional relationship with labour force participation rate.
These results underscore the complex feedback mechanisms between financial, trade,
labour, and macroeconomic variables in shaping Sri Lanka’s economic dynamics.

Diagnostic and Stability Tests Results

Breusch-Godfrey Serial Correlation LM Test Results

The Breusch-Godfrey serial correlation LM test was employed to examine
whether the residuals of the regression model are serially correlated, which is a
crucial diagnostic check to ensure the validity of the model’s estimates.
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As presented in Table 6, the F-statistic is 1.05 with a corresponding p value
of .39, while the y? statistic is 6.05 with a p value of .05. The F-test result, which
is generally more reliable in small samples, suggests that the null hypothesis of no
serial correlation cannot be rejected, as the p value exceeds the conventional
significance levels. This implies that the residuals are independent and not
correlated over time. Although the y? test yields a p value that lies exactly on the
5% significance threshold, the stronger support from the F-test allows us to
conclude that there is no substantial evidence of serial correlation in the model.
Hence, the regression results can be considered robust in terms of error
independence, enhancing the credibility of the estimated coefficients.

The Breusch-Pagan-Godfrey Test Results

The Breusch-Pagan-Godfrey test was conducted to assess the presence of
heteroskedasticity in the residuals of the estimated model, which is essential for
ensuring that the variance of the error terms remains constant across observations.

As shown in Table 7, the F-statistic is 1.48 with a corresponding probability
(Prob. F) of 0.27, while the Obs x R? value is 21.07 with a p value of .28.
Additionally, the Scaled Explained Sum of Squares (SS) yields a value of 1.15
with a p value of 1.00. Since all p values are well above the conventional
significance levels (i.e., 0.05 or 0.10), we fail to reject the null hypothesis of
homoskedasticity. This indicates that there is no significant evidence of
heteroskedasticity in the model, meaning that the variance of the residuals is
constant. As a result, the model satisfies the classical linear regression assumption
of homoskedasticity, supporting the reliability of standard errors and statistical
inference.

Normality Test Results

As illustrated in Figure 1, the model successfully passes the key diagnostic tests
at both the level and first-difference stages. The results indicate no evidence of
serial correlation, confirming that the residuals are not autocorrelated. Additionally,
the model satisfies the normality assumption, as shown by the results of the
Jarque-Bera test.

The test yields a statistic of 1.72 with a p value exceeding the .05 threshold,
implying that the residuals follow a normal distribution. This supports the overall

Table 6. Summary of Results for Breusch-Godfrey Serial Correlation LM Test.

Teats Test Statistic p Value
F-test 1.05 .39
X’ test 6.05 .05

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).

Table 7. Summary of Results for Breusch-Pagan Godfrey Heteroscedasticity Test.

F-statistics 1.48 Pro. F (18.10) 0.27
Obs x R? 21.07 Prob. x2 (18) 0.28
Scaled explained SS 1.15 Prob. x? (18) 1.00

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).
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Figure |. Histogram and Normality Test.

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).

robustness and reliability of the model, as the underlying assumptions of classical
linear regression—particularly regarding the normality of error terms—are not
violated.

CUSUM and CUSUMSQ Tests Results

Figures 2 and 3 visually illustrate the results of the CUSUM and CUSUM of
Squares (CUSUMSQ) tests, which are essential for assessing the stability of the
estimated parameters over time. These figures display the cumulative sum of
recursive residuals and their squares, plotted alongside the 5% critical bounds,
represented by the straight lines.

In both cases, the test statistics remain well within these bounds throughout the
sample period. This outcome strongly suggests the absence of structural instability
or any significant break in the underlying data-generating process of the GDPG
equation. The stability of the coefficients over time reinforces the reliability and
robustness of the model. In practical terms, this implies that the model’s estimated
parameters do not fluctuate erratically due to changes in the underlying economic
structure, making it suitable for both short-run and long-run policy analysis.
The confirmation of parameter stability through these tests enhances confidence
in the empirical findings and supports the validity of the conclusions drawn from
the model.

Conclusion and Policy Implications

Conclusion

This study investigated the role of bank lending in driving economic growth in Sri
Lanka over the period 1991-2023 using the ARDL model to capture both short-
and long-term dynamics, complemented by Granger causality analysis to
determine the direction of relationships. The Granger causality test results indicate
a unidirectional causal relationship from credit to the private sector to GDPG,
suggesting that financial sector development plays an important role in driving
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Figure 2. Plot of Cumulative Sum of Recursive Residuals.

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).
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Figure 3. Plot of Cumulative Sum of Squares of Recursive Residuals.

Sources: Central Bank of Sri Lanka (2024), International Labour Organization (2024), International
Monetary Fund (2024b), World Bank (2024).

the real economy. This finding is consistent with the finance-led growth hypothesis
and supports evidence from Sri Lanka’s post-liberalisation period, where credit
expansion was found to significantly stimulate investment and output growth
(Ganepola & Jayasinghe, 2023). However, our result differs from Perera and
Liyanage (2012), who argued that bank lending had a limited role in influencing
GDP once broader macroeconomic factors were controlled for. This divergence
can be attributed to methodological differences, as our study employs dynamic
causality testing, which better captures the directionality of relationships and the
short-run versus long-run dynamics often overlooked in static regression models.
The results also reveal a bidirectional causal relationship between trade openness
and GDPG, underscoring the mutually reinforcing role of global integration and
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domestic economic expansion. This finding echoes international evidence from
Shan and Jianhong (2006), who identified similar bidirectional dynamics in
emerging economies. In the Sri Lankan context, this result highlights how greater
trade integration both supports and is supported by economic growth, reflecting
the importance of export-oriented industrialisation and global value chain
participation in sustaining development.

Another important result is the strong interaction between labour force partici-
pation and GDPG, which emphasises the role of human capital in driving long-
term growth. This is in line with the Asian Development Bank (2020), which
highlighted that South Asian economies derive significant growth dividends from
higher female and youth labour participation. In Sri Lanka, where labour market
underutilisation remains a challenge, this finding reinforces the argument that
structural reforms in education, skills development, and gender equality are essen-
tial to fully unlock growth potential.

Interestingly, the study found no significant long-run causal relationship
between BLR, gross capital formation, and GDPG. This result suggests that inef-
ficiencies in capital allocation, coupled with structural rigidities in the financial
system, may constrain the effectiveness of these variables in stimulating growth.
This observation resonates with Edirisuriya (2007), who warned that financial
deepening in Sri Lanka may not automatically lead to growth if credit is misallo-
cated or tied to non-productive activities. The absence of strong causality from
GCF to GDP also challenges traditional growth theories, implying that capital
accumulation alone is insufficient without complementary improvements in pro-
ductivity, institutional quality, and innovation capacity.

The CDR and INF also display bidirectional relationships with GDP, reflecting
complex feedback mechanisms in the economy. Although empirical studies
directly examining bidirectional Granger causality between CDR, INF, and GDP
remain limited—particularly in Sri Lanka—our findings resonate with broader
macro-financial evidence. For instance, Miguel et al. (2022) studied in sub-
Saharan Africa documented two-way causal dynamics between INF and bank
credit, suggesting similar interactions in other developing contexts.

Taken together, these findings reinforce the importance of credit-driven growth
while highlighting the need for complementary reforms in trade, labour markets,
and financial sector governance. By comparing our results with existing literature,
the study not only validates the finance-growth nexus in Sri Lanka but also pro-
vides new evidence that contextual factors, such as institutional quality and labour
participation, shape how financial development translates into sustained eco-
nomic growth.

Policy Recommendations

To enhance the contribution of bank lending to sustainable growth, several meas-
ures are essential. First, expanding access to productive credit—particularly for
SMEs, agriculture, and underserved regions—can maximise the growth effects of
inclusive finance. Second, strengthening credit risk management and improving
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lending efficiency will reduce NPLs and enhance sector resilience. Third, main-
taining macroeconomic and interest rate stability ensures that credit growth
translates into real economic gains. Finally, integrating credit policies with broader
national development goals, including employment creation and industrial
upgrading, ensures that financial deepening contributes to sustainable growth.

Policy Implications

The findings of this study highlight that sustained economic growth in Sri Lanka
requires coordinated policy measures that extend beyond simple credit expansion.
While credit provision contributes positively to growth in the short term, the
evidence suggests that its long-run effectiveness depends heavily on the quality of
institutions, the efficiency of resource allocation, and the stability of the macroe-
conomic environment. This underscores the need for policies that strengthen
financial intermediation while simultaneously addressing structural weaknesses
in the economy.

The bidirectional linkages between GDP, trade openness, and labour force par-
ticipation point to the necessity of harmonised economic strategies. Liberal trade
policies and export diversification are critical for enhancing competitiveness and
reducing vulnerability to external shocks, while investments in education, skills
training, and labour market reforms—particularly targeting women and youth—
are essential for unlocking human capital potential. Credit, trade, and labour poli-
cies must therefore be coordinated within a unified framework that balances
immediate growth stimuli with long-term structural transformation.

For the financial sector, the study emphasises the importance of directing credit
toward productive sectors rather than consumption-driven borrowing. Expanding
access to affordable finance for SMEs, agriculture, and technology-based industries
could yield stronger multiplier effects on growth. At the same time, regulatory
reforms that reduce NPLs, strengthen risk management, and enhance financial
inclusion will help ensure that credit contributes to sustainable development.

Finally, the results suggest that Sri Lanka’s growth strategy must move from short-
term, credit-driven cycles to a more resilient and inclusive growth path. This requires
embedding credit policy within a broader development agenda that incorporates
industrial policy, infrastructure development, and digital financial innovation. By stra-
tegically aligning bank lending with national development priorities, Sri Lanka can
foster an inclusive financial ecosystem that supports economic diversification,
enhances resilience to shocks, and drives sustainable growth.
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Abstract

The Valley of Kashmir is a key geographic and administrative region within the Union
Territory of Jammu and Kashmir, located in the northernmost part of India. Nearly
every resident, especially in the Valley of Kashmir, continues to face a number of
security concerns and issues throughout the year. This also applies to in-migrants.
When it comes to commercial and industrial facilities, the Valley is essentially a blank
canvas with a nearly pastoral feel. In terms of industrialisation, it is at the bottom.
Even so, the Valley of Kashmir is home to countless numbers of in-migrants from
nearly every Indian state and union territory. There has also been an increase in
the number of in-migrants from 709,004 in 2001 to 1,146,368 in 201 |, as reported
by the Census of India. How the migrants reach and work in a conflicted zone is an
important question and is widely missed by the available literature? The network
linkages have played an important role in this migration process. Due to the conflict
situation in Kashmir, all the in-migrants use information through different types of
information sources available at both the origin and destination. Approximately
93% of in-migrants to Kashmir reported repeated migration, with a significant share
in the 3049 age group. Migration was largely facilitated through informal social
networks—friends, relatives, agents, and even strangers—highlighting the central
role of network-based information and support in shaping migration patterns.
The article is an attempt to find these network information sources and their
importance in migrant’s livelihood strategies in Kashmir Valley and will be the first
of its kind. There is very little information on migration and its trends in the Valley.
The study has been carried out using well-structured, scheduled questionnaires
in all ten districts of the Valley among in-migrants and local labourers. A total of
300 samples of in-migrants and 50 samples of local labourers, based on stratified
random sampling, have been selected for the purpose of data collection through
interviews.
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Introduction

Migration of labour from one place to another is an important survival strategy
and is a decision-making process. Migration has several economic, social and
political impacts on the socio-economic life of migrants. The decision to migrate
mainly depends on the extent to which the migrant is connected to ethical and
social groups at home and in the terminus. Home network plays an important role
in this regard. Migrant networks, as defined by Poros (2011), are

interpersonal ties linking kin, friends, and community members in their places of origin
and destination. But other kinds of social ties also exist for migrants. A social network
is made up of individuals and organizations, often called nodes, which are tied together
by different sorts of relationships, such as friendship, economic exchange, influence,
and common interests.

Her work examines how migration processes influence the formation, enactment,
and sustainability of migrant social movements, as well as their capacity for
effective claim-making. Factors such as the selectivity of migration flows, the
structure of migrant networks in the nations of origin and destination, and the
patterns of movement between home and host countries play a critical role in
shaping the stability and continuity of the networks involved in these movements
and in their engagement with the state (Poros, 2008). Network is a source of
sharing information about migration risks, security, job opportunities, employment
structure, support system, etc. Network structures also help in establishing social
values among agents and workers, which in turn affect migration decisions
(Blumenstock & Tan, 2017). If network chains are available, the movement
becomes easier, simpler and much comfortable. Migration social networks are
used throughout by community members, family, friends, agencies, relatives and
organisations. The networks may be strong among some while casual among
others. According to their research, the average immigrant derives greater social
capital from interconnected networks that offer social support, rather than from
far-reaching linkages primarily designed for efficient information transmission
(Blumenstock et al., 2023). Social capital refers to the benefits and resources that
individuals gain through their social connections—such as trust, mutual assistance,
emotional support, and access to job opportunities or housing. For migrants,
especially in unfamiliar or conflict-affected destinations like Kashmir, social
networks provide more than just logistical information; they offer a sense of
belonging, reduce uncertainty, and enhance coping mechanisms. These networks
serve as a form of embedded capital that migrants rely on to navigate challenges,
find employment, and secure basic needs. Unlike large but impersonal networks
that focus mainly on information flow, tightly-knit and interconnected networks
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often deliver greater social capital by fostering trust-based relationships and
reciprocal support, which are vital for migrant well-being and long-term
settlement. Such interconnected networks have been found to be of greater
importance during the survey.

Migration, driven by push or pull factors, often stems from poverty, insecurity,
and limited opportunities. While it may offer better livelihoods, wages, and
security, success largely depends on access to reliable information and support.
Migration networks play a vital role—reducing social, psychological and
economic costs (Nayan & Ullah, 2021), easing adaptation, and improving job
access—though their impact varies by region and group. When informed by these
networks, migration can help alleviate poverty, reduce exploitation, and enhance
migrants’ socio-economic conditions. Existing studies highlight how aspirations
and capabilities to migrate are shaped by perceived geographical opportunity
structures. The spatial patterns of migration offer insights into how movement is
linked to achieving specific goals in both rural and urban settings—a dynamic
explored in this article with particular reference to the Kashmir Valley
(Haas, 2021; Schiirmann et al., 2022).

