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AGBA Brief:
Academy for Global Business Advancement (AGBA) is a global
association of professionals in the fields of business administration.
AGBA is an independent, non-aligned and not-for-profit, charitable
NGO registered in the state of Texas (USA) with a worldwide network
of over 1000 members based across more than 50 countries that
include scholars from reputed academic institutions, corporate leaders,
governmental officials, policy makers, entrepreneurs and consultants
hailing from both western and emerging countries.
AGBA, as a global organization, aims to help academics and
scholars at business schools across emerging countries to connect with
the western (developed) world for mutual benefit. Such collaboration
would accelerate the process of globalization by furnishing ample
opportunities to scholars in emerging countries to get recognition,
disseminate new knowledge and assert themselves on the global stage.
AGBA's Vision:
To be globally recognized as a leading "not-for-profit charitable
NGO" dedicated to serve the academic, professional, government,
corporate and entrepreneurial sectors worldwide.
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AGBA's Mission
Building on the dynamics of the ongoing globalization process,
AGBA is committed to provide a global platform aimed at assisting
academics, scholars, professionals, officials, entrepreneurs and
consultants of emerging countries to assert themselves on the global
stage for recognition, networking and dissemination of knowledge.
AGBA's Core Business:
•

Nurture globally competitive talents; expertise and skills in
academics and scholars across the emerging countries;

•

Arrange apprenticeships for academics, scholars, professionals,
officials, entrepreneurs and consultants on the global stage;

•

Provide advisory services to upcoming business schools across the
emerging countries for accreditation by the US based Association
to Advance Collegiate Schools of Business (AACSB);

•

Provide advisory services to peers worldwide to obtain “Fulbright
Grants” from the US government successfully;

•

Offer customized training and professional development programs
globally;

•

Act
as
a
platform
Entrepreneurship”; and

•

Act as a platform for the publications of scholarship in globally
respected and world-class Scopus and Thomas Reuters (ISI)
journals.
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PREFACE
These “Proceedings” contain papers that have been accepted
(after anonymous review and their subsequent revisions by author(s)),
for presentation at the 16th Annual World Congress of the Academy for
Global Business Advancement (AGBA) that is being held at the Indian
Institute of Technology Delhi (IIT-Delhi) on July 2---4, 2019.
AGBA would like to express its appreciation and gratitude to Prof.
Sushil, Founder of “Global Institute of Flexible Systems Management”
(GIFT Society), for his dynamic leadership, appreciable patronage and
admirable support in organizing this fabulous global conference.
We place on record our sincere thanks to all delegates and
authors for their participation and support, and look forward to having
them with us next year at AGBA’s 17th Annual World Congress to be
held at Istanbul Gelisim University, Avcilar-Istanbul, Turkey on July 2--4, 2020.
Thank you very much.
Sincerely,
Christopher J. Marquette
Don Capener
Sanjay Dhir
Zafar U. Ahmed
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Assessing Impact of Liberalization on Financial Performance of Indian
Pharmaceutical Industry using Structure Conduct Performance Model
Ekta Pandey
Doctoral Student
Department of Humanities
Indian Institute of Technology Delhi
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India
Email: drektapandey@gmail.com

Sourabh B. Paul
Assistant Professor,
Department of Humanities and Social Sciences
Indian Institute of Technology Delhi
New Delhi, National Capital Territory of India
India
ABSTRACT
The Indian Pharmaceutical Industry is ranked third largest by volume and fourteenth by value. It thus
accounts for 10% of world’s production by volume and 1.5% by value according to Department of
Pharmaceuticals, Government of India. Recognizing the immense potential for growth of Indian
pharmaceutical industry and its direct impact on Indian economy the present paper tries to analyze
the market structure of the Indian pharmaceutical firms and assess how the profitability of firms is
affected using structure conduct performance model. The study founds out the profitability is
statistically related to firm size, export and import, raw Material expenses, power use and wage
intensity but there seems to be insignificant effect of market share and mergers and acquisition on
firms performance in terms of profitability.
INTRODUCTION:
The Indian pharmaceutical sector has immense potential for growth and its direct impact on Indian
economy I would like to look up the market structure of the Indian pharmaceutical firms. It is quite
important to determine the market structure and its relationship with performance in terms of
profitability across markets for both goods and services. The critical role of understanding the market
structure is evident in determining effective economic policy related to anti-trust laws, intellectual
property rights, industry competition acts and regulations and which has an overall lasting effects on
international trade and ties.
It is important to understand whether the highly concentrated markets charge higher prices and make
more production gain or do they become attractive to entry of newer firms and result in higher
competition. How do the Indian pharmaceutical firms make barriers to entry whether by making
strategic investments in advertisement or by increasing Research and development? The proposed
research tries to throw some light on these unanswered questions in context of Indian pharmaceutical
sector. How does the market structure become conducive for collusion and mergers?
10

The critical role of understanding the market structure is crucial for making effective economic
policy that impacts many industries simultaneously, so it becomes essential to develop insights to
pharmaceutical market structure and its determinants before framing intellectual property rights, or
laws related to competition acts.
It is not so surprising that economist have studied the relationship between market structure, its
impact on firm behavior and performance in the field of industrial organization (IO). Historically to a
large extent the work of two economists, Edward Mason and Joe Bain during 1930 have paved the
path to this area of research emphasizing on firm behavior and market structure. The structureconduct-performance framework became the mainstream methodology for empirically studying the
market structure and its determinants in industrial organization during 1950-1980.
After 1980 with the emergence of New Industrial Organization the game theoretical approach was
also introduced as an alternate approach to study the market structure.
Though there is empirical literature on the subject on SCP paradigm for various industries around the
world but the work on the market structure of Indian pharmaceutical firms is scarce.
OBJECTIVES:
•

To examine the effect of firm’s market share and market concentration on the financial
performance of Indian pharmaceutical companies measured in terms of profitability.

THEORETICAL MODEL OF SCP PARADIGM:
Cournot duopoly model formalizes the theoretical relation between market structure which affects
firm’s conduct and its performance. The following equation shows that the Lerner Index (L) is
directly related to firm’s market share (si), price elasticity of demand (ε) and its conjectural variation
(λi):
Li = P(Q)-MC(qi) = si (1+ λi)
P(Q)

ε

where λj = dqj
dqi
λi is the conjectural variation which measures the output response of the rival firms. It is also a
measure of the degree of collusion.
The conjectural variation variable is determined by other factors:
i = f1 (Cj ,Bj , Xij )
where Cj is a measure of seller concentration, Bj a measure of barrier to entry and Xij are set of
industry or firm characteristics. The equation shows the relationship between market structure and
firm conduct.
Using the first and second equation a link can be seen between market structure and firm
performance
Li = f2 ( si , ε , Cj ,Bj , Xij )
There is a correlation between measures of profitability (i) and Learner’s Index.
i = f2 ( si , ε , Cj ,Bj , Xij )
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LITERATURE REVIEW:
Based on Mishra P. & Chandra T. (2010), profitability of firm inversely related to its market share.
This contradicts the general perception that firms with larger market share have high profitability
also especially in the long run, this is true. The plausible reason of this phenomenon could be greater
entry of new firms seeing higher profit margins. This could also be true in case of X-inefficiency.
The author uses SCP framework to understand the impact of mergers and acquisitions (M&A) on
financial performance of the firms. A regression analysis is done using independent variables as
current firm size, current market share and size, current export and import intensity, and lagged
variables for mergers and acquisitions, selling intensity, R&D intensity, foreign technology purchase
intensity and dependent variable as current profitability of a firm.
Anh, T. T., Binh, D. T. T., & Duong, N. V. (2014) revisited the SCP paradigm to understand the
impact of market concentration and market share on profitability in case of Vietnamese firms. A
positive correlation was found between market concentration and market share of rims and
profitability of firm.
McDonald (1999) used time series analysis to study the determinants of profitability of Australian
manufacturing firms. He found out significant positive impact of firm’s market concentration on its
performance but fails to find any significant impact of market share on profitability of firm.
According to Feeny S. and Rogers M. (1999) worked to understand the role of market share and
market concentration and diversification on profitability of 722 Australian firms data. Using simple
regression analysis they found a positive relationship between market concentration (using four firm
concentration methods) and profitability but there was non-monotonic significant relationship
between firm’s market share and its profitability. When market share increased up to 30% profit
declines while beyond 30% market share the profitability of firm increased.
METHODOLOGY:
The data would be analyzed using the empirical specification of S-C-P Structure, Conduct and
Performance model.
The Structure-Conduct-Performance (SCP) methodology consists of three main components:
•
•

•

Structure: Structure denotes the market structure. In this component the variables that
represent market structure are included. For instance seller concentration, barriers to entry in
a market and product differentiation.
Conduct: Conduct is representative for a firm's behavior. The variables included in this
category capture firm behavior in terms of pricing policies, collusion or competition,
advertising, mergers and acquisitions, research and development expenditure and technology
investment.
Performance: Performance denotes the factors assessing outcome. The variables which are
used for measuring performance are profit and price-cost margin.