Based on the place of last residence (POLR), the 2011 census data shows that a
greater or lesser percentage of in-migrants from nearly every Indian state and union
territory dwell in the Kashmir Valley. Unfortunately, no information is accessible
(Turrey, 2020). There is a great deal of variance in the inflow of migrants in the
various districts of the Valley since different migrants pick different places to stay.
How do the migrants hear about the jobs in Kashmir, how do they come, where do
they stay, and how do they contact the workplaces are the questions left blank by the
existing literature and are answered by the current article.

Pattern of Migration Networks

Migration and development are often used simultaneously, as migration has mostly
resulted in livelihood development. The network linkages have played a positive
role in this perspective. The networks in migration have been successful in shaping
constraints to favourable conditions for positive development impacts of migration.
The network linkages have helped in boosting not only the incomes of individuals
but also of groups, communities and members of the family, especially in Kashmir
Valley. Earlier, migration was largely limited to individual movers, with minimal
benefits for non-migrants and limited remittances, aligning with the Neo-Classical
Theory, which views migrants as atomistic actors focused solely on maximising
personal utility. However, with the emergence of strong social linkages, the
motivations for migration have evolved—shifting from purely individual utility
maximisation to a broader emphasis on social relations involving households,
families, friends, and communities. This also resulted in the increased diffusion of
new ideas, knowledge, skills and entrepreneurial attitudes (Haas, 2010).

The connection between spatial and economic mobility in India is profoundly
dependent upon the idea of movement by span. In the momentary seasonal
migration streams commanded by the more unfortunate sections of the Indian
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populace towards reaping activities and development work, settlements are rare,
investment funds are constrained, obligations are high, and the financial returns
of movement are low. As per Deshingkar and Farrington (2009), a spearheading
scientist on Indian relocation, these movements are for endurance or methods for
dealing with stress, while semi-changeless round movements through social
networks are examples of accumulative migration. In light of broad field work
crosswise over numerous parts of India, her examination indicated that, on
balance, movement was a significant course out of destitution through business
broadening. The verifiable proof of the Great Indian Migration Wave additionally
indicates a similar conclusion and shows a positive role of linkages in accumulative
migrations in the long run (Tumbe, 2018).

However, the role of networks becomes even more critical in contexts marked
by conflict and instability, such as the Kashmir Valley. Unlike other regions where
migration is often voluntary and economically driven, Kashmir has witnessed
significant forced out-migrations—initially of Kashmiri Pandits and more recently
of local Muslim households—driven by persistent unrest, violence, and human
rights violations. This conflict-induced out-migration has resulted in both internal
displacements within Kashmir and across state borders (Rather, 2013). The
Kashmir unrest from time to time has resulted in growing hostility towards
in-migrants. Additionally, the army’s presence in the Valley raises many worries
about intrusion and insecurity for everyone and makes it difficult to do any task.
A number of atrocities have also been added to the history of in-migrants in
Kashmir as a result of the conflict there. Mass fleeing of in-migrants was also
seen many times. New Economics of Labour Migration (NELM) helps explain
why economically motivated migration from rural or underdeveloped areas
(including parts of Kashmir not directly affected by conflict) may occur even
when wages are not significantly higher in the destination. Migration, in these
cases, is a deliberate household strategy to stabilise income, hedge against
uncertainties, and improve long-term welfare. The CMIE (2018-2019) report
states that the state of Jammu and Kashmir is ranked second only after Kerala in
terms of the wage rates for skilled labourers (3592.8) and unskilled labourers
(X337.4). In contrast, Cumulative Causation Theory, as developed by Douglas
Massey and others, explains how migration becomes a self-sustaining process
over time. Each act of migration alters the social and economic context in both
origin and destination areas, thereby increasing the likelihood of future migration.
For example, as more individuals migrate from a particular region, social networks
expand, information flows improve, and the cost of migration decreases—creating
a feedback loop. This theory is particularly useful for understanding how both
economic and conflict-induced migration can evolve into larger-scale movements,
even when the initial drivers (e.g., violence or poverty) subside. In Kashmir, for
instance, earlier waves of conflict-induced displacement have created dispersed
networks that now facilitate subsequent migrations, regardless of whether the new
migrants are fleeing violence or seeking economic opportunity. Despite the
drawbacks, the Valley has seen an increasing trend from 2001 to 2011, and
migration networks seem to be playing a crucial role in this process. No doubt the
wages in Kashmir are high, but migrants always have a feeling of anxiety and fear
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and having family linkages and connections in this case is a great source of
reverence to them. An important aspect of labour migration in Kashmir, as found
during the survey, is its livelihood-providing strategy. Migrants in Kashmir are
mainly from rural poor and disguised areas who usually come in search of better
work and higher wages. Most of the migrants responded work and employment as
the core causes for immigration during the survey. It clearly reflects that migration
to Kashmir is economically driven that typically involves voluntary movement by
individuals or households seeking improved livelihood opportunities, higher
wages, job security, or better living standards. In such cases, migration decisions
are strategic and often informed by access to social networks, remittance potential,
and long-term economic planning. Network structures here tend to be proactive
and well-established, offering support systems. Although several factors affect
their demand in the Valley, skill level and experience are given more importance.
As such, the unskilled migrant workers may be subject to economic and social
marginalisation. They may be employed in dangerous, dirty and degraded jobs.
Kumar (2014) also revealed that migrants are the subjects of human rights
violations. They do not earn much and have a hard life. They do not have proper
access to most of the amenities as they face problems in communication, language,
culture, occupation and religion and do not meet the demand properly.

Hussain (2012), in a study of the migrant labour force in Kashmir, examined that
migrants who are mainly from Bihar, Orissa, West Bengal and Uttar Pradesh do not
have bargaining power. They are fragmented and do not have communication
channels, and thus cannot bargain and are motivated only in self-interest. Although
they are earning much resulting in a large outflow of finance from the Valley in the
form of remittances, but their individual earnings are affected. Lack of skill and
education is also affecting the demand for labour and makes them vulnerable to
risks. Migrants in this context are frequently displaced without adequate preparation,
and the network structures they rely on are usually fragmented or emergent. These
migrants face heightened vulnerability, limited resources, and constrained mobility
options, often relocating not out of choice but as a means of survival. But only a
small number of migrants are affected, as most of the migrants were found migrating
in groups through proper network channels. These migrants reported a positive
change in their living and have more bargaining power. Hussain (2012) and Haque
(2014) also observed a positive satisfactory change in life of in-migrants in Kashmir
than ever before due to presence of communication and network linkages. They are
sending their families comparatively more remittances now that their wages have
increased. It was previously impossible for them to send their kids to school, but
now they can. They can now build their own homes due to their increased savings
and daily consumption. They have been able to eliminate the negative impact of
migration on the supply of labour. The migrants having social networks get jobs
ecarlier without wasting time, work in high-wage regions and are able to adjust
others and bargain through information already available using communications.
Most of the in-migrants in Kashmir came through established network channels.
Table 1 provides information regarding migration networks in Kashmir.

Migrant social networks influence and reflect broader social and economic
structures, shaping migration outcomes for individuals and households. Migration
is the movement of either individuals or groups of individuals or both. Studies,
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Table 1. Percentage Distribution of In-migrants in the Valley Based on Network
Channels.

Network Information

Migrants Using Migrants Not Percentage of Migrants
Migration Through Network Using Network Using Network
Single 72 72 0 100.00
Group 228 228 0 100.00

Source: Computed by the author based on the primary survey 2020.

Bhugra and Becker (2005) have found that single people who move experience
various anxieties that can affect their psychological prosperity, including the
deficiency of social standards, strict traditions, and social emotionally supportive
networks, acclimation to another culture and changes in character and idea of self.
Whereas integrated group migration benefits everyone in the group and has a
positive impact, even in disadvantaged neighbourhoods, by revitalising demand
for local business, bringing migrants of different origins together around work
centres and diversifying the cultural activities for all. This also helps in spreading
the good practice material among the members of that group (OECD, 2018).

Group migration has also been the main form of in-migration in Kashmir.
About 76% of the immigrants prefer to move in groups. The main reason for
group migration to Kashmir is the conflicted image regarding the region, as
responded by the migrants. Most of the migrants who come in groups stay together
at a single location. But if there are more members in the group, they prefer to stay
at different locations in small groups to grab more work opportunities. Migrants
also reported that staying in groups is more secure than individually, especially
when you are staying miles away, and that also in a conflicted region. This also
helps them in saving more money as they have to pay small amounts toward
accommodation rents. Migrants also benefit from the groups by sharing work
opportunities when there is a scarcity of work at some locations. The remaining
24% of migrants reported travelling to Kashmir individually. For most among
them, it was not a new experience, as they had been working in the region for
10-12 years and had gradually built strong local network ties. Table 2 provides
information regarding migrant experiences in Kashmir for the first time and
repeated workers.

Table 2. Distribution of In-migrant Using Networks Based on Type of Migrants—
New and Repeated and Age of First Migration.

Age of First Migration Type of Migrant
Number of
Age Migrants Percent New Percent Repeat  Percent
1029 200 66.67 12 4.00 198 66.00
3049 9l 30.33 7 233 62 20.67
50+ 9 3.00 2 0.67 19 6.33

Source: Computed by the author based on the primary survey 2020.
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Table 2 clearly highlights that most of the migrants in the Valley are in the age
group of 10-29 years, whose migration experience is new and repeated. About
66% of the in-migrants in this age group are repeat migrants who have a long
migration history in Kashmir. About 20.67% of the repeated migrants were in the
age group of 30—49 years, and the rest 6.33% were 50 years of age and above.
Overall, 93% of the total in-migrants in the Valley reported repeated types of
migration during the interviews. Only 7% of the in-migrants reported a new
experience as first-time migrants in the Valley. Out of these 7% about 4% were in
the age group of 10-29 years, followed by 2.33% and 0.67% in the age group of
3049 years and 50 and above years, respectively.

A typical finding in this movement study was that people who move in an
earlier period are bound to move in a resulting period than people with no earlier
relocation experience. This example can be credited to the selectivity of migrants,
just as the significance of involvement in affecting ensuing conduct. Migrants who
were coming to Kashmir for quite a long time were less danger loath than non-
migrants or the first run through migrants and have more prominent monetary
portability aspirations. Experienced migrants in a few work environments were
likewise more ready to adapt to the vulnerabilities and problematic behaviour, and
along these lines are in a superior situation to attempt migration. In spite of desires,
it was likewise discovered that both repeated/pioneer and first-time/adherent
migrants were about similarly prone to have had earlier internal migration
involvement with the time of their first trip to Kashmir. Around 90% of pioneer and
adherent migrants had internal migration experience with different states before
making their first Kashmir trip. Lindstrom and Ramirez (2010) have also carried
out a similar study at a global level with almost the same results. Pioneer migrants,
who are in a stronger position than arrivals or first-time migrants, are daring risk-
takers with high hopes for economic mobility because they are aware of the job
hurdles. Whether migrating for the first time or returning, migrants consistently
rely on social networks to access jobs, navigate risks, and secure basic needs like
housing. For instance, Andrabi and Amin (2021) provide a poignant example:
‘Like Sah, 62-year-old Mohamad Hasbul, a labourer from Malda, West Bengal,
looked distressed as he sat in front of a shop in Kulgam. The father of seven
daughters, Hasbul has been coming to Kashmir for decades’. ‘Last night, the
villagers came to us and offered their houses. Some said, we will stay with you if
you’re feeling unsafe and that response dispelled all of our fears’, said Talha and
Azad, migrant labourers from Kolkata. Unemployment at the origin acts as a
strong push factor, but established contacts at the destination ease the transition.
Even those with limited skills or education find work quickly through these support
systems. These networks, rooted in trust and shared experience, serve as lifelines,
guiding migrants safely and efficiently into Kashmir’s labour landscape.

Source of Network Information

During the survey, it came to the picture that migration to the conflicted region is
enlivened by the way that organisations assume a significant part in finding work
or being separated in the occupation market. Along these lines, if a network
character goes about as an unfavourable (positive) signal, individuals from that
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network ought to secure more (less) abilities and wages than the prerequisite for
something important to make up for the sign emerging from their local
personalities. However, the network signals are established throughout the
migrants, as found during the survey, but it is still limited to selected regions and
communities. The migrant interviews reflected that Bihar and West Bengal have
mostly used the migration networks and have been successful in engaging their
relatives and friends in different kinds of work. Many migrants from these states
have brought their families also and are working together as found in brick kilns,
cement factories and joinery mills (Nayan & Ullah, 2021). This is also a reason
that most of the in-migrants in Kashmir are currently married status.

The migrant workers have come to Kashmir using different types of sources of
information. Every migrant relied on some form of network for information, even
in the absence of formal structures. These informal ties built through kinship,
friendship, or shared experience served as essential guides in navigating migration
to Kashmir. Even the agents are working informally. This informal network plays
the entire role in the migration of workers to Kashmir. All the respondents
migrated to Kashmir through information and help from different sources, as
shown in Figure 1.

Figure 1 shows that four types of assistance are available to in-migrants in
Kashmir Valley for obtaining information. These sources of network information
include friends, family/relatives, agents and strangers. The figure also shows that
migrant workers are the key providers of information. In-migrants most often
relied on friends in Kashmir to obtain information. About 68.67% of the
in-migrants reflect that they entirely depend on friends at home and destination
for obtaining information regarding workplaces, work opportunities, wage rates,
required skills, accommodation rents and cheap travel routes to Kashmir Valley.
During the interviews with migrants, it was observed that most migrants who
were from villages have maintained a cordial relationship with other workers at

Percentage of In-migrants
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., 68.67
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50.00
40.00
20:00 23.00
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10.00 5.00 3.33
0.00 || —

Friends Family/Relatives Agents Strangers

Figure |. Showing the Different Types of Migration Networks Used by In-migrants as
ources of Information in Kashmir Valley.