The SCP paradigm specifies causal relationships between market structure, firm conduct and
performance of the firm. They have a unidirectional link which shows market structure determines a
firm’s conduct and its conduct further determines its performance:
Structure → Conduct → Performance

12

The SCP paradigm originated in 1939 from the work of Edward Mason, a Harvard economist and his
student Joe S. Bain. They used SCP methodology to determine empirically how pricing and
production policies of firms are formed and how does market share determines these policy decisions
of a firm. Mason worked on industry or firm specific data while Bain used SCP paradigm on
industry-level data.
With the evolution of new theories in industrial organization literature the unidirectional framework
of SCP method suggested by Mason and Bain was changed to multidirectional relationships1. So,
there can be dual causalities between any two of these SCP factors. Further there have been
additional factors involving taxes, investment, subsidies and export, import policies which are taken
into account in SCP model for finding causal relationships.
DATA SOURCE:
Data on a set of selected pharmaceutical companies is collected from PROWESS database of Centre
for Monitoring Indian Economy (CMIE), Mumbai.
TIME FRAME SELECTED FOR STUDY: 1990 TO 2016
The chosen time period is relevant from the context of policy reforms and amendments in Indian
Patent Act and Rules. Post TRIPS agreement Indian Patent Act, 1970 underwent important
amendments in the year 1999, 2002 and 2005. Moreover, Indian Patent Rules were amended in the
year 2003, 2005, 2006, 2012, 2013, 2014 and 2016. The proposed research tries to capture the effect
of these reforms in Indian Patent Act and rules on the market structure of the Indian pharmaceutical
firms.
THE SCP MODEL FOR INDIAN PHARMACEUTICAL ENTERPRISES
In this proposed research area, I would like to revisit the SCP paradigm for Indian Pharmaceutical
firms as a whole. I would be looking at panel dataset from 1999-2000 to 2015-2016.
I would adopt the following econometric equations:

Profitit =

α0 + α1 sit + α2 mktszit + α3 frmszit + α4 Expi,t + α5 Impi,t + α6 Adi,t + α7 Rawi,t + α8
Poweri,t + α9 Wagei,t + α10 MAi,t + u

where
• Profit is the ratio of profit after tax to sales of firms
• Si is a measure of concentration and is measured as market share of firms in the industry
(total market shares Σsi of firms)
• Mktsz represents market size of fimrs.
• Frmsz represents fimrs size as proxied by its fixed assets.
• Exp is a variable representing Export intensity.
• Imp is a variable representing Import intensity.
• Adv is a variable representing Advertisement intensity.
• Raw is a variable representing Raw material use intensity.
1

Scherer, F. M. and Ross, D. (1990) Industrial Market Structure and Economic Performance

(Chicago: Rand Mcnally)
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•
•
•

Power is a variable representing Power use intensity.
Wage is a variable representing Wage intensity.
MAt is a variable representing mergers and acquisitions.

RESULT FINDINGS AND CONCLUSION:
Using panel data regression model technique results found are tabulated below. The summary
statistic is given in Table1 as follows:
Table1: Descriptive Statistics of the Model
Variable
Mean
Std. Dev.

Min

Max

Profit After Tax

207.4233

1918.48

-8790

28850.7

Mktsize

5.823145

2.289402

-2.30259

11.57629

Frmsize

5.850888

2.270068

-2.30259

12.654

Marketshare

0.062893

0.1359

0

1

Totalassets

4376.328

21106.77

0.1

313014

ExpInt

0.408998

0.657225

6.84E-05

9.924157

ImpInt

0.333473

1.948209

0.000146

34.66667

AdvInt

0.058349

0.129065

0

2.333333

Rawmaterial_Int

0.587165

0.400426

-0.56044

5

Power_useInt

0.11792

0.537331

0.000253

9

WageInt

0.455451

3.478904

0.005233

69

Table2 gives the Random Effects of the estimated regression model. The empirical results suggest
that the Wald Chi square value is statistically significant. Moreover the value of R square is also
reasonably high indicating the explanatory power of the model.
The model suggests that the performance in terms of its profitability of a firm depends inversely on
the firm size. This is due to X-inefficiency phenomenon, which contradicts the perceived general
notion due to increased entry of competitive firms. Export Intensity is also statically significant and
is positively associated with profitability.
Table2: Results of Random Effects Model

Variable

Coefficient Std

Z- Stat

P value

Error
Intercept

1.367082*

0.378644 3.61

0

Frmsize

-0.20186

0.092705 -2.18

0.029

Mktsize

0.12925

0.100082 1.29

0.197

ExpInt

1.974815*

0.103702 19.04

0

ImpInt

-1.79251*

0.339767 -5.28

0

AdvInt

1.026935

1.553451 0.66

0.509

0.35916

0.036

RawmaterialInt -0.752**

14

-2.09

Power_useInt

-3.24723*

1.011816 -3.21

0.001

WageInt

-5.92995*

0.422775 -14.03

0

Ma

-0.1807

0.194242 -0.93

0.352

Marketshare

-0.06275

0.35818

0.861

Wald chi2

8606.02

R-sq: within

0.0545

R-sq between

0.9808

R-sq overall

0.9729

-0.18

* Statistically significant at 1 percent
** Statistically significant at 5 percent

Import Intensity is also statically significant and is negatively associated with profitability which is
quiet intuitive. Raw material use intensity, power use intensity and wage intensity are all statistically
significant and showing negative relationship indicating their expenditure will give positive results in
future. This is also cross checked taking lagged values which gives positive effect on profitability.
Interestingly mergers and acquisition and market share show statistically insignificant relationship
with profitability.
ACKNOWLEDGEMENT
I am very grateful to the conference participants at the Student Research Convention 2018 (Indian
Institute of Technology Kanpur), COSMAR 2017 (IISC Bangalore) and Research Scholar’s
Workshop 2018 (University of Calcutta).
REFERENCES
Anh, T. T., Binh, D. T. T., & Duong, N. V. (2014). The structure-conduct-performance paradigm
revisited: an empirical analysis for Vietnamese firms. In Proceedings of the VEAM: Vietnam
Economists Annual Meeting, Ho Chi Minh City, Vietnam (Vol. 7).
Feeny, S. and Rogers, M. (1999) Market Share, Concentration and Diversification in Firm
Profitability, Forthcoming Working Paper, (Melbourne: Melbourne Institute).
Mishra, P., & Chandra, T. (2010). Mergers, acquisitions and firms’ performance: Experience of
Indian pharmaceutical industry. Eurasian Journal of Business and Economics, 3(5), 111-126.
McDonald, J. T. (1999). The determinants of
manufacturing. Economic Record, 75(2), 115-126.

15

firm

profitability

in

Australian

16

Awareness and Adoption of Supply Chain Finance amongst Small and Medium
Enterprises: Insights from the Pilot Study
Zericho R. Marak
Symbiosis School of Banking and Finance
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India
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Abstract:
Small and Medium Enterprises (SMEs) face severe difficulties in raising funds for running day to day operations and
development of business. These problems of accessing funds act as a significant impediment to SMEs profitability and
growth. The credit in the form of conventional loans from banks and financial institutions severely declined postfinancial crisis which made an alternative form of financing such as Supply Chain Finance very crucial. Supply Chain
Finance has been touted to solve this issue of accessibility to finance by SMEs. In this study, we explore the awareness
and the adoption of SCF by SMEs along with the challenges to SCF using a pilot survey. Our findings from initial
exploration showed that the awareness and adoption of SCF are still low. We find a significant difference in the
awareness and adoption of SCF between traditional and innovative SCF instruments. Major challenges pertaining SCF
are lack of knowledge and information on SCF, Resistance to change, lack of skilled manpower to handle SCF,
unreliable and unpredictable cash flows, and lack of appropriate technology to implement SCF.
Keywords: Supply Chain Finance; Small and Medium Enterprises, India, Working Capital, Credit Constraints,
Awareness, Adoption
INTRODUCTION
Small and Medium Enterprises (SMEs) financing continually received attention in both academics and practice
due to the crucial role they play in the economy, the large presence of SMEs, and the unique challenges they face.
Regardless of their contribution and importance, they face great challenges in accessing funds which impede their growth
(Beck and Demirgüç-Kunt, 2006; Wang, 2016). SMEs face severe difficulties in raising funds for running day to day
operations and development of the business (Padachi and Narasimhan, 2012; Winsborg, 2000). The issue with the
transparency of information and inability to offer collaterals act as the major impediments to SMEs in accessing external
funds (Berger and Udell, 2006; Moritz Block and Heinz, 2016). As such, the question arises how SMEs can be financed
despite the challenges inherent to SMEs. Past studies also have shown that SMEs in India are not exempted from these
problems and these greatly affects their growth and development (Allen et al., 2012; Kumar and Rao, 2016). There is a
need to explore different financial instruments which could be resilient to these challenges and help to improve the flow
of funds to the SMEs.
Supply Chain Finance (SCF) has been widely regarded to offer and improve financing to SMEs in spite of the
challenges inherent to them. As SMEs are part of the supply chain whereby they may act as the supplier or distributor,
especially of large enterprises, they can collaborate with their trade partners to improve the accessibility to funds.
SCF emerged due to the need to improve the effectiveness and efficiency in the supply chain. However,
considerable interests were given to physical (i.e. goods and services) and information components of SC in the earlier
works on Supply Chain Management, thus, neglecting of financial component (Caniato et al. 2016; Lamoureux and
Evans 2011). As a result, financial aspects of SC also received considerable attention since the beginning of the 21st
century and efforts have been made to align the financial components with the physical and informational flow of SC.
Further, SCF became more crucial after the financial crisis of 2008 where the conventional external financing, i.e. loans
from banks and financial institutions reduced drastically.
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SCF is the inter-organisational optimisation of financing and the integration of financing processes with the
supply chain partners (i.e. customers, suppliers, service providers, etc.) to enhance the value of all of the participating
supply chain partners (Pfohl and Gomm, 2009). It can include both financing and risk mitigation solutions or instruments
(Global Supply Chain Finance Forum, n.d). The genesis of SCF can be traced back to 1970s with the works of Budin and
Eapen (1970) and Haley and Higgins (1973). However, the formalisation of the definition of “Supply Chain Finance” did
not occur until the beginning of the 21st Century (Xu et al., 2018).
Though research works in SCF has increased manifold in the past decade, or so, empirical research with a focus
on SMEs is limited. Further, studies concentrating on multiple SCF solutions is scanty. Thus, by approaching SCF from
SMEs perspective coupled with multiple SCF solutions using survey and interview method, this study will contribute to
the SCF literature.
This paper aims to explore the awareness, adoption and challenges to SCF among SMEs in India.
LITERATURE REVIEW
Instruments of Supply Chain Finance
Supply Chain Finance is an umbrella consisting of multiple instruments. While some are used for securing
finance others are used for mitigating risk. Marak and Pillai (2019) in their literature review found several solutions that
are discussed in the SCF literature, though this list is not exhaustive. Though there are several instruments under SCF,
these solutions can be categorised based on certain characteristics and some researchers have attempted to grouped them,
for e.g. pre-shipment, in-transit and post-shipment (Basu and Nair, 2012); traditional and innovative (Caniato et al.,
2016); traditional and integrated SCF practices (Babich and Kouvelis, 2018); and buyer-led and supplier-led supply chain
finance (Babich and Kouvelis, 2018).
Adoption of Supply Chain Finance
Earlier research works relied on case studies to explore the adoption of SCF (e.g. Caniato et al., 2016; Wuttke et
al., 2013a, 2013b). These studies also gave a framework for the adoption of the SCF. All these studies focused on large
companies concentrated in Europe. Part of the argument was the SCF being a new, innovative and alternative source of
financing and that large companies are likely to adopt them faster than SMEs. However, in recent times, studies based on
survey method and as well as focusing on SMEs have emerged. Martin (2017) studied SME suppliers’ participation in
SCF; however, the study was concentrated on approved payables financing. Ali et al. (2018a, 2018b) attempted to linked
SCF adoption to SMEs performance and Supply Chain Effectiveness (SCE).
There are studies such as Hofmann and Kotzab (2010) and Wuttke et al. (2019) which have used the secondary
data to examine the adoption of SCF. While, Hofmann and Kotzab (2010) compared the outcome of optimising working
capital from the perspective of single entity and supply chain, Wuttke et al., (2019) examined the factors influencing
SCF.
Challenges to Supply Chain Finance
There are several challenges that the focal firm and their trading partners may face with potential or actual adoption.
More and Basu (2013) examined several challenges faced by Indian firms, and they did so by grouping these challenges
into broader categories, such as HR related; IT and Technology related; Finance; inter and intra-organisational
coordination, collaboration and alliance; among others. They found ‘lack of common vision among supply chain partners'
followed by ‘Unpredictable cash flows' and ‘lack of knowledge and training on SCF tools' to be critical challenges. Liebl
et al. (2016) and de Goeij et al. (2016) also explored the impediments to SCF, though both the studies concentrated on
Reverse Factoring. Liebl et al. (2016) found tax and regulations to be the most significant barriers to RF, whereas de
Goeij et al. (2016) found lack of knowledge of RF, obstacles related to the collaboration with buyers and payment
processin efficiencies to be significant impediments.

RESEARCH METHODOLOGY
We use a semi-structured interview and self-administered questionnaire for the pilot data collection. The
interview sessions are focused on the pre-set questionnaire though more insights were received than the set questionnaire.
Each interview span approximately for 30 minutes. Data are also collected using Self-administered Questionnaire (SAQ)
method for which both electronic and non-electronic mediums were used.
Maharashtra is chosen for the purpose of the study as it is one of the most industrially developed states in India.
Besides, its contribution to the country in terms of Gross State Domestic Product is the highest in India. Moreover, it is
also the forerunner in terms of per capita income in India (Government of Maharashtra, 2018; Indian Brand Equity
Foundation, 2019). From Maharashtra, SMEs from Mumbai and Pune were selected as these two regions contain a large
number of SMEs as per the Adhaar Udhyog filed (Udhyog Aadhaar, n.d.).
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Overall, we obtain a sample size of 37 out of which 6 had to be removed due to incomplete responses. Thus, we
have the final sample size of 31 which is generally considered sufficient for the pilot study (Isaac and Michael, 1995;
Hill, 1998).
Our sample units are SMEs and we define SMEs on the basis of turnover in line with Government of India’s
proposition to simplify for Goods and Service Tax (GST) purpose, i.e. Micro- Less than INR 5 Crores (INR 50 million),
Small-5 Crores to 75 Crores (INR 50 million to INR 750 million) and Medium- 75 Crores to 250 Crores (INR 750
million to INR 2500 million) (Government of India, 2018). Though Supply Chain Finance (as per Supply Chain
Orientation Perspective) gives scope to include the long term capital, but for this study, we limited SCF only to working
capital.
RESULTS ANDFINDINGS
Awareness of Supply Chain Finance
We map the awareness of SMEs on SCF on two aspects, i.e. awareness of the term SCF and awareness of the
the instruments or solutions.
Awareness of the term SCF
When asked “Are you familiar with the term Supply Chain Finance or Financial Supply Chain?”, the majority responded
that they are not familiar only few responded that they are familiar (see Figure 1).

Figure 1: Awareness of the term

Awareness of the SCF instruments
For testing the awareness of SCF instruments we provided the illustrative list of SCF instruments and asked the
respondents to rate on a scale of 1 to 5 where 1 being “Highly Unaware” and “Highly Aware”. Figure 2 shows the
consolidated outcome of this, and it can be seen that the SCF instruments being aware is 39% (i.e. Aware and Highly
aware) whereas the percentage of these SCF instruments being not aware are still higher (i.e. 55%).

Figure 2: SCF instrument awareness
Following the categorization of Caniato et al. (2016), we also group the instruments into ‘Traditional SCF
solutions' and ‘Innovative SCF solutions' (see Figure 3). It is clear from table 1 that SMEs are more aware of ‘Traditional
SCF solutions' than ‘Innovative SCF solutions'. We group Factoring, Reverse Factoring, Letter of Credit, Buyer Direct
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Financing and Trade Credit as ‘Traditional SCF solutions’. Whereas, Inventory financing, Dynamic Discounting, Trade
Receivables Electronic Discounting System (TReDS) and Vendor Managed Inventory (VMI) as ‘Innovative SCF
solutions’.
We test the significance of the difference in the awareness between traditional and innovative SCF solutions by
employing the non-parametric test in the form of Mann-Whitney U Test as the sample size is small. It does not depend on
the assumptions of distribution. It is one of the most commonly used and powerful non-parametric tests (Nachar, 2008).

Table 3: Mann-Whitney U Test for SCF awareness across traditional and innovative SCF solutions
Null Hypothesis
The distribution of SCF awareness is the same for traditional and innovative SCF
solutions

Prob.
0.00

The Mann-Whitney U Test shows that there is a significant difference in the distribution between the SMEs
awareness for traditional and innovative SCF solutions (see Table 3). Thus, it is clear that SMEs are more aware of the
traditional SCF solutions as compared to the innovative SCF solutions.
Further, we test whether the awareness of instruments vary depending on the age of the firm and turnover using
the Mann-Whitney U Test. We find that there is no significant difference in the awareness of SCF instruments in
aggregate based on age of the firm and turnover. We find similar results for the awareness of traditional and innovative
SCF instruments (see Appendix 2).
Figure 4 shows that the SMEs come to be aware of SCF mainly from Financial Institutions (26%), followed by Customer
initiatives (18%), Media (17%), Technology Service Providers (11%) and Associations/Chambers/Unions.
Adoption of SMEs
We measure adoption of SCF on a 5-point scale where 1 being ‘Never' and 5 being ‘Very Frequently'. Figure 5
shows the consolidated SCF instrument adoption amongst SMEs.
The percentage of various SCF instruments not being used is very high (56%) whereas
while the percentage usage of SCF instruments being used often is relatively low (29%).

Figure 5: SCF Adoption
We also group these SCF solutions into ‘Traditional SCF’ and ‘Innovative SCF’ solutions. We followed the
same grouping applied for awareness. We test whether there is a significant difference in the adoption of traditional and
innovative SCF solutions. Mann-Whitney U Test shows that there is significant difference in the distribution between
traditional and innovative SCF solutions adoption (see Table 6). Thus, it is clear that the adoption of traditional SCF
solutions is more as compared to the innovative SCF solutions.
Table 6: Mann-Whitney U Test for SCF adoption across traditional and innovative SCF solutions
Null Hypothesis
Prob.
The distribution of SCF adoption is the same for traditional and innovative SCF 0.00
solutions
Besides, we test whether the adoption of SCF significantly differ based on turnover and age of the firm using the
Mann-Whitney U Test. We find that there is no significant difference in the adoption of SCF based on turnover.
However, we find significant difference in the adoption of SCF in aggregate as well in the adoption of innovative SCF
based on age of the firm (see Appendix 4). We find younger firms are using more of innovative SCF as compared to the
older counterparts (see Appendix 5).
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Challenges to Supply Chain Finance Adoption

We also explore the challenges to the acceptance and use of SCF. Most critical challenge is ‘lack of knowledge
on cash flow and financial management’ followed by ‘lack of knowledge and information on SCF’, ‘Resistance to
change’, ‘lack of skilled manpower to handle SCF’, ‘unreliable and unpredictable cash flows’, and ‘lack of appropriate
technology to implement SCF’. Besides the challenges mentioned in the questionnaire, through discussions with the
respondents some other forces like ‘perceived risk’ and ‘lack of trust and integrity’ also emerge as the probable
impediments to SCF. Some of the respondents expressed that they consider non-conventional sources of working capital
to be of greater risk than what they already are using and hence they hesitate to use any new financing mode even though
those new instruments would have been more beneficial. Another finding from the interview is many respondents
expressed there is lack of integrity in the supply chain which generally leads to lack of trust, impedes effective
collaboration and thereby acts as a hindrance to SCF.
SUMMARY AND CONCLUSION
SCF has been touted to mitigate SMEs problems of financing, as it can be resilient to SMEs major problems
such as information asymmetry and lack of ability to offer collaterals. The need for SCF became even crucial after the
financial crisis of 2008.
We explore the awareness and the adoption of SCF by SMEs for financing their working capital requirements.
Besides, we also examine the challenges faced by SMEs to the potential and actual use of SCF in India. We find less
awareness and adoption of SCF in India. There is a difference in the awareness and adoption of traditional and innovation
SCF solutions.
We find significant difference in adoption of SCF on the basis of age of the firm. When we examine further, we
find that there is a significant difference in the adoption of innovative SCF solutions on the basis of age of the firm. We
observe younger firms use more of innovative SCF as compared to older ones.
SCF in India is not free from impediments to potential and actual adoption. Most critical challenges are ‘lack of
knowledge on cash flow and financial management’, ‘lack of knowledge and information on SCF’, ‘Resistance to
change’, and ‘lack of skilled manpower to handle SCF’.
These are the insights from the preliminary exploration of the state of SCF in India based on the pilot survey.
Though results may not be generalisable, it helps to shed some light on the state of Supply Chain Finance in India. Future
studies with larger sample size are needed to validate and offer a better understanding of the state of SCF in India.
APPENDIX
Appendix 2:
Mann Whitney U Test of Awareness of Instruments based on Turnover and Age of the firm
Null Hypothesis
Prob.
The distribution of SCF awareness in aggregate is the same across annual turnover of the 0.456
firm
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The distribution of Traditional SCF awareness is the same across annual turnover of the
firm