Source: Computed by the author based on the primary survey 2020.



174 BIMTECH Business Perspectives 6(2)

home and remain always ready to help their fellow workers. Migrants view their
shared presence not as competition, but as a collective asset to their community.
Yet, many choose to work at separate sites, valuing independence while still
drawing strength from the broader social network. The second important source
of information is informal agents providing information to about 23.00% of the
in-migrants. This is the only source of information where migrants have to pay for
obtaining information. However, this is not a responsible one and charges only
small amounts from the in-migrants. Only a few migrants responded that they
paid more during their first visit, but it covered their travel costs from origin to
destination. The main reason for lacking agents in Kashmir is the conflicted image
about Kashmir. The migrants reported that there are many agents who charge
more, likely one-month salary, at home and other states and provide responsible
employment at destinations. But when it comes to Kashmir, we have to look for
social networks rather than professional networks.

Family members and relatives also provide an important role in providing
information to migrants and are one of the commonly used sources by most of the
migrants. In fact, type of assistance is considered the most relevant, reliable and
authentic source of information (Meeteren & Pereira, 2018). About 5% of the
in-migrants in Valley used family and relatives as network sources for information
assistance in Kashmir. These include family members, family relatives, and kith
and kin and are usually accommodated within the personal residence as found
during the primary survey and also reported by Nayan and Ullah (2021). Another,
but small source of information is other sources including such as strangers.
About 3.33% of the in-migrants reflect this source of information. These usually
include migrants who do not have any friends and relatives outside at destination,
and neither can they pay, fund or hire agent services. They collect information
from unknown persons who may have visited or not visited the place of work.
These strangers only suggest the work and do not guarantee its availability of
work. They might have heard it from anywhere, as reported by the in-migrants.
But this source is not as prominent as one might expect. In general, sources of
assistance past the migrant organisation are less significant wellsprings of help
than sources inside the migrant organisation. The significance of sources beyond
the migrant network depends on the type of support they provide. It is also evident
that different sources, depending on their location (origin or destination), offer
varying types of information, as illustrated in Table 3 below.

Table 3. Distribution of In-migrants Based on Location of Source of Information.

Sources of Network/

Information Actors Origin (%) Destination (%) Total (%)
Friends 69 (33.50) 137 (66.50) 206 (68.67)
Family/relatives 9 (60.00) 6 (40.00) 15 (5.00)
Agents 47 (68.12) 22 (31.88) 69 (23.00)
Strangers 10 (100.00) 0 (0.00) 10 (3.33)

Source: Computed by the author based on the primary survey 2020.
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Interesting differences in information sources are observable at the origin and
destination. Generally, in-migrants who progressed to Kashmir more often
pursued information at destination (Kashmir) than origin. Almost 55% of the
in-migrants sought information at destination, and friends played the most
important role as information actors. The rest 45% of the in-migrants obtained
information at origin mostly from friends, followed by agents. It is also important
to see that friends as a source of information played a majority role at destination
only, whereas family or relatives, agents and strangers have played majority roles
at origin from where the migrants come. Strangers played no role at destination as
all of them were found providing information at the origin. Family members and
relatives are providing information with little differences at source and destination.
These include return seasonal migrants who went back to home after every
summer to spend winters at home because of scarcity of work availability in
Kashmir during this season. But they return immediately after the winter season
to grab more work opportunities. There are migrants who work throughout the
year, but they are only a few in number. It was found during the survey that
92.00% of the migrants are seasonal workers only in the summers from March to
October, and only 24.00% of the migrants were found working throughout the
year in Kashmir. From a theoretical standpoint, this seasonal pattern, no doubt,
raises critical issues related to precarity, labour market segmentation, and
temporary integration and also faces instability consistent with concerns raised in
labour migration literature about exploitation and vulnerability in informal labour
markets. Although there are laws in place all over the world to protect the rights
of migrant workers, most migrants are unaware of them, and they are rarely
enforced. The absence of formal labour rights frameworks for these workers
exacerbates their vulnerability, especially in a conflict-prone context like Kashmir
(Hussain, 2012). Cyclical migration is driven by both environmental and economic
factors. For instance, harsh winters in Kashmir halt most outdoor economic
activity, leading to limited or no work availability. Conversely, summers bring
high labour demand and better wages, especially in sectors like construction,
horticulture, and tourism, incentivising seasonal in-migration (Turrey, 2024).
When seasonal migrants return back to Kashmir for work, they make their all
efforts to bring family members and relatives with them to work together. As the
wage rates in Kashmir are high, this source of information helps boost family
incomes within no time. When members of the family and relatives work together,
they do not have to rely on others for group formation and distribution of income.
Besides, those who are return migrants have knowledge about the work
opportunities, wages, accommodations and places of work and thus do not face
difficulties in finding work in Kashmir. That is why most of the migrants reported
that this is the most authentic and reliable source of network, especially when it
comes to household migration rather than individual migration.

The family or relational and individual network linkages are the most
appropriate measurement, including the financial status of out-migrants and
returned migrants, as contrasted with the status of potential migrants. Such micro-
level aberrations in status are normally considered as a rousing power for
movement. Effective migrants serve as good examples for yearning non-migrants,
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as failed return migrants may lessen the stream or divert it to elective areas. In this
connection, Boyd (1989) underlined that ‘Family, friendship and community
networks underlie much of the recent migration to industrial nations. Current
interest in these networks accompanies the development of a migration system
perspective and the growing awareness of the macro and micro determinants of
migration’. Initially, migrants work on guidance provided to them by the
information agents and after getting familiar with the local environment, they
become decision-makers regarding their employment choices. This shift in agency
is reflected in their work patterns: while many start with contract-based jobs,
others engage in daily or task-based labour. Over time, as they gain knowledge
about local skills, wage structures, and job locations, their employment nature
evolves accordingly.

Nature of Work: Employment Based on Network Information

Greater parts of the interstate migrant workforces who move occasionally looking
for a business are commonly poorly educated due to poverty. A large part of the
work accessible to them is manual in nature, or they are occupied with occupations
that require insignificant abilities. In the best-case scenario, they are engaged in
helping a skilled individual and gain proficiency with their abilities at work in the
long run to deal with talented/skilled work. Many long-term experienced migrants
are skilled and engage other workers as work assistants to form separate groups
and work together. The migrant labourers arrive at specific destinations dependent
on their sources, organisations, work conditions, expertise levels, etc. Industry may
require explicit sort of labourers and they want to get labourers according to their
specifications. However, many migrants who are already working in the industries
and have established their base involve their new fellow workers on request also
(Turrey, 2020). But most of the migrants were found working separately, forming
their own groups. These groups are network-based and mostly from similar
communities as found during the survey. There are various kinds of agreements
that can be made between employers and workers at the destination (Jeyaranjan,
2017). In Kashmir, usually these in-migrants are absorbed in the informal sector at
the initial stage. Their nature of work employment mostly remains limited to
contract-based work. Besides, they get absorbed on a daily basis and in task-based
work, also. Figure 2 provides information about the nature of work employment of
the in-migrants using network linkages as a source of information.

When the data about the likely objective is accumulated and the choice is made
to move, the following stage in the coordination is to search for work/employment.
The rest of the facilities are almost already arranged by the fellow workers present
at destination. Most of the migrants, about 62.00% were absorbed in the contract-
based work. About 22.00% of the migrant workers were working on a daily wage
basis, and the rest 16.00% were engaged in task-based work. Utilising the
labourers in a roundabout way through the temporary contractors is the current
pattern in Kashmir and is the most widely recognised one, as found during the
primary survey. In fact, even well-organised modern units use contractors to hire
a sizable portion of their labour force. For such businesses, a group of contractors
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Nature of Work Employment
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Figure 2. Percentage Distribution of In-migrants in the Valley for Nature of Work
Employment Based on Information Source.

Source: Computed by the author based on the primary survey 2020.

flexibly supply the required number of workers. The employer and the real worker
are not directly or immediately connected. The contractors receive the wages, and
they either pay the employees directly or through lower-level middlemen. These
contractors are a mix of immigrants and natives. At the same time, a contract is
established solely between the business employer and the contractor. Neither the
contractor and the employer nor the contractor and the actual worker has a
documented agreement. The agreement is just verbal. The primary survey data
collected shows that 100% of the respondents have stated that they do not have
any written agreement.

The daily-base workers are those who mostly engage in self-employed work. They
mostly do not work under the contractors but form their individual groups and work
separately. Their bargaining power is more than those working under contractors, but
they have to find the work themselves. They directly contact the work providers and
employers and decide about the working conditions and wage rates. These workers, in
turn, obtain wages as per the terms and conditions of the daily or periodic work and
charge extra for overtime. The daily-base workers hesitate in doing contract jobs, as
many of them reported that contracts involve risk and hard work. Migrants often work
overtime, yet rarely receive additional compensation for the extra hours. The daily-
base works are time-bound and easier, and we also get time to relax. Few migrants
responded that they work with the contractors, but their wages are based on the number
of days involved and not on the contracts, and there are also differences in the working
hours of contract workers and daily base workers. As in numerous regions, the main
admittance to work is through contractual agreements or contractors. Work is gotten
by these contract-based workers on an everyday schedule or daily basis when there is
a shortage of labourers working on contracts. However, the daily-base workers do not
have access to regular daily work and have to compromise by living in small and
overcrowded rooms.

The task-based in-migrant workers are fewer in number but contribute
significantly to the local labour market in Kashmir. Task-based work is a
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contractual employment arrangement between one employer and one or more
migrant workers characterised by a limited duration or a pre-specified event to
end the task. There is no fixed wage rate for these task-based works, and they
differ from district to district and even within a district in the Valley. The task-
based work is a type of very short-term contract ranging from one to two days
only. The migrants in this type of work were mostly found working in the
agriculture sector. Hiring workers according to a task-based working system has
proved many times costly for an employer and the workers in the event of a
dispute. The problem arises when the task work is not properly discussed and
selected. A worker cannot demand additional payment if work beyond the normal
hours is a result of the nature of the tasks that are not assigned to the worker, but
is a question of the worker’s own choice, miscommunication or inadequate skill.
Importantly, it is important for tasks assigned to a worker or workers to be
performed during the working time provided. Although the contract works may
last long or finish early. Task-based work usually does not require any specific
skills like digging of land, tunnelling of latrine trenches, cutting of grass and
paddy, etc. Whereas contract-based works are long-term and require specific
skills like cementing of buildings, construction of houses, etc., the daily-based
works usually include assistance works like assisting a mason, carpenter, etc.
These are the main types of work where the in-migrants were found working in
large numbers from different states and union territories of India.

Areas of Origin of the In-migrants

Social and economic transformations are ever-present in any society. Different
societies have varying rates of growth. People move around as a result of these
phenomena, differences between regions and societies, and this trend is growing.
The Economic Survey of India (2017) estimates that inter-state migration in India
was approximately 9 million per year between 2011 and 2016, while the 2011
Census places the total number of internal migrants in the country (representing
both intra- and inter-state development) at an astounding 139 million. Uttar
Pradesh and Bihar are the biggest source states, followed closely by Madhya
Pradesh, Punjab, Rajasthan, Uttarakhand, Jammu and Kashmir and West Bengal;
the main target states are Delhi, Maharashtra, Tamil Nadu, Gujarat, Andhra
Pradesh and Kerala (Sharma, 2017). Kashmir Valley is also receiving in-migrants
in large numbers. The 2011 census data reflected an increase from 709,004
migrants in 2001 to 1,146,368 in-migrants in 2011. A significant portion of
Kashmiri society has been made up of migrants. They mostly come from Punjab,
West Bengal, Bihar, Uttar Pradesh, and other Indian states (Singh, 2013).
According to studies, the Valley’s inflow of migrants primarily comes from
underdeveloped and underprivileged areas, including Bihar, Orissa and Uttar
Pradesh. Although migration in India is mostly limited to short distances, migrants
in Kashmir are from far-away areas travelling long distances, and social
networking played a vital role in this process (Bhagat, 2011).

Based on POLR, the 2011 census data shows that a greater or lesser percentage
of in-migrants from nearly every Indian state and union territory dwell in the
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Kashmir Valley. Due to the extremely low intake from certain states and union
regions, less than 10 migrants, such as Sikkim, Arunachal Pradesh, Nagaland,
Mizoram, Tripura, Meghalaya, Andaman & Nicobar Islands, Dadar and Nagar
Haveli and Puducherry, that individually contribute less than 0.1% and
consequently, these regions are not displayed here. These immigrants have been
discovered dispersed across the Valley, coming from all around the nation. There
is a great deal of variance in the inflow of migrants in the various districts of the
Valley since different migrants pick different places to remain.

Table 4 gives an account of the in-migrant population from major Indian states
and union territories in the various districts of the Kashmir Valley, with the
exception of local intra-district and inter-district migrants within the state of
Jammu and Kashmir. Despite the fact that the 2011 census data includes migrants
from several Indian states and union territories, it has put most of the in-migrants
in ‘Last residence within India’ category. These are in-migrants, no doubt from
within India, whose original or last place of residence has not been clearly
mentioned. This category alone occupies about 98% of the in-migrants shown in
Table 4. No reason has been provided by the census, even on being asked, for
putting these in-migrants in an unknown category. During the primary survey, I
got responses from all the in-migrants regarding their area of origin from which
they migrated. Only one or two percent of the in-migrants initially hesitate in
revealing their regional identity, but when I revealed the purpose of my interview,
they responded honestly. So, why the census has not categorised the in-migrants
regionally raise questions on the authenticity of the census data.