0.346

The distribution of Innovative SCF awareness is the same across annual turnover of the
firm
The distribution of SCF awareness in aggregate is the same across age of the firm
The distribution of Traditional SCF awareness is the same age of the firm
The distribution of Innovative SCF awareness is the same across age of the firm

0.740
0.676
0.709
0.153

Appendix 4: Mann Whitney U Test of Adoption of Instruments based on Turnover and Age of the firm
Null Hypothesis
Prob.
The distribution of SCF adoption in aggregate is the same across annual turnover of the 0.781
firm
The distribution of Traditional SCF adoption is the same across annual turnover of the
firm
The distribution of Innovative SCF adoption is the same across annual turnover of the firm
The distribution of SCF adoption in aggregate is the same across age of the firm

0.745

The distribution of Traditional SCF adoption is the same age of the firm
The distribution of Innovative SCF adoption is the same across age of the firm

0.108
0.015

0.575
0.049

REFERENCES:

Ali, Z., Gongbing, B., & Mehreen, A. 2018a. Does supply chain finance improve SMEs performance? The
moderating role of trade digitization. Business Process Management Journal.
Ali, Z., Gongbing, B., & Mehreen, A. 2018b. Predicting supply chain effectiveness through supply chain
finance: Evidence from small and medium enterprises. International Journal of Logistics
Management.
Allen, F., Chakrabarti, R., De, S., Qian, J.Q.J., and Qian, M. 2012. Financing firms in India. Journal of
Financial Intermediation, 21(3): 409-445.
Babich, V., & Kouvelis, P. 2018. Introduction to the special issue on research at the interface of finance,
operations, and risk management (iFORM): Recent contributions and future directions.
Basu, P., & Nair, S. K. 2012. Supply Chain Finance enabled early pay: unlocking trapped value in B2B
logistics. International Journal of Logistics Systems and Management, 12(3): 334-353.
Beck, T., & Demirguc-Kunt, A. 2006. Small and medium-size enterprises: Access to finance as a growth
constraint. Journal of Banking & finance, 30(11): 2931-2943.
Berger, A. N., & Udell, G. F. 2006. A more complete conceptual framework for SME finance. Journal of
Banking & Finance, 30(11): 2945-2966.
Bi, G., Fei, Y., Yuan, X., & Wang, D. 2018a. Joint operational and financial collaboration in a capitalconstrained supply chain under manufacturer collateral. Asia-Pacific Journal of Operational
Research, 35(03): 1850010.
Bi, G., Chen, P., & Fei, Y. 2018b. Optimal decisions and coordination strategy of a capital-constrained supply
chain under customer return and supplier subsidy. Journal of Modelling in Management, 13(2): 278301.
Budin, M., & Eapen, A. T. 1970. Cash Generation in Business Operations: Some Simulation Models. The
Journal of Finance, 25(5): 1091-1107.
Caniato, F., Gelsomino, L. M., Perego, A., & Ronchi, S. 2016. Does finance solve the supply chain financing
problem?. Supply Chain Management: An International Journal, 21(5), 534-549.
Chen, C., & Kieschnick, R. 2018. Bank credit and corporate working capital management. Journal of
Corporate Finance, 48, 579-596.
22

Dello Iacono, U., Reindorp, M., & Dellaert, N. 2015. Market adoption of reverse factoring. International
Journal of Physical Distribution & Logistics Management, 45(3): 286-308.
de Goeij, C. A., Onstein, A. T., & Steeman, M. A. 2016. Impediments to the adoption of reverse factoring for
logistics service providers. In H. Zijm, M. Klumpp, U. Clausen, & M.T. Hompel (Ed.) Logistics and
supply chain innovation: 261-277.Switzerland: Springer, Cham.
Gao, G. X., Fan, Z. P., Fang, X., & Lim, Y. F. 2018. Optimal Stackelberg strategies for financing a supply
chain through online peer-to-peer lending. European Journal of Operational Research, 267(2): 585597.
Global Supply Chain Finance Forum. n.d. In Brief Standard Definition. Global Supply Chain
Forum.http://supplychainfinanceforum.org/. Accessed 10 April 2019.
Government of India. 2018. Agenda Papers for 16th Meeting of National Board for Micro, Small & Medium
Enterprises. New Delhi: Government of India.
Grüter, R., & Wuttke, D. A. 2017. Option matters: valuing reverse factoring. International journal of
production research, 55(22): 6608-6623.
Haley, C. W., & Higgins, R. C. 1973. Inventory policy and trade credit financing. Management Science, 20(4part-i): 464-471.
Hill, R. 1998. What sample size is “enough” in internet survey research. Interpersonal Computing and
Technology: An electronic journal for the 21st century, 6(3-4): 1-10
Hofmann, E., & Kotzab, H. 2010. A supply chain‐oriented approach of working capital management. Journal
of business Logistics, 31(2): 305-330.
Indian Brand Equity Foundation. 2019. Information About Maharashtra: Industries, Exports, Economy &
Infrastructure Growth. https://www.ibef.org/states/maharashtra.aspx. Accessed 30th May 2019.
Isaac, S., & Michael, W. B. 1995. Handbook in research and evaluation: A collection of principles, methods,
and strategies useful in the planning, design, and evaluation of studies in education and the
behavioral sciences. Edits publishers.
Jiang, J., Jin, Y., & Dong, C. Y. 2016. Research on the e-business logistics service mode based on branch
storage and warehouse financing. International Journal of Services Technology and
Management, 22(3-5): 203-217.
Kumar, S., & Rao, P. 2016. Financing patterns of SMEs in India during 2006 to 2013–an empirical
analysis. Journal of Small Business & Entrepreneurship, 28(2): 97-131.
Lamoureux, J. F., & Evans, T. A. 2011. Supply chain finance: a new means to support the competitiveness
and resilience of global value chains.
Lekkakos, S. D., & Serrano, A. 2016. Supply chain finance for small and medium sized enterprises: the case
of reverse factoring. International Journal of Physical Distribution & Logistics Management, 46(4):
367-392.
Liebl, J., Hartmann, E., & Feisel, E. 2016. Reverse factoring in the supply chain: objectives, antecedents and
implementation barriers. International Journal of Physical Distribution & Logistics
Management, 46(4): 393-413.
Luo, Y., Chen, Z. Y., & Chen, C. X. 2015. Robust optimization in warehouse space allocation of pledges in
supply chain financing. Advances in Transportation Studies.
Marak, Z., & Pillai, D. 2019. Factors, Outcome, and the Solutions of Supply Chain Finance: Review and the
Future Directions. Journal of Risk and Financial Management, 12(1): 3.
Martin,

J. 2017. Suppliers' participation in supply chain finance practices: predictors
outcomes. International Journal of Integrated Supply Management, 11(2-3): 193-216

and

More, D., & Basu, P. 2013. Challenges of supply chain finance: A detailed study and a hierarchical model
based on the experiences of an Indian firm. Business Process Management Journal, 19(4): 624-647.
23

Moritz, A., Block, J. H., & Heinz, A. 2016. Financing patterns of European SMEs–an empirical
taxonomy. Venture Capital, 18(2): 115-148.
Nachar, N. 2008. The Mann-Whitney U: A test for assessing whether two independent samples come from the
same distribution. Tutorials in quantitative Methods for Psychology, 4(1): 13-20.
Nardo, M., Tarantola, S., Saltelli, A., Andropoulos, C., Buescher, R., Karageorgos, G., & Noel, F. 2004. The
e-business readiness composite indicator for 2003: a pilot study.
Padachi, K., Howorth, C., & Narasimhan, M. S. 2012. Working Capital Financing Preferences: The Case of
Mauritian Manufacturing Small and Medium Enterprises (SMEs). Asian Academy of Management
Journal of Accounting & Finance, 8(1).
Pfohl, H. C., & Gomm, M. 2009. Supply chain finance: optimizing financial flows in supply chains. Logistics
research, 1(3-4): 149-161.
Popa, V. 2013. The financial supply chain management: a new solution for supply chain resilience. Amfiteatru
Economic Journal, 15(33): 140-153.
Silvestro, R., & Lustrato, P. 2014. Integrating financial and physical supply chains: the role of banks in
enabling supply chain integration. International journal of operations & production
management, 34(3): 298-324.
Suayb Gundogdu, A. 2010. Islamic structured trade finance: a case of cotton production in West
Africa. International Journal of Islamic and Middle Eastern Finance and Management, 3(1): 20-35.
Tang, C. S., Yang, S. A., & Wu, J. 2017. Sourcing from suppliers with financial constraints and performance
risk. Manufacturing & Service Operations Management, 20(1): 70-84.
Tsai, C. H., & Kuan-Jung, Peng. 2017. The FinTech Revolution and Financial Regulation: The Case of Online
Supply-Chain Financing. Asian Journal of Law and Society, 4(1): 109-132.
Udhyog

Aadhaar. (n.d.). Enterprises with Udyog Aadhaar Number. Udhyog Aadhaar.
https://udyogaadhaar.gov.in/UA/Reports/DistrictBasedReport_R3.aspx.Accessed 12th February 2019.

Wang, Y. 2016. What are the biggest obstacles to growth of SMEs in developing countries?–An empirical
evidence from an enterprise survey. Borsa Istanbul Review, 16(3): 167-176.
Winborg, J. 2000. Financing Small Businesses-Developing our Understanding of Financial Bootstrapping
Behavior. Lund University.
Wuttke, D. A., Blome, C., & Henke, M. 2013a. Focusing the financial flow of supply chains: An empirical
investigation of financial supply chain management. International journal of production
economics, 145(2): 773-789.
Wuttke, D. A., Blome, C., Foerstl, K., & Henke, M. 2013b. Managing the innovation adoption of supply chain
finance—Empirical evidence from six European case studies. Journal of Business
Logistics, 34(2):148-166.
Wuttke, D. A., Rosenzweig, E. D., & Heese, H. S. 2019. An empirical analysis of supply chain finance
adoption. Journal of Operations Management, 65(3): 242-261.
Xiao, Y., & Zhang, J. 2018. Preselling to a retailer with cash flow shortage on the manufacturer. Omega, 80:
43-57.
Xu, X., Chen, X., Jia, F., Brown, S., Gong, Y., & Xu, Y. 2018. Supply chain finance: A systematic literature
review and bibliometric analysis. International Journal of Production Economics, 204: 160-173
Yan, N., Liu, C., Liu, Y., & Sun, B. 2017. Effects of risk aversion and decision preference on equilibriums in
supply chain finance incorporating bank credit with credit guarantee. Applied Stochastic Models in
Business and Industry, 33(6): 602-625.
Yu, H., & Ma, Y. L. 2015. The supply chain finance model-based on the order-to-factoring mode. Systems
Engineering-Theory &: Practice, 35(7): 1733-1743.
24

Yuan, S. T. (2007). The TradeCard Financial Supply Chain Solution. Journal of Cases on Information
Technology (JCIT), 3(1): 48-70.

25

Do India’s “Best Companies to Work For” Really Worth For? An
Entrepreneurial Perspective
Sunayana
Assistant Professor
Centre for Management Studies
Jamia Millia Islamia
New Delhi
India
Email: k.sunyana@yahoo.com
Rakhshanda Parveen
Ph.D., Student
Centre for Management Studies
Jamia Millia Islamia
New Delhi
India
Email: rakhshanda_93@outlook.com
Abstract: Every year, ‘Great place to Work’ Institute conducts a survey to produce a list of top
companies in India to work for, based on their workplace culture. Intrapreneurship, on the other
hand, is described as entrepreneurship within an organization. To inculcate the entrepreneurial
disposition among the employees, there should be a culture stimulating innovation and self-renewal.
In 2018, ‘Great place to Work’ (in collaboration with Economic Times) has recognized 100 Indian
companies across 20 sectors, which have a favourable and enhancing workplace culture for their
employees. Taking this list further, the authors will evaluate the factors or enablers of entrepreneurial
behaviour amongst the employees. To test the hypotheses between the variables, SEM will be used.
The results of this study will help the companies to vitalize the culture of intrapreneurship which
would lead to innovation, new business venturing and ultimately improves organizational
performance.
Keyword: Innovation, Intrapreneurship, Workplace culture
INTRODUCTION
The current utopian corporate world has created an inescapable need for a continuous stream of
feedback and therefore, a necessity to constantly upgrade the requirements of the business according
to its environment and customers. The up-surging business uncertainties have obligated the
organization to proact and innovate to subsist with the competitive environment. This sine qua non
can be fulfilled by the employees behaving like an entrepreneur, to innovate, exploit new market
opportunities, create new businesses and innovative products (Antoncic & Hisrich, 2001).
Intrapreneurship, broadly defined as entrepreneurship within an organization (Menzel, Krauss, Ulijn,
& Weggeman, 2006), requires lots of contributing factors to prosper. Intrapreneurship is a
multidimensional construct (Felicio, Rodrigues & Caldeirinha, 2012) that coexist with various
factors signifying its enablers. Hence, this study will examine the dimensions of intrapreneurial
behaviour of the employees and investigate various factors that will contribute towards it. Samples
were extracted from ‘Great place to work’ institute’s list of India’s best companies to work for2018. 100 Indian companies were identified from across 20 sectors. To explore the relationship
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between intrapreneurship construct and various factors, hypotheses will be tested. The projected
results of this study are furnished at the end.
LITERATURE REVIEW
Concept of Intrapreneurship
A few researches have been carried out to evaluate the concept of intrapreneurship. A comprehensive
definition is given by Petra, Marjolein, Bart and Jeroen (2018): ‘Intrapreneurship is a process
whereby employee(s) recognize and exploit opportunities by being innovative, proactive and by
taking risks, in order for the organization to create new products, processes and services, initiate
self-renewal or venture new businesses to enhance the competitiveness and performance of the
organization.’
Heinonen and Korvela (2003) have discussed the concept of intrapreneurship on the basis of its
prerequisites and outcomes. They proposed a model to be applied in different organizations context.
Antoncic and Hisrich (2001) on the other hand, validated the concept cross-culturally by taking the
sample from Slovenia and U.S. Various scales were adopted to examine the results. Some authors
have also measured the effect of intrapreneurship on performance (Zahra, 1991; Wiklund &
Shepherd, 2003). Felicio, Rodrigues and Caldeirinha (2012) have explored this relationship and
stated that organizational performance can be categorized into three, namely financial performance,
productivity of the companies and growth and improvement of the company.
Intrapreneurship is often used interchangeably with the term ‘corporate entrepreneurship’. While the
latter deals with top-down approach through initiatives throughout the organization, intrapreneurship
is a bottom-up approach that is initiated through a proactive employee. However, some authors have
defined the key characteristics to explain the concept of intrapreneurship. Bosmaa, Stama, and
Wennekers (2010) defined intrapreneurial employee through actin g on new initiatives, overcoming
internal resistance in developing new activities, personal risk-taking and developing new products
and services. Another perspective of intrapreneurial activities is explained by the entrepreneurial
orientation dimensions developed by Dess and Lumpkin (2005). The dimensions are: autonomy,
innovativeness, proactiveness, competitive aggressiveness and risk-taking.
Enablers of Intrapreneurial Behaviour
The intrapreneurial behaviour profoundly depends upon the workplace culture within which an
employee gets to innovate and proact. This culture is made up of factors both internal as well as
external to the organization.
Organizational Characteristics: The environment within the organization can either promote or
impede the intrapreneurial activities. Communication plays a major role in sharing of innovative
ideas and a means of good information flow within the organization (Pinchot, 1985). Likewise,
formal controls and management support helps encourages employees in undertaking initiatives
through flexibility and venturing activities (Macmillan, 1986; Sebora, Theerapatvong & Lee, 2010).
Literatures have also focused on the importance of rewards, training and other resources available to
the employees as they are the predictors of job satisfaction and will eventually increase employee
commitment (Van Wyk & Adonisi. 2008). These factors are expected to enable the intrapreneurial
behaviour amongst the employees.
Hypothesis 1. Organizational characteristics (communication, formal controls, management support,
resources and rewards) positively affect the intrapreneurial behaviour amongst employees.
Environmental Characteristics: The external environment is also an important antecedent for the
growth of intrapreneurial activities (Miller, 1983; Covin & Slevin, 1991). While some of the factors
are favourable to the organization, others might be viewed as unfavourable conditions. Dynamism
and technological opportunities define the changes and uncertainties in the industry. These factors
can be advantageous if tackled with an intrapreneurial insights (Zahra, 1991; Khandwalla, 1987).
Innovation and new product creation are also depended on the industry growth and the demand for
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the new products (Zahra, 1993). This will help in proactiveness and creative thinking among the
employees. These theories led to formation of our second hypothesis.
Hypothesis 2. Environmental characteristics (dynamism, technological opportunities, perceived
industry growth, demand for new products and competitive rivalry) positively affects the
intrapreneurial behaviour amongst employees.
The relationship between the variables and the hypotheses is presented in the model below (Figure.
1).
Environmental Factors
• Dynamism
• Technological
opportunities
• Perceived industry
growth
Organizational
H2
• Demand for Factors
new
products
•• Communication
Competitive rivalry
• Formal controls
• Management support
• Resources
• Rewards METHODOLOGY
RESEARCH

H1

Intrapreneurial
Behaviour
•
•
•
•
•

Innovativeness
Proactiveness
Risk-Taking
Self-renewal
New business
Figure 1. Proposed model for Intrapreneurial
Behaviour
venturing

This section will deal with the sample size, data collection and analysis to be used.
Sample Size/ Data Collection
The sample for this study was taken from the ‘Great Place to Work’ list of India’s best companies to
work for. 100 companies were identified and contacted. The list includes the companies from across
20 sectors. Every organization that has participated has more than 500 employees. For the purpose of
data collection, a well-structured questionnaire was mailed to the employees of the listed companies.
The data collection is in progress and 46 responses are collected so far. Due to the small size of
sample, descriptive statistics will be used to explain the variables and their mean importance.
Measurement Instrument
The items used to measure the environmental factors were adopted from Antoncic and Hisrich
(2001), who have refined the scales developed by Zahra (1991) and Miller and Friesen (1982). The
items in organizational factors and individual factors were adopted from Zahra (1993), GarciaMorales, Bolivar-Ramos, and Martin-Rojas (2014) and Marvel, Griffin, Hebda and Vojak (2007).
Finally, the intrapreneurship scale was adopted from Zahra (1993), Amo (2006) and Wang, Ellinger
and Wu (2013).
Data Analysis
To test the hypotheses and relationship between observed and latent variables, confirmatory factor
analysis will be used. The analysis will be based on structural equation modelling, which will be
carried out through AMOS (analysis of moment structures). Measurement model will be developed
and estimated. The indexes like CFI, NFI, NNFI, RMSEA will be used to test the model fit. As was
mentioned earlier, we are dealing with a small part of our data, hence descriptive statistics will be
used through SPSS software package. The next section deals with the findings of the analysis.
FINDINGS
The findings of the study are presented in the subsequent sections below:
Reliability Analysis
Table 1. presents the number of items in each construct and their reliability. Cronbach’s Alpha
coefficient was used to measure the reliability of the measurement instrument. An alpha value of
0.70 and greater is considered acceptable (Cortina, 1993). However too high values may even
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indicate redundancy in the items (Streiner, 2003). The alpha value of the whole instrument is 0.890
which is a good acceptable value. Individual values are given below:
Table 1. Reliability analysis of the items
Measurement instrument
Number of items
Organizational characteristics
5
Environmental characteristics
5
Intrapreneurial behaviour
5