If we look at the in-migration proportions from states and union territories only as
given in Table 4, it can be seen that most of the in-migration has taken place from West
Bengal, followed by Bihar and Uttar Pradesh. These three states account for about
67.22% of the total in-migration, with West Bengal accounting for 35.84%, Bihar
16.53% and Uttar Pradesh 14.85%. However, it was found during the primary survey
that most of the in-migrants were from Bihar, followed by West Bengal, Uttar Pradesh
and Punjab. The census data also put Punjab at fourth place with 5.24% of in-migrants.
The bold values in Table 4 indicate the highest number of in-migrants in each district
from various Indian states, providing a clear understanding of migrant preferences
regarding their destination. A district-wise picture reflects that overall, Srinagar district
has been the favourite place of destination for in-migrants from most of the states and
union territories. Whereas most migrants from a few states choose other districts of the
Valley as their destination, like most in-migrants from Bihar and Jharkhand prefer
Kulgam district as their destination. Similarly, most in-migrants from West Bengal
and Chhattisgarh preferred Baramulla as their favourite destination. Figure 3 provides
an overall picture of the Valley in terms of the percentage of in-migration flows from
major states and union territories of India.

The lowest number of in-migrants was from Manipur, followed by Goa and
Chandigarh. These three states account for only about 0.56% of the total
immigrants in the Valley. Although this is not the entire picture, as already
mentioned. The in-migration trend has changed in the Valley from 2001 to 2011.
The 2001 census data showed most of the in-migrants in the Valley from Uttar
Pradesh, followed by Punjab, Bihar and West Bengal. Although these four states
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In-migrants in the Valley Based on Origin and Place of Last Residence & Himachal Pradesh
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Figure 3. Percentage Distribution of In-migrants in the Valley on the Basis of Origin and
Place of Last Residence (POLR), Major States.

Source: Computed by the author based on the Census of India 201 I.

have maintained their top position in the 2011 census data, their contributions
have changed, with West Bengal on top, followed by Bihar, Uttar Pradesh and
Punjab. Punjab alone accounts for about 5.24% of the in-migrants.

Conclusion

Despite low urbanisation, limited industrialisation, and the ongoing conflict,
the Kashmir Valley continues to attract a significant volume of work-related
migration. This phenomenon underscores the importance of informal social
networks in sustaining labour mobility into regions that are otherwise marked by
precarity and instability. Migration to the Valley has resulted in a range of positive
outcomes for in-migrants, including livelihood opportunities and economic
security, particularly for those from rural areas. The migration patterns reveal a
clear rural-to-rural and urban-to-urban stream, driven largely by skill compatibility
and spatial familiarity. Most in-migrants are repeat migrants who rely heavily on
established social networks for access to jobs, housing, and initial support. These
networks—comprising friends, family, agents, and even strangers—serve as
critical sources of both instrumental and relational social capital, aiding in the
navigation of unfamiliar socio-economic landscapes. From a theoretical
perspective, the findings affirm the relevance of network theory and NELM by
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demonstrating how migration decisions are implanted in societal relationships
and are not merely outcomes of individual economic rationality. The reliance
on social ties over formal institutions points to the persistence of informal
structures in labour market integration, especially in conflict-affected and peripheral
economies like Kashmir.

In terms of policy implications, there is a need to recognise and complement
these informal networks with institutional support mechanisms. This could
include developing migrant resource centres at source and destination locations,
facilitating safe housing, ensuring access to legal aid, and providing skill
certification for better job-matching. Moreover, gender-sensitive policies should
be framed to address the specific vulnerabilities and contributions of female
migrants. In sum, the role of social networks in shaping migration trajectories and
outcomes in Kashmir highlights the need for migration governance frameworks
that are grounded in local realities and responsive to the informal mechanisms that
underpin mobility.
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Appendix

Field Questionnaire for Migrants
Date: Schedule Number:
Place of Interview:

Name of Interviewer:

Section I: Profile of In-migrants

1%
Z
o

Particulars Specify

Name

Age (in completed years)

Sex (male-1, female-2, other-3)

Religion

Caste (I. SC, 2. ST, 3. OBC, 4. GEN)

Current marital status (single-1, married-2)
Number of family members

If married, no. of children

Years of schooling

Vocational degree

Languages known (hindi- I, working knowledge
of kashmiri-2, others-3)

De facto state and district District State

TOOVONO LA WN —|L

N

Section 2: Migration Networks and Wages

13. Age of first migration

14. Individual migration through . Single

. Group

. Any other

. Social network (relatives, friends)
Agents

. Close kin

. Others

Yes

No

. Daily basis

. Contract-based
. Task-based

. Contractor

. Employer

. Self-employed
Agents
Others

15. How did you know about a
job in Kashmir?

16. Is this your first job here?

17. Mode of employment

18. Mode of recruitment

(Appendix continued)
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(Appendix continued)
19. If 3 in 28, nature of self- I. Own enterprise
employment 2. Employer
3. Both
20. Performance particulars |. Size of the unit
2. Number of workers
3. Family worker
4. Other migrant workers
5. Other local workers
21. If, through agents, did you I. One-month salary
receive any advance payment? 2. Small amount
22. Do you have to pay the agent I. Yes
for the job? 2. No
23. Working time per day From.......... To. e (...Hours)
24. Daily wage rate |. Piece rate (Rs.......)
2. Time rate (Rs.......)
25. Do you get paid for overtime I. Yes
work? 2. No
26. How often do you receive |. Daily
your wages!? 2. Weekly
3. Monthly
27. Do you take a loan from the I. Yes
employer? 2. No
28. Do you remit money back I. Yes
home? 2. No
29. If ‘yes’ in 28, % of salary
Mode of sending (banks-1, private
individuals-2, others-3)
30. How many days do you work I. Yes
in a year? 2. No
31 Do you get sick leave? I. Yes
2. No
32. If ‘no’ in 31, what do you do?
If ‘yes’ in 31, how many days?
33. Do you get paid leave! I. Yes
2. No
34. Do you have a labour union? I. Yes
2. No
35. Do you have bargaining I. Yes
power? 2. No
36. Do you have negotiation I. Yes
networks with other 2. No
immigrants?
37. If yes, how do the networks
help
38. Do you have regularity and I. Yes
security in your work? 2. No
39. Do you have a fixed I. Yes
workplace? 2. No
40. Industry of work?

(Appendix continued)
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(Appendix continued)
Section 3: Impact on Labour Market and Support System in Conflict
41. Do you participate in social functions here?  |. Yes
2. No
42.  How do you communicate with local I. Very little communication
workers? 2. No communication
3. Has learned the local language
43.  How do the local people treat you? I. Welcomed
2. Hated
3. Both
44.  How is your relationship with the local |. Satisfactory
labourers? 2. Unsatisfactory
3. Both
45. Do you work with local workers I. Yes
2. No
46. Do you indulge in conflict with the local I. Yes
workers? 2. No
47. Do you face difficulties in finding work I. Yes
due to local workers? 2. No
48.  Are you blamed for stealing jobs? I. Yes
2. No
49. Do local unions approach you? I. Yes
2. No
50.  Are you aware of any migrant workers’ I. Yes
collective/organisation? 2. No
51. Did you register yourself anywhere? I. Yes
2. No

52. Do you get help in times of conflict?
53.  What type of help do you get?
How do you cope with conflict situations?
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Introduction

With the strong emphasis on major grand challenges such as poverty, environmental
responsibility, climate crisis, and others, the firms are facing alarming situations
which hamper their existence. Economic benefits alone are not adequate, and the
responsibility of firms toward society is equally essential. These grand challenges
cause socio-ecological damage which needs broad mechanisms and involvement
of a variety of stakeholders to successfully overcome these challenges. Realizing
these intricacies, the United Nations (UN), a global organization has released their
agenda of 2030 where they listed 17 Sustainable Development Goals (SDGs),
among them SDG 9 which is “Industry, Innovation, and Infrastructure” and SDG
12 which is about “Responsible Production and Consumption” works on the
responsible and innovative nature of firms to achieve sustainability. Following this,
the European Commission (EC) has propounded two terms, “Responsible Research
and Innovation” (RRI) and “Responsible Innovation” (RI) during the innovation
program Horizon 2020 to widen their participation in “Science with and for
Society,” which addresses both societal and environmental issues (Owen, Pansera
et al., 2021). Beginning with the work of von Schomberg (2012) with EC and
development of RI framework by Stilgoe et al. (2013) has progressively
implemented elements of inclusion, reflexivity, and ethical orientation in innovation
practices. In extension to this, Stilgoe also introduces a four-dimensional framework
including anticipation, inclusion, responsiveness, and reflexivity, while Burget et
al. (2017) added two more dimensions, that is, sustainability and care. In other
words, to solve both problems and challenges of sustainability, innovation with
responsibility, that is, RI is put forward as a solution (Tan & Yamada, 2018).
Although the concept of RI is not so new, it has its roots in science and
technology, where ethical issues such as leakage of information are more serious.
Similarly, this interdisciplinary concept gets ignited with the emergence of “grand
societal challenges” and “ethical concerns” of technology usage that need to be
addressed for societal development and sustainability. According to RI researchers,
the innovation mechanism should be highly focused on social and ethical aspects
of innovation rather than the economic aspects of innovation. Additionally,
innovation dimensions should be employed in the way in which innovations
impact privacy, environment, safety, and associated values (Brand & Blok, 2019).
Despite a plethora of studies and sufficient definitions on RI, there is still a dearth
of knowledge that addresses the applicability of RI in industrial sector and its
impact on firm performance. This ambiguity makes firms reluctant to adopt RI
practices (Ko et al., 2020). Furthermore, the relationship between RI and a firm’s
sustainability is also underexplored. However, the previously existing literature
specifically centered around the drivers and motivations of RI (Igbal & Ahmad,
2021). It is only in recent years that RI has started to embark on its journey in the
business world, which aims at ensuring economic sustainability and social
acceptance of innovation outcomes by enhancing RI capabilities, including
increasing productivity and enhancing R&D activities (Wang, 2021). Similarly,
many academicians were driven to study RI at industrial level because firms are
perceived as the prime source of innovation and employment, having requisite
resources that help to address the public issues of sustainability by considering RI
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as their social responsibility (Schrempf, 2012). However, another reason to
analyze RI is because majority of organizations focus only on economic aspect,
and there is little research on ethical, social, and environmental aspects, whereas
it is very crucial to understand the numerous ethical principles that are essential to
perform and strategize RI practices. In the same vein, businesses are unaware of
what and how to do, so that firms can accomplish their RI objectives. Nevertheless,
these conditions are not only obstructing large organizations, but other small- and
medium-scale enterprises (SMEs) are also dealing with impeding situations.
Large enterprises, due to their huge portfolios of resources and capabilities, can
easily manage to implement RI, whereas SMEs, due to turbulent external
environment, face serious issues (Do & Shipton, 2019). Moving a step ahead, RI
is also perceived as a governance mechanism where economic aspects meet the
societal progress of the economy (von Schomberg & Blok, 2021). Scholars of
innovation have proposed that the process of RI is capable of creating values
which are sustainable and mutually desirable, with the joint efforts of both
organizations and stakeholders (von Schomberg, 2012). Despite this, there is no
clear mechanism which demonstrates what stakeholder engagement actually
means to the RI. This reinforces the call for engagement of societal actors or
stakeholders in the RI activities of the business contexts.

Although the notion of RI has gained significant attention in management
literature, there is still a notable gap in systematically addressing the integration of
ethical, societal, and sustainability factors into business and innovation practices
in an extensive and coherent manner. In contrast, the existing review articles have
explored the aspects of RI but with a narrow scope as they focused on a few
geographic countries with restricted number of organizational types or industries.
These reviews have primarily concentrated on conceptual analysis, antecedents,
and policies for SD (Christofi et al., 2022; Di Vaio et al., 2024; Thapa et al., 2019)
or presented a framework particularly for large organizations only (Memon &
Ooi, 2023). Additionally, the aforementioned publications provide a scattered
analysis. However, clarity regarding the interplay between these dimensions is
required, which is demonstrated by the current study that imparts directions for
defining and implementing RI. Therefore, to address this gap, the present SLR is
highly beneficial as it offers valuable insights in this domain with four main
objectives. First, it provides a comprehensive assessment of earlier published
articles to understand the evolution of RI over time, by comprehending the several
policy frameworks and definitions given by various authors. Second, to identify
the ethical and social values that will be used to design practices and processes of
RI by implementing different models of normative ethics. The third objective is to
highlight the significance of sustainability goals that foster RI, sustainable
competitive advantage and eventually sustainable performance, including
economic, social, and environmental performance. The fourth objective is to
involve stakeholders so that the firm can identify the risks and opportunities for
both current and future generations.

Analyzing the importance and contributions of RI in business sector, the
present review will promote the knowledge with the involvement of all stakeholders
by addressing the following research questions using Theory—Characteristics—
Context—-Methodology (TCCM) framework:
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RQ1 How has the concept of RI developed over time?

RQ2 How do ethical and social considerations play a crucial part in the context
of RI?

RQ3 How does RI impact SD of business organizations?

RQ4 What stakeholder engagement does for RI?

The study is divided into different sections. In the first section, the study provides
an introduction to the concept; second, the methodology adopted in the review;
third, the section discusses the findings of the study; fourth, presents the discussion
and conclusion; and the fifth section illustrates the future research agendas.

Methodology

The methodology followed to conduct this review is based on systematic
literature review (SLR), which is replicable, transparent, and scientific process.
SLR is superior to other methods as it follows detailed analysis and synthesis of
studies from designated databases with the aim of minimizing biases, having
higher quality and validity of antecedents and outcomes due to its nature of
replicability. The step-by-step procedure followed by SLR requires defining its
search strategy. In particular, the first step followed here is to select a reputable
database for identifying extensive literature relevant to our research topic; the
next step followed is to define the search formula with a set of appropriate
keywords, which will help to extract the desired results from the selected
database for title, abstract, and keywords. Furthermore, the process of screening
and selecting the articles is done by following the inclusion and exclusion
criteria (Tranfield et al., 2003).

Search Strategy

To present a broader understanding of the existing research on RI and its related
concepts, the Scopus database is used as the primary source. Scopus is the highest
reviewed and organized abstract and index database providing extensive coverage
for variety of stakeholders such as industries, government, and research scholars
(Elsevier, 2022). This article presents an extensive review on the subject matter
with new research insights and avenues for future research. The review started by
running a relevant set of keyword search formulas on titles, abstracts, and subject
terms (Christofi et al., 2017). To collect keywords used in existing literature an
initial scoping study is conducted related to RI. The keyword search formula was
made up of two terms “Responsible Innovation” OR “Responsible Research and
Innovation.” Since the term RI first emerged in the 2003 US act, the search articles
published in the time period from 2003 to 2024 were included in this review.
Further inclusion/exclusion criterion was carried out by including manuscripts
published in top-ranked journals of the Australian Business Deans Council
(ABDC) journal quality list 2022, and also articles screened in the Journal of
Responsible Innovation were included, and articles written only in the English
language were considered, see Table 1. The review focuses on the concepts of RI
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Table I. Distribution of Articles in Leading Journals.

S. No. Name of the Journal No. of Articles ABDC Ranking

Journal of Responsible Innovation 22 Not ranked
Asia Pacific Journal of Management 4
Business Strategy and the Environment 4
Learning Organization 2
Technological Forecasting and Social Change 3
Science and Public Policy 2
2
I
I
I
I
I
I
I
I
I
8

*

Journal of Management Studies

Journal of Cleaner Production

9. Asian Journal of Business Ethics

10. Technovation

I Creativity and Innovation Management

12. IEEE Transactions on Engineering Management
13. Journal of Business Ethics

14. Business and Professional Ethics Journal

I5. Research Policy

16. Philosophy of Management

Total 4
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and its importance in industrial sector. Only academic articles were included in the
review, and gray literature was excluded to conduct quality research.

The following Boolean research query was used for searching relevant data in
Scopus database, which can be copied by other researchers:

TITLE-ABS-KEY (“Responsible Innovation” OR “Responsible Research and
Innovation”) AND PUBYEAR > 2002 AND PUBYEAR < 2025 AND (LIMIT-
TO(SRCTYPE, “j)) AND (LIMIT-TO (SUBJAREA, “BUSI”) OR LIMIT-TO
(SUBJAREA, “SOCT”)) AND (LIMIT-TO (DOCTYPE, “ar”) OR LIMIT-TO
(DOCTYPE, “re”)) AND (LIMIT-TO (LANGUAGE, “English”)) AND
(LIMIT-TO (EXACTKEYWORD, “Responsible Innovation”) OR LIMIT-TO
(EXACTKEYWORD, “Responsible Research and Innovation”)).

Articles Screening

Figure 1 depicts the PRISMA flow chart. Initially, 1,003 articles were gathered
after putting filters; a total of 599 documents were extracted, for which abstract
reading was done. Articles having no keywords (RI or RRI) were deleted, and
459 articles were left. Again, assessment was done on the remaining abstracts and
studies having no relationship with industrial/business sector or articles concerned
with artificial intelligence, medical science, agriculture, and education were
omitted. The abstracts selected then were 61, for which again careful examination
was done, and after reading full-text articles, 13 articles were found trivial for the
review, which were discarded, and we returned to 48 studies as our final sample,
which we found suitable for our study.

After an in-depth examination, Figure 2 will show a total of 48 articles
published on RI or RRI during the time period between 2013 and 2024 that are
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PRISMA Flow chart for Article Selection |
E Search string in Scopus database
é TITLE-ABS-KEY (“Responsible
) Innovation” OR “Responsible Research
2 and Innovation™)
= N: 1,003 documents
Articles excluded (N: 404): studies not
" . adhere to qualification criteria such as no
Exclusion criteria English language, no academic and peer-
N: 599 studies reviewed, conference papers, proceedings,
book chapters and studies related with Al,
£l medical science, agriculture, etc.
E
3
l;
L] Inclusion criteria Atrticles excluded (N: 140): studies not
Only journal articles in English | related t'o the responsible 'mnovat‘lon‘OR
related with business and social science responsxble reS§archAand mnovatpn in
N: 459 studies business or social sciences area (title,
abstract, keywords)
Articles excluded (N: 398): studies not
£ Articles studied published in journals with grade A*, A, B, and
E N: 61 C in ABDC journal list + Studies not
2 published in Journal of Responsible
= Innovation (JRI)
B Final sample Articles excluded (N: 13): after reading full
E N- 48 text that are not relevant for our study
=3
=

Figure |. PRISMA Framework.

taken in this review. The majority of articles published in the year 2023 and most
of the articles are from the Journal of Responsible Innovation. It was only after
2020 when RI gained popularity and an upward trend in the number of publications.
The increased interest of academicians/researchers has been found during the last
four years, from 2020 to 2024, when 76% of the articles have been published.

Theories, Context, Characteristics, and Methodology
Framework-based Analysis of Literature Review

The incorporation of TCCM framework with systematic reviews deepens the
analytical scope of study by examining prevailing theories, contextual elements,
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2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Figure 2. Publications by Each Year.

characteristics, and methods in the existing literature. Thus, expanding on the
work of Paul et al. (2021), this study employs TCCM to organize its analysis and
suggests directions for future research that tackle identified knowledge gaps.

TCCM: “Theories”

Table 2 specifies the major theories evolved during this review. Many of the
studies incorporated in the review adopted dynamic capability theory, which is an
extension of resource-based view (RBV). It signifies the use of both internal and
external resources/capabilities of the organization and also developing new ones
to respond to the changes in the dynamic environment (Teece et al., 1997).
Similarly, extended resource-based view highlights that for achieving sustainable
business, performance firms not only require to make efficient use of internal
resources but also connecting themselves with a wide range of external business
networks for exchange of resources and capabilities. Both theories are extended
versions of RBV and due to the characteristics of innovativeness and environmental
dynamism, and RI requires firms to be fully competent to adjust according to the

Table 2. Evolving Theories in Responsible Innovation Literature.

Theory Key Publications

Critical theory Stahl (2024)

Stakeholder theory Adomako and Tran (2021), Bacq and Aguilera
(2022), Cha and Park (2023)

Dynamic capability theory Adomako and Nguyen (2023), Zhang et al. (2023)

Extended resource-based view Xie et al. (2024)

Principal-agent theory Bolz (2017)

Contingency theory Zhang et al. (2023)
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evolving nature of external environment, which is not completely overcome by
the static nature of RBV. In addition to this, contingency theory stresses that the
effectiveness of firms’ strategies depends upon various external factors. RI, on the
other hand, emphasizes the ethical and social acceptance of innovation by
adjusting its strategies in response to the changing technological and market
conditions. Furthermore, the stakeholder theory emphasizes the role of stakeholders
in pursuing RI practices for societal betterment. All stakeholders, whether having
direct or indirect relations with the organizations contribute to the literature of RI.
Stakeholder theory posits that by involving stakeholders in innovation activities,
firms can improve the transparency and trust, which eventually leads to sustainable
social performance of firms. Critical theory, being a prominent approach in
technology aspect of innovation, has its interest in societal phenomena and power
dynamics. It asserts that how RI integrates with technology-enabled social events
is shaped, accepted, and realized by examining the variety of ideologies and social
structures. Next, principal-agent theory, in which science is regarded as an agent
of government; however, not only science being the agent for developing new
technologies, but society and entrepreneurship should also be regarded as agents
for generating innovations that are adopted by all-encompassing stakeholders.
Similarly, mechanisms of rewarding incentives are created to encourage more
individuals to innovate in socially responsible manner.

TCCM: “Context”

Geographically, most of the research in this review was conducted in developing
countries, particularly in Asia, with a large number of regulations and policies.
The study took into account the manufacturing sector, specifically SMEs, to
explore the sustainable practices, socio-ethical regulations, and stakeholder
engagement that affect RI implementation.

TCCM: “Characteristics”

The framework in Figure 3 represents the summary of antecedents and outcomes
majorly covered in this systematic review from past literature. Zhang et al. (2023),
Adomako and Nguyen (2023), Adomako and Tran (2021), Cha and Park (2023),
Zahoor et al. (2024), Lythreatis et al. (2022), and Chatterjee et al. (2021) are few
research studies that illustrate how these variables have an impact on RI,
particularly in manufacturing sector. As a result of this, firms are able to achieve
superior firm performance.

TCCM: “Methods™

Table 3 showcases that the research methods used in the analyzed studies indicate
diverse approaches.



Mahajan and Kumar 195

Antecedents

- X . Outcomes
Digital orientation

Environmental orientation
Green creativity
Environmental collaboration
Organizational agility
Communicative actions
Alliance learning
Participative leadership
Organizational capability

Responsible

N . Firm/organization performance
innovation

Product innovation performance
Perceptions of RI

Figure 3. Antecedent-outcome Model.

Table 3. Research Design.

Method Count
Conceptual/theoretical 28
Survey 8
Case studyl/interview/reports/ethnographic study 7
Mixed method I
Literature review 4

Findings

Responsible Innovation

Regarding RQ1, “How the concept of RI developed over time?” it is crucial to
study its origin. The history of RRI officially begins with the EC publication,
“White Paper on governance,” during the Fifth Framework Program
(FP5, 1998-2002) stated an intention of uniting democratic institutions with
European citizens (EC, 2001). Furthermore, a program titled “Science and
Society” was developed during the Sixth Framework Program (FP6, 2002-2006)
aims at bringing research and society together (Owen, von Schomberg et al.,
2021). The current connotation of RRI first emerged as “responsible development™
in the Nanotechnology Research and Development Act (Public Law 108—153 [2])
of the USA in 2003. The idea of responsible development is narrow, as it is
concerned more about risk mitigation of negative impacts from different
technologies, while the term RRI has a broader implication, which includes
innovation policy regime also (Stahl, 2013). RRI also appeared as a policy-driven
framework gained prominence due to the urgency of “societal grand challenges,”
such as economic well-being and growth, unemployment, and others, aiming of
aligning them with the values and desires of society (Kuhlmann & Rip, 2014). The
following definition is how the EC describes RRI:

Responsible research and innovation are an approach that anticipates and assesses
potential implications and societal expectations with regard to research and innovation,
with the aim to foster the design of inclusive and sustainable research and innovation.
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Responsible Research and Innovation (RRI) implies that societal actors (researchers,
citizens, policy makers, business, third sector organizations, etc.) work together during
the whole research and innovation process in order to better align both the process and
its outcomes with the values, needs and expectations of society.

Another conference held in Europe in 2012, titled “Responsible Research and
Innovation” that support the 8th Framework program labeled “Horizon 2020,”
characterizing RRI as an intersecting concept and defined RRI as:

Research and innovation must respond to the needs and ambitions of society, reflect
its values and be responsible ... our duty as policy makers [is] to shape a governance
framework that encourages responsible research and innovation.

In addition to this, the EC sponsored a conference at Rome on November (2014)
subtitled: “Science, Innovation and Society — achieving Responsible Research and
Innovation,” which endeavored to reflect the future of innovation, society and
science in Europe (Rome Declaration, 2014). Furthermore, in its program of
research funding, “Horizon 2020” EC presents five and sometimes six policy
keys: gender, ethics, societal engagement, open access, and science education also
including governance as a key with broader RRI approach emphasizing the
responsiveness to societal values. Framing of these RRI keys reflected with
“Science in Society” and “Science with and for Society” work programs.
However, the most widely used and working definition of RRI is:

[T]ransparent, interactive process by which societal actors and innovators become
mutually responsive to each other with a view on the (ethical) acceptability, sustainability
and societal desirability of the innovation process and its marketable products (in order
to allow a proper embedding of scientific and technological advances in our society).
(von Schomberg, 2012, p. 9)

In addition to this, Stilgoe et al. (2013) developed a four-dimensional framework
including anticipation, reflexivity, inclusion, and responsiveness. Among them, to
reduce the potential negative innovation results, anticipation refers to the
systematic thinking of various possible innovation results. Reflexivity refers to an
enterprise’s continuous monitoring of innovation activities and its commitment to
innovation processes and products. Inclusion implies that enterprises make use of
multi-stakeholder relationships and involve partners in innovation activities.
Responsiveness reflects that enterprises adjust their behavior patterns in the
innovation process to adapt to the changing environment and the new demands of
stakeholders.

However, he defined RI as: “taking care of the future through the collective
stewardship of science and innovation.”

In addition to this, there exist different perspectives of innovation between
legislative and operational level, which makes RI an ambiguous concept that
exceed toward weak and strong RI. Weak RI generally applies ethical
considerations to the techno-economic innovation, which oriented toward
private realm where essence of innovation is missing, that is, serving the public
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domain. Strong RI, on the other hand, forms a transformative approach which
covers a broader aspect of innovation rather than inadequate techno-economic
philosophy and benefiting the public domain by providing a political vision of
innovation. Therefore, strong RI does justice to the founding fathers’ political
ambitions of RI, which they first brought into attention through EU policy
circles by uniting itself with the mainstream economic tradition of innovation
(von Schomberg & Blok, 2023). Against this backdrop, RI is conceived as a
political concept where democratization of innovation procedures, that is,
“change the world,” eventually interwoven the politics with RI frameworks.
Thus, RI appears as a political and more complicated phenomenon, especially
for worldwide concerns such as climate change (Stilgoe, 2019).