Cronbach’s alpha (ɑ)
0.712
0.794
0.838

Socio-Demographic Characteristics
Table 2 presents the profile of the respondents. The result indicates that out of 46 total respondents,
28 were male, reflecting 60.9% of respondents. Most of the respondents belong to the age group of
21-30 and 31-40 equally, i.e. 43.5 %. This presents the fact that the sample is a good presentation of
employees who are young and enthusiastic as well as a comparatively experienced age group. A
good number of respondents (37%) have an experience of 1-5 years in the industry, followed by
those who have 6-10 years of experience, representing 30.4% of the sample. When we talk about the
duration of the managerial position of the respondents, majority of them (20) have 1-5 years of
experience, reflecting 43.5%, followed by 41.3% of respondents being 6-10 years in a managerial
position.
Table 2. Socio-demographic characteristics of the respondents
Variables
Numbers
Gender:
Male
28
Female
18
Age:
20 & less
1
21-30
20
31-40
20
41-50
4
51 & above
1
Years of
1-5
17
experience: 6-10
14
11-15
12
16 & above
3
Years in
1-5
20
Managerial 6-10
19
position:
11-15
7

Percentage (%)
60.9
39.1
2.2
43.5
43.5
8.7
2.2
37.0
30.4
26.1
6.5
43.5
41.3
15.2

Descriptive Statistics
The items of the instruments were analysed to study about the factors that are important for the
respondents in order to have a culture of intrapreneurial behaviour. The result of the analysis is given
in the Table 3. From the mean values of the item, no concrete interpretation can be made because all
the values lie around the average of the scale. The Likert-scale ranked the responses for organization
characteristics and intrapreneurial behaviour as 1=strongly disagree to 5=strongly disagree. The
items of the environment characteristics were ranked as 1=very untrue to 5=very true. From the
resulting values, it can be presumed that communication between the middle managers, senior
managers and employees is the most important organizational factor, followed by the resources
available to the employees. This is in accordance with Pinchot (1985) who described open
communication as an important element of innovation in the organization. Zahra (1991) has also
stated that to have an intrapreneurial initiatives in the corporations, the amount and quality of the
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communication holds a major role. Reward is yet another factor that have an influential role on the
employees. It increases their willingness to undertake innovative ventures (Monsen, Patzelt &
Saxton, 2010). Rewards and reinforcements should be result and objective-based.
Evaluating the environmental factors, we found out that demand for new products is the most
important factor for the respondents to innovate and develop new products and services. Zahra
(1993) described it as a demand-pull that is important to foster intrapreneurship. The
increasing/decreasing conditions of the environment is often combat through an entrepreneurial
posture (Khandwalla, 1987)
The intrapreneurial behaviour amongst employees seems to have almost equally defined by its five
items, but predominantly explained by the risk-taking ability of the employees. Risk-taking has been
contemplated by Mintzberg (1973) as a constituent of entrepreneurial mode of a leader. Another
important element are proactiveness and innovativeness. Proactive firms take risks and exploit
opportunities in the environment. Rather than following their competitors, they pave their own paths
through innovative ideas, new product development, and through technological advancements
(Knight, 1997; Lumpkin & Dess, 1996).
Table 3. Descriptive statistical summary of the variables
Variables

Mean rating of
importance

Organizational Characteristics
Communication
Formal controls
Management support
Resources
Rewards
Environment Characteristics
Dynamism
Technological opportunities
Perceived industry growth
Demand for new products
Competitive rivalry
Intrapreneurial Behaviour
Innovativeness
Proactiveness
Risk-taking
Self-renewal
Business venturing

3.96
3.76
3.79
3.81
3.87
3.64
3.64
3.72
3.79
3.62
3.80
3.80
3.85
3.77
3.73

DISCUSSION AND CONCLUSION
The concept of intrapreneurship does not exist in isolation, rather it is an interlinked process which is
coexist within the organization and is affected by its environment and various other aspects as
mentioned above. So, to enhance the intrapreneurial behaviour within the organization, the managers
have to realise the pivotal role played by factors like environment, organizational settings and
management support activities. From the analysis of the data, various important factors like open
communication, rewards and demand for new products have been identified. They believed to have a
substantial impact on the intrapreneurial behaviour amongst the employees and to create a culture
that fosters intrapreneurial activities.
The significance of this study is two-fold. First, the results attained from the companies already
known for its workplace culture will help in testing the factors relevant for intrapreneurial behaviour.
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It will guide other companies that are striving to create an environment of innovation and creativethinking in their organization. The results will also be valuable to the SMEs who are constantly in the
process of new business venturing and market expansion.
Second, through the confirmatory factor analysis, the factors that holds more weightage
comparatively would be identified. This will help in focusing to the relevant factors and even
directing firm’s resources, be it money or time, towards it. The study has a limitation of data
analysed at this stage. So, with a larger sample of data, conclusive results can be analysed and
interpreted. It will also help in testing the hypotheses and relationship between the dependent and
independent variables.
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I. INTRODUCTION:
Under ever changing global business environment, over capitalization or under capitalization
of the firms, may need for financial restructuring with a view to ensure optimum utilization of
shareholders’ fund, to keep its value high. Stock re-purchase is a way for corporations to return
surplus cash to shareholders without increasing periodical dividend payouts. In effect, it is an
investment by the company in its own stock. It enables the companies to go back to its shareholders
and offer to purchase from them the shares they hold.
Buy-back of shares is a process of Buying - back certain percentage of own shares by a
company from existing shareholders, that reduces the number of equity shares outstanding in floating
secondary market. It is used as an alternative method to distribute cash dividend. Under the Share
Buy-back Offer, a company distributes its surplus cash accumulated, lying idle, among the
shareholders, normally on a premium, as sweetener.
The choice of investing in own shares via Buy-back option; depend on the cash availability
and financial health of the company. If a company’s stock is perceived to be under-valued, but has
large cash reserve and not finding a profitable alternative to further invest in, Buy-back of shares
enables it to pay- off cash.
II. LITERATURE REVIEW:
Several empirical studies on the subject found that Buy-back announcements have made
significant positive impact on market reaction to stocks prices. Farooq (2016); Gupta (2016); Danda
& Kaur (2016); Ramana & Harikrishna (2014); Nohel & Tahran (1989). Where in, few studies
witnessed insignificant impact on market reaction to Buy-back announcement. Chatterjee &
Mukherjee (2015) and Hyderabad (2009). On review of studies as under, impact of Buy-back on
stock prices, vary in respective findings:In USA, there is lower announcement return in case of Open market repurchase than tender
offer as share repurchase, over a period of time. Accelerated Share repurchase did not signal share
undervaluation, (Michel et.al., 2010). Share Buy-back activity had experiences of an upward
structural shift after adoption of Share Buy-back, (Grullon and Michley, 2004). Evans and Evans
(2001) found that repurchasing firms failed to significantly improve return in the post announcement
period. Chazi et. al. (2018) found that in USA, frequent repurchases by an individual firm witnessed
upward trend with some periodical fluctuations.
Punwasi and Brijlal (2016) found in UK Buy-back offers, positive abnormal return in
association with announcement. Stock buy-backs create a sugar high for the corporations. It boosts
prices in the short run, but the real way to boost the value of a corporation is to invest in the future,
Edmans, 2017. In Sweden, Repurchase announcements by infrequent repurchases have been greeted
more favorably than repurchase announcements by frequent repurchases. Infrequent repurchases who
actually repurchased their shares following the repurchase announcement experienced significantly
better stock price performance following announcements of repurchase programs than frequent
repurchases, (Ridder & Rasbrant, 2014).
In China, Stock repurchase announcement has made a positive market effect in entire event
window that released as positive signal to investors, (Gan et.al. 2017). On empirically examining the
stock price behavior in Japan, found significant positive increase in response to the announcement.
This analysis supported undervaluation as the motive of stock repurchases, (Hatakeda & Isagava,
2004).
Indian offers on Buy-back witnessed a positive impact on stock returns. Study found that
Abnormal Return and Cumulative Abnormal Return were positive on event day and statistically
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insignificant at 5% level. Also observed that after announcement, there has been a negative impact
on stock price returns, (Danda & Kaur, 2016). Pradhan and Kashilingam (2016) found positive stock
return in long term as well as short run. Paired sample t-test found that, share prices were influenced
by the announcement where ANNOVA prove that, announcement could not make any remarkable
impact on share price of the companies. Sarin (2013) concluded that positive effect was more
common than negative effect but it could not say that positive impact of share Buy-back have been
an universal fact. Ishwar and Crippa (2012) found AR been negative for 17 days and positive for 13
days before announcement, wherein, after announcement of Buy-back, 29 days negative and only 2
days’ positive abnormal return. Chakrobarty (2008) concluded that, full impact of corporate
announcements could extend over several years.
III. OBJECTIVE:
Financial Year 2017-18 has seen recorded number of Buy-back offers (59) from cash rich
Indian companies of Rs 533.07 billion. Indian IT Companies made 88.9% of contribution for Rs
473.60 billion. Tata Consultancy Services (TCS), highest market capitalization IT Company listed on
BSE India, announced largest Buy-back offer Rs. 160 billion followed up with Infosys Indian Ltd
Rs. 130 billion.
Two Research Objectives are laid out to, in the context of analyzing Buy – back Offers of Two
Indian IT Companies TCS and Infosys, both the listed shares on BSE , India :1.
2.

Gauging and determining the pattern of ‘ Premium on Buy-back Offer Price’ on Shares and
Investors’ response there upon; and
Analyzing the pattern of share market price behavior of TCS and Infosys in four durations (i)
Pre- Buy-back announcement(ii) Post Buy-back announcement (iii) During Buy-back and
(iv) Post Buy-back.

IV. RESEARCH METHODOLOGY:
Relevant data from secondary sources has been collected for exploratory and empirical
analysis from Letter of Offer of Companies, BSE Share Price(s) of TCS and Infosys, CMIE database,
journals etc. Comparative study of mean share price and Histogram are drawn to process and analyze
the available data to reach at logical findings, interpretation and conclusion.

V. BUY-BACK OFFERS OF TCS AND INFOSYS:
5.1 Tata Consultancy Services (TCS):
Board of Directors of TCS in its meeting held on April 17, 2017 approved a proposal to Buyback of Shares, announced on April 19, 2017.
The Buy-back Offer of TCS included few of the ingredients mentioned as under, that repurchase of own shares carried out: i.
ii.
iii.
iv.
v.
vi.