Ethical and Social Considerations in Rl

Concerning RQ2, the technology and science outcomes have certain adverse
consequences, which pose the urgency to integrate potential ethical principles into
science and technology structures, which directs the RRI framework. However,
the second part of the 20th century witnessed the attempts to incorporate normative
factors into the governance mechanism of research, science, and innovation
(Landeweerd et al., 2015). The 4th European Research Framework Program laid
the foundation when Ethical, Legal, and Social Aspects (ELSA) of Research and
Innovation originated in 1994 has received an upsurge in attention. Meanwhile,
the creation of ELSA labs, which were designed for addressing ethical and social
aspects of modern developing technologies, is different from technical laboratory
design (Ryan & Blok, 2023). The labs work to ensure human and societal values
by taking into consideration approaches such as “pathways to impact” and
“societal readiness levels” (Van Veenstra et al., 2021). However, the Horizon 2020
of the EU framework strived to integrate technology assessment with ethical,
political, and social legitimacy. It not only defines that what responsibility is, but
italso lays down the three normative strategies that form the basis for responsibility
in the R1 literature (Pellé, 2016). The first strategy is called as proceduralist, which
involves procedures/processes of innovation and research that require to be
satisfied. It lacks formal rules as it is based on certain conditions that should be
followed. To fulfil this, authors put forward five and sometimes four conditions:
anticipation, responsiveness, inclusion, reflexivity, and transparency that they
have to be complied with (Stahl et al., 2013). The second type is being propounded
as consequentialist, which is outcome-oriented, that defines the objectives for RI
practices clearly by utilizing utilitarianism approach. The third and last category
of moral reasoning is derived from virtues or dispositions of RI actors, systems,
and institutions that help to understand the normative dimension of responsibility
by focusing on the element of care and virtues. Furthermore, the concept of RI
gained momentum with two key definitions, with majority of authors citing work
of von Schomberg (2012) and Owen et al. (2013). The definition of von Schomberg
takes into account the values and principles that guide the innovation activities,
whereas Stilgoe’s definition focuses on the idea of collective responsibility of
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stakeholders, which barely discusses any values. Therefore, to form a practice-
based approach to values, three interwoven attributes were highlighted, such as
values as lived realities, values as interactive, and of a dynamic nature with which
issues regarding value identification are enquired rather than value justification.
Following this, Pellé (2016) identifies a third category by reviewing the literature
on RI, which she relates with care and virtue ethics by grinding it with the
traditional strategies. Similarly, Pellé and Reber (2015) aligned mainstream
traditions of moral philosophy with main responsibility perspectives—deontology,
utilitarianism, and aristotelism (virtues) and presented virtue ethics as RI method.
Shannon Vallor was the first who advocate the framework of virtue ethics for the
deployment and development of technologies, particularly novel technologies that
will impact values of humans and society at large (Vallor, 2016). Virtue ethics are
believed to be tendencies or qualities which might be developed by individuals
through physical workout (Van Tongeren, 2020). There exist two clusters of
virtues: “Responsible-side of RI” which includes justice, perspective, anticipation,
inclusion and responsiveness, compassion, empathy, and care and “innovation-
side of RI” which oriented toward dedication, commitment, collaboration or
cooperation, creativity, and others. Furthermore, legitimation is assessed to be a
significant element in the normative foundation of RI, where normative ethics
require to justify specific values, actions, and norms. For this reason, Cortina
(2000) developed civic ethics as a normative legitimation indicator. By integrating
a sense of grinding human activity with the complexity of the real world and
responsibility for the future, civic ethics tries to overcome the limitations of virtue
ethics, which also emphasizes the deontological aspect of normative foundation
(Cortina, 2014). Freedom, solidarity, equality, dialogue, and respect are some of
the vital values of civic ethics. Another significant framework that is generated
during the advancement of RI literature is value sensitive design which aims to
analyze the societal values and initiate to explore how RI process might result in
both ethical acceptable and socially desirable outcomes (Van den Hoven, 2013).
Though this framework is very advantageous in tackling the dynamic global
challenges, still there is a lack of correlation with the business administration
literature and this disconnection drive toward the development of RI methods that
arenot practically applied in business processes because the notion of organizational
capabilities is missing by which firms are unable to innovate (Friedman et al.,
2021). Thus, with the intention of bridging the gap between RI and business
management literature, concept of “values” is employed and Value-sensitive
Absorptive Capacity approach was developed, having three organizational
capabilities. This new capability-based framework integrates knowledge
absorption with organizational values in business and values in design. Garst et al.
(2019) outline three dimensions of societal values in line with sensitivity; they are
Value Receptivity, Value Articulation, and Value Reflexivity.

Sustainable Development and RI

Considering RQ3, the Rio+20 conference held at the United Nations on SD ended
in a voluntary declaration by multiple nations to originate a list of 17 SDGs, which
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they later amalgamated with Millennium Development Goals framework
(United Nations, 2012). The reason behind this commitment emanates from the
awareness to guarantee a healthy future for the earth and the people inhabiting it,
which requires the attention of mankind living there. Though the concept
“Sustainable development” has numerous interpretations, but more specifically,
it is conceptualized as the firms’ ability to comply with the demands of their
stakeholders with the fusion of economic prosperity, societal progress, and
environmental protection (Igbal & Ahamd, 2021). Scholars also intended that it is
the social responsibility of the organizations to address the global as well as public
issues concerning sustainability because business organizations are key source of
innovation, having requisite resources with ability to take action (Schrempf,
2012). Therefore, in order to contribute successfully toward SD, firms need to
consider three-dimensional framework of RI that assists business organizations,
policy-makers, and practitioners. These dimensions subsumed under three
headings—first, “responsibility to avoid harm,” which indicates that organizations
ensure that their innovation processes, products, and services are responsibly
developed and executed without harming the environment and people. Second,
“responsibility to do good,” which states that in order to enhance environmental
sustainability and reduce emissions, organizations should provide with incentives
to make their innovation practices more sustainable (Stahl & Sully de Luque,
2014). Third, “governance-responsibility,” which facilitates the first and the
second dimension of RI by following global governance structures. Therefore, a
holistic review of these dimensions assists organizations to foster SD as they have
a social responsibility to address the public issues (Schrempf, 2012). In addition
to this, RI four-dimensional framework, including anticipation, inclusion,
responsiveness, and reflexivity, helps to access sustainable performance.
Anticipation enables organizations to evaluate the negative and positive impacts
of innovation outcomes and provide solutions to the problems by making firms
competent in predicting the extraneous variables’ threats and opportunities, which
ultimately enhance the sustainable performance and innovation capacities of
firms. Reflexivity is concerned with organization’s own reflection of values and
behaviors that shape innovation practices and procedures to fulfill its goals by
representing ethical and social responsibilities, which in return improve the
reputation of the firm that ensure long-term sustainability. Inclusion, being another
dimension of RI involves a variety of stakeholders who come up with new ideas,
inputs and resources to enhance RI activities, whereas responsiveness, the last
dimension, responds to the demands and needs of the stakeholders by adjusting
the behavior patterns according to stakeholders. However, the participation of
stakeholders and responding to their demands helps the firms to fulfill their
sustainability goals. Thus, by following this framework, firms perform their social
and environmental responsibilities while improving their sustainable performance
by simultaneously sustaining economic development (Xie et al., 2024). Similar to
above, extant studies highlight the role of corporate sustainability, which affects
businesses, both externally through stakeholders’ pressure and internally
by organization’s ethical and cultural values, which in return guarantees that
business strategies provide solutions to socio-environmental problems through
public open reporting (Opferkuch et al., 2021). According to Hahn et al. (2014),
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by incorporating sustainability principles into organization’s procedures and
systems, corporate sustainability ensures progress while satisfying the stakeholders’
demands. As a result, involvement of stakeholders strengthens RI relationship
with corporate sustainability and organizational outcomes.

Stakeholder Engagement and RI

With subject to RQ4, the two perspectives of RRI, first, by von Schomberg (2014)
who described RI as an interactive and transparent process that brings together
sustainability, ethical, and social acceptability of innovation and second, by
Engineering and Physical Sciences Research Council (EPSRC, 2016) of UK who
defined RI as a process that nurtures innovation and increase opportunities with
broader societal impacts that will benefit the public. Both definitions lay stress on
the engagement of societal participants in the innovation process. The prominent
publication of Valdivia and Guston (2015, pp. 2-3), “Responsible Innovation: A
Primer for Policymakers” contended that the conception of RI “seeks to imbue the
actors of innovation system a more robust sense of individual and collective
responsibility” by following a “governance of innovation where that choice is
more consistent with democratic principles.” The traditional view where the
judgments regarding desirability of innovation and division of labor were governed
by consumers or the market, and government has to intervene if these innovations
have an adverse impact on society. To overcome this limitation, RI proponents
argue to shift this focus from government to innovators, including societal actors.
In this vein, Burget et al. (2017) defined RRI as “an essential attempt to govern
research and innovation which include all the stakeholders and the public in the
preliminary stages of research and development.” Similarly, organizations with
good stakeholder management mechanisms produce value for their potential
stakeholders in a viable and desirable manner that can smoothly succeed their RI
objectives. Here, “stakeholder governance” at organizational level is defined as
the structural mechanism that directs interactions of organization with numerous
stakeholders, including employees, shareholders, consumers, suppliers, etc., by
assigning rights, duties, and responsibilities to them (Bridoux & Stoelhorst, 2020).
Thus, for establishing a relationship between RI and stakeholder governance,
“value-based strategy” study to examine the value generated within the
organizations, which later created a model named, value creation and appropriation
(Lieberman et al., 2017). This model works on elements such as value creation
and value capture for creating value that is appropriate for stakeholders. According
to this model, stakeholders have been given two powers, coercive and utilitarian,
and by using them they enforce their rules on organizations and dominate the
success and failure of activities generating value. Furthermore, the extant literature
and the mechanism of stakeholder governance create a relationship between
deliberation and inclusion principle of RI and emerged a new concept, that is,
“deliberative engagement” with the aim of not just consulting stakeholders and
public but also involving and engaging them throughout the innovation process.
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Similarly, RI in the business sector applies various approaches where stakeholder
engagement and deliberation are most common. Thus, for value creation,
distribution and appropriation among various stakeholders, follows three main
processes of deliberation: first, it defines a group of stakeholders and their desires
by answering what value and for whom it is generated. Second, integration of
these stakeholders for achieving RI goals, and last, following the guidelines of
fairness and openness, all the procedures of RI are readily accepted by all
stakeholders (Bacq & Aguilera, 2022).

Discussion and Conclusion

This study advances both the theoretical and practical knowledge of practitioners
by comprehending the concept of RI with other constructs comprises including
SD, ethical, social considerations, and stakeholder engagement. The primary
objective of this research is to ascertain the strong impact of RI practices at the
organizational level, with other domains where evidence is lacking. RI is
previously adopted as a policy framework with strong governance mechanisms,
which has been later applied in other sectors such as agriculture, cloud computing,
medical field, and there is limited adoption in the industrial sector. Thus, with the
comprehensive evaluation of conceptual analysis, development, and deployment
of RI in all areas, as well as in manufacturing sector, gets worth as organizations
are able to understand the value of responsible production and consumption. RI,
with its characteristics of an ethical and socially acceptable framework, tries to
address the challenges posed by the innovation outcomes with the aim of gathering
information that what are the positive and negative consequences of innovations.
Virtues and values generated in individuals conjointly in organization’s structure
highlight a variety of extremely important principles to be adopted for the ethical
and normative foundation of RI. Also, the growing interest in positive sustainability
outcomes inspired the firms to implement RI strategies at every stage by involving
academics, organizations, and government. Sustainability impacts the firm’s
overall performance by serving the triple bottom line, that is, economic, social,
and environmental. Furthermore, with the creation of responsible labs, firms can
closely understand the problems associated with emerging technologies, as these
labs are considered living labs. RI also analyzes the deliberative engagement of all
stakeholders who actively participate in the innovation process and exchange
information and resources for creating environmental and social value. With
the involvement of the stakeholders’ firms, make decisions which are readily
acceptable to society.

To conclude, it is important to put stress on the need to design RI strategies and
mechanisms that focus on all stages of research and innovation with the
involvement of all stakeholders, with a robust system of societal participation
mechanisms with the aim of integrating societal actors into organization’s
innovation process. Similarly, apart from profit maximization, firms must put
their efforts toward societal welfare and environmental sustainability.
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Practical Implications

The review presents several practical implications for policy-makers and
managers. First, by understanding the concept and definition of RI, the study aids
managers of manufacturing units on how to design their policies and frameworks
for innovating new products, technology, and processes that have no negative
consequence on society as well as employees working in the organizations.
Second, for articulating innovation strategies, organizations should involve
diverse stakeholders through advisory boards, co-creation sessions or workshops,
for the smooth adoption of sustainable business models that can address the needs
of present and future generations. Further, firms along with stakeholders should
also collaborate with government to implement action-related programs and
policies that aligns with our finding that stakeholder engagement improves
transparency and trust in innovation outcomes. Third, this study also assists
managers to establish dedicated ‘responsible innovationteams or labs (similar to
ELSA labs in Europe) that offers ethical and social considerations to adopt
sustainable processes, green and clean technologies that ensures well-being of
workers. By adopting these values managers can proactively addresses the societal
and environmental challenges. Last, with the emergence of grand societal
challenges, our study highlights the importance of sustainable development where
firms should maintain a proper balance between their resource allocation to
respond to these challenges in innovative and responsible manner.

Future Research Avenues

The inferences drawn from the current research have a few limitations that present
multiple future research opportunities. One major limitation is relying solely on
Scopus database for conducting this review, with a limited number of publications
focusing on specific fields such as social science, business research, through which
some significant research articles may be omitted; thus, it is suggested to consider
other databases for more objective choices of articles. While previous research
studies relied on resource-based and stakeholder theories, future researchers will
explore alternative theoretical perspectives such as systems thinking, quadruple
helix, and resource dependency theories that will yield useful insights into the
dynamic mechanisms of RI. Similarly, better understanding of the factors influencing
the adoption and implementation of RI by various organizations should employ
other potential antecedents such as organizational agility, resilience under varying
market conditions. Furthermore, despite conducting cross-sectional studies, future
scholars may conduct longitudinal studies that shed more light on the domain of RI
during a period of time. Future scholars could carry out comparative studies across
different industries (manufacturing, technology, healthcare) of different sizes (micro,
SMEs, and large) to find differences between their drivers and outcomes. However,
to gain more practical and reliable insight, adoption of mixed-methods approach is
suggested, including quantitative metrics (sustainability outcomes) and qualitative
insights (stakeholders’ narratives). In addition to this, researchers can also examine
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the governance mechanisms that effectively reflect societal values and may also
analyze previous models for adopting virtue and civic ethics that reshape the RI
practices and processes. Future researchers can also explore the extent of deployment
of co-creation models that combine academics, industry, and government to address
SD issues through RI. Finally, RI can also be studied in technology-driven sectors,
including artificial intelligence, blockchain, and renewable sector, to implement
innovation principles in rapidly evolving fields.
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Abstract

This perspective seeks to elucidate the trends and patterns in India’s luxury
goods market. The country has seen a rise in its youth population over the past
decade. In addition, economic prosperity has increased. This bodes well for the
prospects of the country’s luxury goods industry. However, the same has not
happened. On the contrary, using data and analysis from Statista and ITC Trade
Map for select categories of luxury goods, namely, luxury leather goods, luxury
watches and jewellery, luxury fashion (high-end apparels and footwear), luxury
eyewear, luxury cosmetics and fragrances, including select skin care products,
it is evident that India’s luxury goods market could perform better in terms of
revenue generation, market footprint and trends in trade. Desirable outcomes
on this front could be attained if certain policy stances of the likes of making
the luxury markets less overcrowded and more spacious, curbing the flow of
counterfeits from domestic markets, reducing import duties and taxes on luxury
goods, upgrading the managerial skills of staff involved in day-to-day supervisory
operations and embracing sustainable practices are adopted.

Keywords
India, luxury, luxury goods, patterns, trends

' Department of Economics, Indian Institute of Foreign Trade, Delhi, India

Corresponding author:
Kanupriya, Department of Economics, Indian Institute of Foreign Trade, Delhi 110016, India.
E-mail: Kanupriya@jiift.edu

Creative Commons Non Commercial CC BY-NC: This article is distributed under the

terms of the Creative Commons Attribution-NonCommercial 4.0 License (http://www.
creativecommons.org/licenses/by-nc/4.0/) which permits non-Commercial use, reproduction and
distribution of the work without further permission provided the original work is attributed.



https://orcid.org/0000-0002-4186-4070
https://www.statista.com/outlook/cmo/luxury-goods/luxury-leather-goods/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india
https://www.statista.com/outlook/cmo/luxury-goods/luxury-watches-jewelry/india

Kanupriya 209

Introduction

Luxury could be defined as ‘the comfort provided by expensive and beautiful
belongings, surroundings and food or something enjoyable and expensive but not
necessary for human survival’ (Cambridge Dictionary, 2024). The fundamental
principle for comprehending luxury lies in the notion of exclusivity. This exclu-
sivity is primarily upheld through elevated prices, alongside a deliberate restriction
of sales volumes and distribution channels. According to Statista, luxury goods
consist of exceptionally exclusive personal items that reflect the tastes and status
of their owners (Statista, 2024).

Currently, in India, the Northern region leads the market, possessing a substan-
tial market share of approximately 35.45% in 2024-2025. This market growth is
propelled by rising disposable incomes, an expanding middle and upper class, and
an increasing consumer interest in premium experiences. Furthermore, the height-
ened demand for personalised luxury, along with shifting consumer preferences
towards exclusivity and customisation, is contributing to the market’s growth, ren-
dering luxury goods more accessible and appealing throughout India. Additionally,
the swift expansion of e-commerce platforms has opened new avenues for luxury
brands to connect with tech-savvy urban consumers, thereby enhancing the market
share of luxury goods in India (IMARC, 2025).

The consistent increase in disposable incomes among Indian consumers is a
crucial element that positively influences the market. With the Indian economy
expanding and wages on the rise, consumers are equipped with more disposable
income to allocate towards discretionary products. According to an industry
report, Indian private consumption has nearly doubled to USD 2.1 trillion in 2024,
reflecting robust growth in consumer purchasing power (Business Standard, 2025;
IMARGC, 2025; Press Trust of India, 2025). This trend is leading to a heightened
demand for premium goods and services, particularly in urban regions.
Furthermore, the rise in income levels is driven by the expansion of key sectors
such as information technology, finance, and manufacturing, where salary scales
and career opportunities are continually improving. Additionally, government ini-
tiatives that promote economic growth, along with the rapidly expanding middle
class, are significant contributors to the increase in disposable income. The result
of this growing disposable income is the emergence of a consumer class that is
now financially positioned to indulge in luxury items such as designer apparel,
fine dining, high-end automobiles, and premium travel (IMARC, 2025).

Broadly, the luxury goods market is divided into the following five segments.
First, luxury leather goods encompass a range of products, including handbags,
suitcases, briefcases, and smaller items such as wallets (Statista, 2024). Second,
luxury watches and jewellery, often referred to as ‘hard luxury’, are distinguished
from fashion and accessories, which utilise relatively ‘soft’ materials. This seg-
ment’s definition aligns broadly with the Consumer Market Insights Watches and
Jewellery Segment within the Accessories market, focusing solely on the sales of
luxury brands (McKinsey, 2025; Statista, 2024). Third, luxury fashion comprises
luxury apparel and footwear, which includes designer clothing and accessories
that are produced as ‘ready-to-wear’, along with leather shoes, athletic footwear,
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sneakers, textile shoes, sandals and other types of footwear. The definition of this
segment is consistent with the Consumer Market Insights Apparel and Footwear
markets, concentrating exclusively on the sales of luxury brands (Statista, 2024).
Fourth, luxury eyewear includes both eyewear frames and sunglasses. The market
definition adheres to the Consumer Market Insights Eyewear market, with a focus
on the super-premium to luxury price range, excluding lenses and contact lenses
(Statista, 2024). Fifth, Prestige Cosmetics and Fragrances consist of prestige skin
care, prestige fragrances and prestige cosmetics, which include subcategories for
Eyes, Face and Lips, all related to decorative cosmetics. The market definition
aligns with the Consumer Market Insights Beauty and Personal Care Cosmetics
and Skin Care markets, emphasising only the super- and ultra-premium ranges,
while excluding hair care, oral care and personal hygiene products (Statista, 2024).

Of late, the global luxury goods market is reeling under shifting macroeconomic
headwinds, fluctuating client preferences and unattractive value propositions. Year
2025 is marked by the luxury goods segment being hit hard by the impending global
slowdown, thanks to a host of unfavourable macroeconomic factors. Some of these
could be listed as follows. Price hikes have hit a peak, and elevated prices are
adversely impacting demand from aspirational luxury consumers. Macroeconomic
challenges—particularly in the crucial Chinese market—are significantly burdening
the sector. At the same time, the luxury clientele is becoming increasingly diverse,
and their relationship with luxury goods is more intricate than ever before. It is
crucial to have a distinct value proposition that resonates with this varied client base,
especially in light of the expected low-growth climate. Moreover, clients are
showing a growing interest in luxury experiences rather than merely luxury prod-
ucts. This shift introduces new trade-offs for clients to evaluate, necessitating that
personal-luxury-goods brands surpass the heightened expectations of clients to
secure spending on luxury travel and wellness experiences, for instance. However,
the challenges facing the luxury industry are also somewhat self-inflicted. The sec-
tor’s swift growth over the last 5 years has resulted in overexposure, undermining
the industry’s commitment to exclusivity, creativity, and craftsmanship. While
brands have raised prices, some have not adequately adjusted their creative strate-
gies and supply chains to accommodate the new scale of demands, thereby diluting
their core value proposition and ultimately failing to fulfil their commitments to
clients, leaving behind a trail of dissatisfied customers (McKinsey, 2025).

In light of the discussion so far, this perspective seeks to discuss the trends and
patterns in India’s luxury goods market, a fad with the changing socio-economic
contours of the country. An increasingly aspirational and prosperous populace
seeks to purchase those goods and services that were seemingly out of their reach
earlier, thanks to the exclusivity and selectiveness associated with them. Upward
mobility is one of the major factors responsible for the growing demand for luxury
goods in India.

This article is divided into the following segments. The first section introduces
the focus theme. The second explains the key highlights of the luxury goods
market in India. The third explicates the trends and patterns of exports and imports
in India’s luxury goods segment. The last section concludes this study and lists its
future policy implications.

The next segment lists the key highlights of the luxury goods market in India.



Kanupriya 211

Key Highlights of the Luxury Goods Market in India

Any market could chiefly be defined in terms of a few attributes such as revenue
and average revenue per capita, company shares and sales channels. On the basis
of these factors, some of the prominent players in the international luxury goods
segment are LVMH Moét Hennessy-Louis Vuitton SE, Kering SA, Compagnie
Financiere Richemont SA, The Estée Lauder Companies Inc. and Chanel Limited
(Statista, 2024). These players have been shown as part of the competitive land-
scape and have a revenue of more than USD 150 million per year. All data
pertaining to markets and companies’ shares always refer to the retail value
(including sales taxes) (Statista, 2024).

In India, the luxury goods market could be characterised by the following
trends.

First, a consistent increase in disposable incomes among consumers in India
is a crucial element that positively influences the market. With the Indian
economy expanding and wages on the rise, consumers now possess greater dis-
posable income to allocate towards discretionary items. According to an indus-
try report, private consumption in India has nearly doubled to USD 2.1 trillion
in 2024, indicating robust growth in consumer purchasing power. This trend is
leading to a heightened demand for premium goods and services, particularly in
urban regions. Furthermore, the rise in income levels is driven by the expansion
of key sectors such as information technology, finance, and manufacturing,
where salary scales and career opportunities are continually improving.
Additionally, government initiatives that promote economic growth, along with
the rapidly expanding middle class, are significant contributors to the increase
in disposable income. The result of this growing disposable income is the emer-
gence of a consumer class that is now financially equipped to indulge in luxury
items such as designer apparel, fine dining, high-end automobiles, and premium
travel experiences (IMARC, 2025).

Second, the swift development of India’s middle and upper classes serves as a
significant factor driving the growth of the luxury goods market in India. As the
economy continues to rise, an increasing number of individuals are moving into
the middle-income bracket, thereby enhancing the overall market for luxury prod-
ucts. Enhanced access to education, career opportunities, and lucrative employ-
ment has empowered these consumers with the financial means to purchase luxury
items such as high-end fashion, luxury vehicles, and designer accessories.
Additionally, the emergence of the ‘upper middle class’, characterised by indi-
viduals with higher incomes and assets, further reinforces this trend. An industry
analysis predicts that the share of India’s middle class will nearly double to 61%
of the population by 2047, indicating a long-term structural shift in consumer
demographics that favours luxury expenditure. The expansion of the middle and
upper classes is also encouraging luxury brands to launch more affordable yet
premium products, targeting this expanding demographic IMARC, 2025).

Third, the rapid growth of e-commerce platforms is transforming the way
luxury goods are marketed and purchased in India, which is creating a positive
Indian luxury goods market outlook. Online shopping offers Indian buyers
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unmatched access to a vast array of luxury products, bypassing geographic barri-
ers and providing convenience at their fingertips. As consumers in urban and
semi-urban regions increasingly adopt online shopping, luxury brands are using
digital platforms to connect directly with a technologically savvy audience. It is
particularly effective for the younger generations, who find it convenient and flex-
ible to buy luxury products online. As per industry reports, the e-commerce market
in India is projected to reach USD 163 billion by 2026, with a CAGR of 27%. This
strong growth presents luxury brands with a great chance to increase their market
coverage through e-commerce, leveraging an increasing base of digitally con-
nected consumers. As Indian consumers increasingly adopt e-tailing, it is likely to
keep reshaping the luxury goods market, offering brands a powerful means of
addressing changing consumer desires (IMARC, 2025).

As Figure 1 shows, per capita consumer spending in India shows (and is also
expected to show) a discernible upward trend from 2000 to 2040 as per Statista
(2024). The same would translate into higher purchases of luxury goods, with
increasing disposable incomes and a dynamic, young population (Statista, 2024).
Another key indicator of luxury, international tourism expenditure, also shows an
upward trend, based on actual and extrapolated values for 20002040 (Statista,
2024). The same depicts affluence in the Indian society. Figure 2 shows the graph
for international tourism expenditure in the country.

Major Categories of Luxury Goods in India

The luxury goods market in India is diverse and comprises segments of the likes
of luxury leather goods, luxury watches and jewellery, luxury fashion (high-end
apparel and footwear), luxury eyewear, luxury cosmetics and fragrances, including
select skin care products (Statista, 2024).
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Figure 1. Consumer Spending (per Capita) in India (Thousand USD).
Source: Statista (2024).
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Figure 2. International Tourism Expenditure by Indians (Billion USD).
Source: Statista (2024).

Major Takeaways from India’s Luxury Goods Market

There are certain features/achievements in the country’s luxury goods market.
First, in 2024, revenue in the luxury goods market would amount to USD 17.67
billion. This market is expected to grow annually by 3.17% (when calculated on
the basis of compounded annual growth rate, CAGR from 2024 to 2029). Second,
the largest segment in luxury goods is of luxury watches and jewellery with a
market volume of USD 11.32 billion in 2024. Third, 1% of total revenue would be
generated through online sales by 2024-2025 in the luxury goods market in India.
Fourth, India is still a relative laggard when it comes to revenue generation through
the luxury goods segment, especially in comparison to China, where more than
USD 100 billion in revenue is expected to be generated by the end of 2024-2025.
Fifth, in relation to total population figures, per person revenues of USD 12.26 are
expected to be generated in 20242025 (Statista, 2024).

The succeeding segment discusses the trends and patterns of trade in India’s
luxury goods market.

Trends and Patterns of Exports and Imports in India’s
Luxury Goods Market

Prior to ascertaining conclusive trends and patterns in India’s luxury goods market,
it is imperative to study the export—import trends in the same, for they constitute
an important factor in the growth potential of the country’s luxury goods market.
For the purpose of this analysis, data from ITC Trade Map is utilised for all the
major categories of luxury goods in India (luxury leather goods, luxury watches
and jewellery, luxury fashion [high-end apparels and footwear], luxury eyewear,
luxury cosmetics and fragrances, including select skin care products, represented
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variously by HS codes at 2-digit levels, 41, 91, 71, 61, 62, 64, 90 and 33, respec-
tively) (ITC Trade Map, 2024).

As Figure 3 depicts, over the 5-year period 2019-2023, India’s exports of HS
33 (broadly corresponding to luxury cosmetics and fragrances) outweigh imports
of the same.

As Figure 4 depicts, over the 5-year period 2019-2023, India’s exports of HS
41 (broadly corresponding to luxury leather goods) outweigh imports of the same.