For up to 5, 61, 40,351 Equity Shares with a nominal price of Re One each, fully paid;
From all existing shareholders / beneficial owners of Equity Shares of the Company ;
For an aggregate amount not exceeding Rs 160 billion;
As on Record Date (May 08, 2017), on a proportionate basis;
Via the ‘Tender Offer’ process;
At a price of Rs. 2850 (Rupees two thousand eight hundred and fifty only) per Equity
Share.
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The Registrar to the Offer considered 1, 20,421 valid applications for 12, 47, 49,486 Equity
Shares in response to the Buy-back by TCS, resulting in the receipt of subscriptions up to 2.22
times (app.).
5.2 5.2. Infosys Limited:
Board of Directors of Infosys in its meeting held on August 16, 2017 approved a proposal to
Buy-back own Shares, announced on August 19, 2017.
The Buy-back Offer of Infosys included few of the ingredients mentioned as under, that repurchase of own shares carried out: i.
ii.
iii.
iv.
v.
vi.

For up to 11, 30,43,478 fully paid-up Equity Shares of face value Rs. 5 each
From all the existing shareholders / beneficial owners of Equity Shares of the Company
For an aggregate amount not exceeding Rs 130 billion;
As on Record Date (November 1, 2017), on a proportionate basis,
Via the ‘Tender Offer’ process,
At a price of Rs. 1150 per Equity Share.”

The Registrar to the Offer considered 14,36,046 valid applications for 56,50,95,837 Equity
Shares to be bought back, in response to the Buy-back by Infosys resulting in the receipt of the
subscriptions up to 4.99 times (app.).
VI. ANALYSIS AND FINDINGS:
Table 1: Comparative analysis of Mean Share Price of INFOSYS and TCS

Tata Consultancy Services
Trading
10:

days

Trading days
10:

Trading days Trading days
10:
10:

March 31 - April 17,
2017)

(April 19- May 3,
2017).

(May 18
2017).

(b)
Rs 2309.5

(c)
Rs 2551.52

(a)
Rs 2395.89

-31,

(June 1 -14,
2017).

(d)
Rs2547.03

Offer Price: Rs. 2850/-

(b-a)/a (c-b)/b
*100
*100

(d-c)/c (d-a)/a*
*100 100

(e)
-3.60 %

(g)
-0.17 %

(f)
10.47 %

(h)
6.30 %

% Change of mean share price and Offer Price [(Mean price-Offer price/Offer price)* 100]
-15.9

-18.9

-10.4

-10.6
Infosys India Limited

Pre Pre Buy-back
mean Price,
D

Trading days
11: Aug 3-18,
2017)

Post
Announcemen
t mean Price
Trading
days11: (Aug
19- Sept 5,
2017).

Offer Price: Rs. 1150/-

During Buyback
mean
Price

Post
back
Price

Buymean

(b-a)/a
*100

(c-b)/b
*100

(d-c)/c
*100

Trading
Days
11:
(Dec 15 Jan 2, 2018).
(d)

(e)

(f)

(g)

(h)

Rs1026.6

-6.99 %

9.35%

3.36%

5.13%

(a)

(b)

Trading
days11: (Nov
30 - Dec 14,
2017).
(c)

Rs 976.53

Rs 908.25

Rs 993.24

(d-a)/a*
100

% Change of mean share price and Offer Price [(Mean price-Offer price/Offer price)* 100]
-15.0
-21.02
-13.6
-10.7
Source:-Compilation from BSE Share price around Buy-back event

On comparing the Mean Share Price Behaviour of TCS and Infosys, found that:37

I) Between March 31 to June 1, 2017 of TCS and August 3 to January 2, 2017 of Infosys, Price
behavior(s) of the TWO have been divided into four durations: Pre- Buy-back
announcement, Post- Buy-back announcement, during Buy-back and Post Buy-back,
trading days of 10 days and 11 days respectively;
II) Pre-Buy-back announcement(s) mean share price of TCS was 15.9% less than Buy-back
Offer price of Rs. 2850, and Infosys also, very close to 15% less than the Offer price of
Rs. 1150. That , both the Companies offered a premium in a close range of 15-15.9% on
Pre- Offer mean market price of respective shares;
III) Post-Buy-back Announcement mean share market price of TCS was 18.9% less than the
Offer price Rs. 2850, and of Infosys, 21.02% less than the Offer price Rs. 1150, again in
a close range of each other;
IV) During Buy-back Offer, mean share market price of TCS was 10.4% less than the Offer price
Rs. 2850, whereas of Infosys, 13.6% less than the Offer price Rs. 1150. That to, Infosys
suffered with a lower price discovery ratio than TCS, during the period, where as the
premium on Offer price(s) were in the similar range of 15-15.9%. TCS attracted only 2.22
times Offer applications to Buy-back whereas, Infosys received much more 4.99 times on
suffering with a deeper discount;
V) Post-Buy-back mean market share price of TCS was 10.6% less than the Offer price Rs.
2850, and Infosys also very close, 10.7% less than the Offer price Rs. 1150. That, both
the Companies stayed in identical range of market response to Post- Buy-back pricing
behaviour.
Summarily:
The Premium offered on Pre-Buy-back mean price(s) of both the companies TCS and Infosys
followed similar path of attracting existing shareholders with a premium offered in a rage of 1515.9%. Infosys suffered deeper discount during offer period than TCS that led to influence existing
shareholders to subscribe larger than TCS.
On the close of Buy-back Offer, two Offerers commanded identical price range of discount
on Offer price on TCS Share 10.6% and Infosys 10.7%. In both the cases, shareholders should have
been satisfied, that in entire exercise of Buy-back(s) they generated identical value(s) on
disinvestment(s).
On drawing the correlation ship matrix between TCS to Infosys and Infosys to TCS Offers,
share(s) prices were found to be in high degree(s) of correlation ship in all four durations: 0.90 and
0.90 each.
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VII. HISTOGRAM ANALYSIS

7.1 Pre-Buy-back Announcement Share Price
Pre-Buy-back Announcement Share Price of TCS [Graph
1 (a)]

Analysis: In above graph 1 (a): Pre Buy-back
market share price of TCS listed on BSE, the
horizontal axis represents share price interval
with the range between >Rs2100 and <
Rs2600; the vertical-axis represents frequency
of share price stood on the number of days
(shown within Bar). Frequency on vertical
axis represents one closing price(s) of each 71
days in pre Buy-back duration i.e. aggregate
numbers of frequency have been 71. Area of
rectangular Bar represents the frequency
associated with the corresponding interval of
prevailing price(s).
Pre Buy-back TCS highest share price
reached to Rs 2566, and highest frequency
(14), range of share price were Rs 2400-2433.
Mean share price of 71 days Pre Buy-back
period was Rs 2390.10.
Range of price with varied frequency (s), are
found to be lower than ultimate Offer Buyback price of Rs 2850 announced, indicating
that premium offer on Buy-back of share to
71 days mean price Rs 2390.10 commanded a
premium of 19.24%.
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Pre-Buy-back Announcement Share Price of
Infosys [Graph 1 (b)]

Analysis: In above graph 1 (b): Pre Buyback market share price of Infosys listed
on BSE, the horizontal axis represents
share price interval with the range
between >Rs900 and < Rs1100; the
vertical-axis represents frequency of
share price stood on the number of days
(shown within Bar). Frequency on
vertical axis represents one closing
price(s) of each 91 days in pre Buy-back
duration i.e. aggregate number of
frequency been 91. Area of rectangular
Bar represents frequency associated with
the corresponding interval of prevailing
price(s).
Out of 91 frequency(s) recorded,
42 frequency(s) indicate that closing
share price reached within the range of
Rs 1020 to Rs1060. Highest frequency
(15 days) stood in the range of Rs 10301040 and highest price in the range of Rs
1080-1090 shown on frequency of 4
days.
Range of price with varied frequency
(s), are found to be lower than ultimate
Offer Buy-back price of Rs 1150

announced, indicating that Buy-back of
Shares to 91 days mean price Rs 1015.06
commanded a premium of 13.3%.

Summarily, the market was reinventing itself in a narrow price band for Infosys than
TCS. It might have helped Infosys to gauge intent of the market behavior, before hand in
determining a Premium Offer Price for Buy-back of Shares Price at Rs 1150, so as to reward the
existing loyal shareholders to bid for, in a larger number i.e. 4.99 times.

7.2. Post-Buy-back Announcement Share Price
Post-Buy-back Announcement Share Price of
TCS [Graph 2 (a)]

Analysis: In graph 2 (a) ,horizontal axis
represents post Buy-back closing share price
of TCS listed on BSE, with price interval
within the range between >Rs2200 and < Rs
2700; the vertical-axis represents frequency
of share price stood on the number of days
(shown within Bar). Frequency on vertical
axis represents one closing price(s) of each
71 days in post Buy-back duration i.e.
aggregate number of frequency(s) to be 71.
Area of rectangular Bar represents the
frequency associated with the corresponding
interval of prevailing price(s).
Post Buy-back TCS highest share price
reached at Rs 2700 with highest frequency
14, keeping range of share price Rs 23662400. Mean share price of 71 days Post Buy40

Post-Buy-back Announcement Share Price
of Infosys [Graph 2 (b)]

Analysis: In graph 2 (b) , horizontal axis
represents post Buy-back closing share price
of Infosys listed on BSE, with price interval
within the range between >Rs1000 and <
Rs1290;
the
vertical-axis
represents
frequency of share price stood on the
number of days (shown within Bar).
Frequency on vertical axis represents one
closing price(s) of each 91 days in post Buyback duration i.e. aggregate number of
frequency(s) to be 91.
Area of rectangular Bar represents the
frequency associated with the corresponding
interval of prevailing price(s).
Post Buy-back Infosys share price has
been in the range of Rs 1200-1217, that
witnessed highest frequency (19 days);

back period is found to be Rs 2432.80.
That, post Buy-back share price range of Rs
2366-2400 had witnessed highest frequency
(14 days); followed up with Rs 23002333(11 days); Rs 2433-2466 (8 days),
respectively. The range of price with varied
frequency (s), are found to be lower than
ultimate Offer Buy-back price of Rs 2850
announced, indicating the fact that Buy-back
of share to 71 days mean price between Rs
2432.80 commanded a premium of 17.14%.

second Rs 1167-1183(17 days); third Rs
1183-1200 (13 days) and fourth in second
slot Rs 1233-1250 (7 day).
That, 56/91 (61.5 %) frequency(s) were in
the narrow share price range of Rs 1160 to
Rs 1250
out of Rs 1000 to Rs 1290
(29.4%), form a cluster. Frequency of 61.5%
of days concentrated more in a narrow range
of 29.4% of share price.