As Figure 5 depicts, over the 5-year period 2019-2023, India’s exports of HS
61 (broadly corresponding to the knitted or crocheted sub-category of luxury
apparel) outweigh imports of the same.

As Figure 6 depicts, over the 5-year period 2019-2023, India’s exports of HS
62 (broadly corresponding to neither knitted nor crocheted sub-category of luxury
apparel) outweigh imports of the same.
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Figure 3. India’s Export—Import Trends in HS 33 (Luxury Cosmetics and Fragrances).
Source: ITC Trade Map (2024).
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Source: ITC Trade Map (2024).
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Figure 5. India’s Export—Import Trends in HS 61 (Articles of Clothing and Apparel, Knit-
ted or Crocheted; a Sub-category of Luxury Apparel).

Source: ITC Trade Map (2024).
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Figure 6. India’s Export—Import Trends in HS 62 (Articles of Clothing and Apparel, Not
Knitted or Crocheted; a Sub-category of Luxury Apparel).

Source: ITC Trade Map (2024).

As Figure 7 depicts, over the 5-year period 2019-2023, India’s exports of HS
64 (broadly corresponding to the footwear and gaiters sub-category of luxury
footwear) outweigh imports of the same.

As Figure 8 depicts, over the 5-year period 2019-2023, India’s exports of HS
71 (broadly corresponding to the category of luxury jewellery) outweigh imports
of the same.

As Figure 9 depicts, over the 5-year period 2019-2023, India’s exports of HS
90 (broadly corresponding to the category of luxury eyewear) outweigh imports of
the same.
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Figure 7. India’s Export—Import Trends in HS 64 (Luxury Footwear).
Source: ITC Trade Map (2024).
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Figure 8. India’s Export—Import Trends in HS 71 (Luxury Jewellery).
Source: ITC Trade Map (2024).

As Figure 10 depicts, over the 5-year period 20192023, India’s exports of HS
91 (broadly corresponding to the category of luxury watches) outweigh imports of
the same.

The performance on the front of exports for these luxury goods categories
(or proxies of the same) is satisfactory. However, when it comes to imports, the
same is less than adequate, despite a steady rise in the number of ultra-high net
worth individuals (UHNIs) and a brand-conscious youth population, owing to a
number of reasons. First, the country’s luxury markets are overcrowded and lack
exclusivity. Second, counterfeits pose another major challenge to stakeholders in
this industry. These impede the whole-hearted development of the niche luxury
goods market in the country. Third, high import duties and taxes on luxury goods
discourage their large-scale consumption-cum-penetration in India. Fourth, there
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is a persistent lack of suitable and spacious infrastructure, along with low-skilled
managers who are ill-equipped to handle luxury goods marketing effectively.
These challenges are acting as an impediment to the success of the country’s
luxury goods markets (Singh & Gupta, 2019).

The next section concludes this perspective and lists its future policy

implications.

Conclusion & Future Policy Implications

The luxury market holds tremendous potential in India, both for domestic and

homegrown brands.
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This is on account of impressive revenue growth in the country, brought about
by a young, dynamic population with larger disposable incomes and online sales.
However, India is still a relative laggard when it comes to revenue generation
through the luxury goods segment, especially in comparison to China, where more
than USD 100 billion in revenue is expected to be generated by the end of 2024—
2025. There is scope for further market expansion and penetration, especially in
relation to total population figures. Per-person revenues of USD 12.26 are expected
to be generated in 20242025 as per current trends (Statista, 2024).

Despite the promise shown by luxury goods in terms of revenue generation,
market footprint and trends in exports and imports, there are a few challenges that
must be effectively met to ensure the success of the premium goods segment in
India. Likewise, policymakers and stakeholders in this sector must focus on the
following. First, the country’s luxury markets should be made less overcrowded
by locating them on the outskirts of the city, as is done in Europe and the USA.
Second, counterfeits should be discouraged from the domestic markets. For this
purpose, stricter enforcement of rules and regulations must be the norm. Third,
import duties and taxes on luxury goods should be slashed to encourage their
large-scale adoption by the affluent classes. Fourth, the managerial skills of staff
involved in day-to-day supervision of luxury goods markets should be upgraded
in line with prevalent global practices in this domain. Last, the country’s luxury
goods industry must seek to adopt sustainable practices to keep pace with chang-
ing customer tastes and preferences, while also carving a special place in India’s
markets (Ahmad & Dubey, 2024; Kapferer & Michaut-Denizeau, 2015, 2019).
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Having had the pleasure of working alongside Dr Jyoti Sankar Das at the Swatch
Group, I have seen firsthand the depth of insight and clarity he brings to every
subject he engages with. In the LUXE DIP, he brings that same academic rigor,
curiosity and elegance to the world of luxury—a space often misunderstood as
superficial, while this book approaches the subject with academic depth and intel-
ligence. The book is a compelling introduction to the fundamentals of luxury—
what it is, how it has evolved and why it matters. The authors strip away the
cliches and present a nuanced, accessible and thoughtful exploration of luxury as
a cultural, social and economic force.

Whether you are a student, a brand strategist or simply someone curious about
what lies beneath the surface of luxury, The Luxe Dip could be a valuable guide.
What makes this book extremely engaging is the author’s ability to blend aca-
demic insight with real-world experience, making complex ideas feel relatable
and relevant. The Luxe Dip is more than a book; it is an invitation to rethink how
we define and engage with luxury in the modern world. It is an excellent resource
for anyone looking to deepen their understanding of this fascinating and ever-
evolving domain.

India is today at a sweet spot where the world’s youngest population meets a
rising disposable income, globe-trotting individuals and a developing taste for the
finest things that life offers. No wonder, therefore, the luxury industry has been
growing at a strong double-digit rate over the last few years. While most of the
global population is aging, India’s growing Gen Z & Alpha is raring to go. The
country is projected to have 370 million Gen Z by 2030. The millennials, along
with the Gen Z, will be the driving force behind India’s growing luxury consump-
tion, with Gen Alpha being the largest growing influencers in the families.

This book, therefore, emerges from a relevant time and context and is a boon
for all those management students, sales & retail marketing students, luxury &
fashion retail staff, new corporate entrants and all those youngsters who do not
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terms of the Creative Commons Attribution-NonCommercial 4.0 License (http://www.
creativecommons.org/licenses/by-nc/4.0/) which permits non-Commercial use, reproduction and
distribution of the work without further permission provided the original work is attributed.
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have much knowledge of the luxury goods industry and are keen to make it a
career choice.

The authors have probably used a storytelling approach with fictional charac-
ters and anecdotes to explain the theoretical luxury concepts and the industry in
general. Personal industry experiences, secondary and primary research have
gone into the writing of this enthralling book. Luxury brands are known for their
history, heritage and brand stories. The uniqueness and originality of the book lie
in its narration, wherein two fictional characters, one who heads a luxury brand in
the country and the other, his friend from academia. Their friendship and contri-
bution to each other’s knowledge domains are an eye-opener for both academia
and industry. The authors have demonstrated how collaborative work can result in
success and help in adequately training our young future managers to transition to
the corporate world smoothly.

Also, our retail managers and store staff are not adequately trained in the
nuances of selling luxury. This book could be a ready reckoner for those who want
to be self-trained and step into the mysterious world of luxury. In order to make
the book interesting and easily readable, the authors have kept it less bulky and
woven it around lots of heritage luxury stories and anecdotes to sustain the inter-
est of the readers. The objective appears to be to enhance the knowledge of luxury
and build in the required skill and mindset to sell.

The authors have divided the book into eight chapters, which together go on to
introduce luxury to all those readers who want to dive into this fascinating world
of luxury. The flow of the chapters is sequential, and a reader who begins with the
first chapter would be curious to move into the second one and so on and so forth.
Dr Jyoti S Das, who is now an Associate Professor of Practice at Birla Institute of
Management Technology (BIMTECH), has been a seasoned industry profes-
sional, having worked in the luxury industry for 17 years, apart from contributing
11 long years to the FMCD industry. He, along with Dr Arun Mittal, who happens
to be an academician, has woven an excellent and practical way of explaining the
theoretical concepts around luxury and fashion.

Chapter 1 begins with the understanding of luxury. The definition of luxury is
extremely fluid, and there is no consensus on it either in literature or in the real
world. This chapter describes the meaning and definition of luxury, but more
importantly, it integrates fictional anecdotes revolving around the two central fic-
tional characters with true brand stories. These stories convey the meaning of
luxury. The authors have attempted to explain the understanding of luxury by
describing true brand stories. For readers who want to know and understand
luxury, it becomes far easier and more interesting if it is explained through stories.

Chapter 2 sweeps the readers across civilisations in our global historical time-
line, wherein the genesis of the usage of luxury goods traces back thousands of
years to the Paleolithic age of human history, where luxury had a spiritual veil.
The materialistic culture began in the Mesopotamian and Chinese civilisations,
wherein owning palaces, rare statues, ornaments, and precious stones became the
symbol of status and wealth. The discovery of grain granaries, rare artifacts, the
swimming pool and the bronze statue of a dancing girl reveals the wealth and
luxury during the Indus Valley civilisation. The Egyptian civilisation is known for
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its Pyramids, where Pharaohs were mummified and kept for posterity along with
their luxuries of life, as they believed in life after death. The authors in “A brief
history of luxury” use a storytelling approach to explain the history of luxury and
its evolution through the evolving civilisations, from the Mesopotamian to the
Egyptian and Roman civilisations up to recent times. Some nice stories, which are
the outcome of some personal experiences, make the journey of this chapter very
interesting. Fictional anecdotes integrated with true stories would make it inter-
esting for readers to discover the history of luxury and its evolution. This evolu-
tion is perhaps the first I have found in many luxury books I have read. Though
interesting, it seems a little far-fetched.

Chapter 3 beautifully explains the differences between luxury goods and con-
sumer goods marketing. The authors felt that it is important to bring out a differential
perspective between mass consumer goods and luxury items. This would help in the
understanding of luxury simply. One of the authors, Dr Jyoti Sankar Das, has in fact
worked in both industries and therefore was in a better position to contribute to this
chapter with real-life research examples. This chapter would be very insightful for all
those youngsters who are students or working and can relate to the many examples
cited in this chapter. While consumer goods offer functional value and some degree
of emotional connect, the luxury products are known for their high performance,
high quality and craftsmanship. The luxury consumers exhibit a very deep emotional
connection with the brands. The authors correctly explain the added luxury value
(ALV) in the form of exclusivity, status signalling, snob value, and bandwagon value.
They also add that an extreme value at every touchpoint of a customer journey and
lifecycle is critical for the survival of luxury brands in the near future.

What would help most to the luxury management students, retail managers,
and luxury custodians is a new concept that the authors have come up with in
Chapter 5 in the form of “A five-senses approach” to sell and retail luxury. The
five-senses approach is the author’s original contribution based on their primary
and secondary research. The chapter explains how important it is for luxury retail
managers and staff to keep in mind the five-senses approach while framing and
implementing their luxury retail strategies. Many examples and stories would
make this chapter interesting. It is beautifully explained how luxury selling can go
notches up if it is driven by a multi-sensory approach. Emporio Armani launched
their café and Louis Vuitton their signature restaurant to reach the consumer’s
heart through their taste buds. The visual merchandising we see in luxury stores is
an example of triggering the sense of sight. One can see this in all the Forever
Mark stores or even a visit to the Emporio Mall in New Delhi, with luxury stores
showcasing their best visual merchandising trends. “A thing of beauty is indeed a
joy forever”, as rightfully quoted by John Keats.

Luxury has always been traditionally marked by history and heritage. But in
this emerging era of Artificial Intelligence and Machine Learning, can luxury stay
away? The authors rightfully disagree, and therefore Chapter 6 provides an intro-
duction to it by describing “How artificial intelligence and blockchain technology
are reshaping the luxury goods industry?”

Considering that Al and blockchain are now reshaping the industry, it was
felt important to include this chapter, which will be extremely informative and
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interesting for the youngsters. A lot of examples from the luxury goods industry
are cited to show their growing importance.

With numerous luxury brands having either entered India or being in a queue
to do so, a huge job market for trained manpower is waiting to explode. The
authors have struck the right timing and would surely have an early momentum to
begin with. The industry requires trained personnel who are well-groomed for
pursuing a career in luxury. Chapter 7, therefore, focuses on a conversation for
Luxury Grooming and Career Guide advisory.

Most youngsters in India who are either working in the luxury or fashion
industry or are aspiring to work are sadly not very well trained. This chapter is a
kind of Quick grooming tips compiled in a few pages and can help as a reference
and self-training guide. It also depicts a Career Guide chart, which gives an idea
of a career path in the luxury goods industry in the Indian context.

Luxury can best be learned and understood by knowing about its history and
heritage from the large number of fascinating stories woven around it. Therefore,
the art of selling luxury lies in brand storytelling and all management and retail
students who aspire to work in this industry must develop the art of storytelling.
This last chapter is purely an outcome of secondary research. A short summary of
brand history and accompanying brand stories is compiled for many luxury brands.
These stories are in the public domain and on the brand’s websites. Just that the
authors have made a short summary of each brand and written it so that the readers
can read the “shorts” more effectively. Luxury brand history and stories are always
very interesting, and this chapter, I am sure, will be very informative and equally
interesting for all readers.

Saying this, I must also add that though this book is a fine introduction to the
basic concepts of luxury, it missed out some higher-order concepts of luxury,
which the authors could introduce in their next book. The book also delves more
into the global context of luxury and less into the Indian scenario. It is a good
book to introduce luxury to students and people who have little knowledge of
luxury, but I would request Dr Das to come out with another book diving deep
into the industry’s potential for the Indian market.

In conclusion, I can only say that this book must be a prescribed introductory
textbook in all management schools, for it explains the luxury concepts in a story-
telling, anecdotal and fictional mode. The new generation, which is averse to
reading serious books, will find this interesting as it feels like reading a novel and at
the same time, one keeps learning serious luxury concepts. I found the book extremely
useful and knowledge-driven. My best wishes to Dr Jyoti Sankar Das and Dr Arun
Mittal, and I am looking forward to reading many more books authored by them.
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