Summarily:
During post Buy-back announcement period of 91 days, closing share price crossed up to Rs
1290 than Offer Buy-back price of Rs 1150.Reflect the fact that market was enthusiastic about Buyback Offer in a hope for future surge in EPS and share price in lieu of a shorter- supply of floating
shares in secondary market.
Standard deviation of post Buy-back share price(s) of TCS is found to be 98.505, higher than
the pre Buy-back share price(s) 93.558. Standard deviation of post Buy-back share price(s) of
Infosys have been 68.858, largely higher than the pre Buy-back share price(s) 45.927.
VIII. CONCLUSION:
Both TCS and Infosys offered a premium within a zone of 15-15.9% on Pre- Offer Mean
Market Price(S). Post-Buy-back Announcement Mean Share Market Price of TCS was 18.9% less
than the Offer price, and of Infosys, 21.02% less than the Offer price , very close to each other.
Infosys attracted lower price discovery ratio than TCS during the period.TCS attracted 2.22 times
Offer applications to Buy-back whereas, Infosys received 4.99 times on putting deeper discount.
Post-Buy-back Mean Market Share Price of TCS was 10.6% less than the Offer price and Infosys
also very close, 10.7% less than the Offer price. That, TCS and Infosys, received identical market
response to Post- Buy-back BSE Share(S) Pricing behaviour and disinvesting investors might be
feeling happier on net gain in opting for Buy-back Offer(s). In entire four durations TCS witnessed
larger Price Fluctuation, suffered high risk, than Infosys. Infosys devised Buy-back Offer Price more
prudently than TCS.
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ABSTRACT
Environmental issue becomes a global concern nowadays for the whole human community. More
information regarding unethical practices such as poor working conditions, human rights and other
environmental problems have been drawn to increase consumers’ awareness of the impact of their
consumption behaviour. Consumption level among the consumers is identified as the main reason for
the environmental problems. Due to this issue, the study aims to examine the influence of
consumption values, pro-environmental belief and personal norms towards ethical consumption
behavior (ECB) focusing on disposal. Thus, values-belief-norm (VBN) theory is applied in this
study. An online survey was conducted with a total of 219 respondents. Then, the collected data
analyzed using PLS-SEM. The results showed the relationship between values, belief and norms
towards ECB focusing on disposal. The findings indicated that value that a person hold can influence
their belief in buying decision. In similar vein, pro-environmental belief also has relationship with
norm. It means that belief can shape their norm especially in buying clothes. Lastly, in relation to
ethical consumption behavior focusing on disposal, the result shows that norm has relationship with
it. Theoretically, the study provides comprehensive conceptualization of ECB and provides new
instruments and hypotheses of ECB.
Keywords: Values, Beliefs, Norms, Ethical Consumption Behaviour, Malaysia
Introduction
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The consumption behaviour of individuals has received much attention from several parties as this
activity is frequently debated in relation to its effects on the environment, human welfare, climate
change and the sustainability of the planet. A lot of issues in relation to this behaviour have been
raised in the mass media and it has become a topic of increasing concern due to reports of the
negative impact on society and the environment (Rusinko, 2007). More information regarding
unethical practices such as poor working conditions, human rights and other environmental issues
have been drawn to the attention of consumers to increase their level of awareness of the impact of
their consumption behaviour.
Regarding from that, this study focus on ECB in particular disposal behavior. Disposal refers to
relieve of something, and in the context of this study means the end of life stage of the clothing with
the present owner, regardless of whether the clothing is discarded of as waste or sent for/taken to
recycling or reused (Laitala, 2014). Consumers’ clothing disposal is important from an
environmental point of view because it is the consumers who decide when/where clothing is
used/sent to and who also determine the duration of the clothing, the quantity of waste that is
produced, as well as the possibility for reuse and reprocess (Laitala, 2014). Statistics show that more
consumers are discarding textiles than ever before. This can be proved by the US Environmental
Protection Agency which reports that about 5% of waste in US landﬁlls is textile waste (US EPA,
2014). This number is thought to be similar in Canada but there are currently limited data available
(Weber, 2017). In addition, in UK most of landfill space is quickly running out because
approximately more than 1,000,000,000 kilograms of textiles end up in landfills each year (Birtwistle
&. Moore, 2009; Bove, 2009).
In Malaysia the composition of waste can be shown in Table 1.1. The table indicates that,
Malaysia has a waste textiles account for 7.7 per cent of the total composition of waste produced
(Tan et al.,2014). Although this is not that high compared to other types of waste, the percentage of
carbon content is the second highest and thus textiles are a source of continuous harm to the
environment.
Table 1. 1: Composition of Waste in Iskandar, Malaysia
Type

Composition (%)

Food
Yard
Paper
Plastic
Glass/ceramics
Metal
Textiles
Total/ Average

Carbon content (%)

41.4
41.47
2.5
37.37
20.9
42.61
22.2
60.93
3.6
0
2
0
7.7
60.42
100
34.68
Source: Tan et al. (2014:53)
As a conclusion, referring to the statistics above, it shows the increasing in apparel
production from day to day. This is caused by increasing in consumer demand towards clothing.
However, over-consumption in apparel among consumers gives negative impact to the environment.
Although several methods of clothing disposal are introduced but still cannot cope with the
environmental problems arise. Thus, this study investigates the ethical consumption behaviour
among consumers in minimizing the environmental issues.
Literature Review
Consumption Values and Pro-Environmental Belief (PEB)
Sheth et al. (1991) defined consumption values as a bundle of benefits acquired from a product
usage. From a look at a few past studies, it would seem fairly reasonable to assume that there is a
relationship between values and PEB. For instance, in a study conducted in Mainland China, Jialing
45

(2018) examined the factors that influence the customers’ value perception towards green brands.
The results indicate that in order to influence the acceptance of green products, it is imperative to
satisfy consumers’ expectations (belief) regarding the performance of such products. Thus,
functional (utilitarian environmental benefits) and emotional positioning (nature-related benefits)
should be adopted to improve consumers’ attitudes towards green products and it was also
demonstrated that a combination of functional attributes and emotional benefits ensures the highest
perceptual effects. Therefore, utilitarian values are strongly connected with PEB among consumers.
Can and Erdil (2018) investigated the antecedent of smart phone brand loyalty in smart phone
marketing. The perceived value, hedonic factor, utilitarian factor and consumer interest factor were
examined. The study found that consumer buying behaviour is affected by both the utilitarian factor
and hedonic factor, whereas system quality (utilitarian factor) and visual design (hedonic factor)
increase consumer perception (belief) and then this leads to brand loyalty. Blaney (2017) expand
fast-casual restaurant literature by using a multifaceted approach, focusing on the impact of
utilitarian and hedonic values on purchasing behaviour. The researcher identified that consumers
who dine out at restaurants have certain expectations about the food and service quality. They
assume that the restaurants are convenient, the food is tasty, and the surroundings are very conducive
to a good dining experience. In addition, consumers who undertake green practices personally are
more likely to eat at restaurants that employ environmentally-conscious business practices. Thus,
these values influence green consumers’ beliefs about certain foods and restaurants.
H1: Consumption values have a positive effect on pro-environmental belief.
Pro-environmental Belief (PEB) and Personal Norms
Pro-environmental belief (PEB) refers to a strong belief towards the environment and the collective
good which is distinguished from a purely self-interested attitude (Stern, 2000). Past studies has
examines the relationship between PEB and personal norms. Liu et al. (2018) applied VBN theory to
study the factors that influence public-sphere pro-environmental behaviour among Mongolian
college students. A structural equation model (SEM) was used to analyse the data and they found
that individuals who have a moral obligation to protect the environment can be activated by their
positive view of human–nature interrelationships and awareness of ecological crises. Thus, if the
information is in line with one’s value orientations, pro-environmental norms and other speciﬁc proenvironmental beliefs are more likely to be generated. Palupi and Sawitri (2018) examined the
importance of pro-environmental behaviour in adolescents (high school and university students). The
results of some previous studies were also analysed. A few theories such as the norm activation
model (NAM), theory of planned behaviour (TPB), and VBN theory were applied in the study. The
result shows that human behaviour (including pro-environmental behaviour) is influenced by norms,
beliefs, values and attitudes. Therefore, PEB has an impact on human norms in terms of protecting
the environment. Bilir and Ozbas (2017) studied how values, beliefs and norms influence high school
students with regards to the conservation of biodiversity. The study was conducted among a random
sample of Turkish Cypriot high school students. The frequency, percentage, average, standard
deviation, Mann-Whitney U and Kruskal H Wallis techniques were used to analyse the data and the
result shows that the beliefs of the students influence their personal norms towards the conservation
of biodiversity. The study concluded that the students’ beliefs are associated with their norms and the
general condition of the biophysical environment.
H2: Pro-environmental belief has a positive effect on personal norm.
Personal norms and Ethical Behaviour
Mustapha (2010) defined personal norms as the ultimate preachers of action demonstrating the
person’s obligation to implement a pro-environmental behavior. The effect of personal norms on
ethical behavior has been investigated by past studies. For example, Bilir and Ozbas (2017) found
the personal norms of students regarding the conservation of global and local biodiversity are high.
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In other words, personal norms are vital among high school students in regard to the protection of
biodiversity. Thus, the result shows that personal norms strongly influence the behaviour of students
in conserving biodiversity. The study was conducted at Turkish high school using a random
sampling method. Then, the data was analysed by applying Mann-Whitney U and Kruskal H Wallis
techniques. Ruepert et al. (2016) stated that personal norms strongly influence pro-environmental
behaviour at work. Their study investigated the influence of biospheric values, environmental selfidentity and personal norms on environmental behaviour among the employees in Europe. As
expected, it was found that the employees feel morally obliged to act pro-environmentally at work
and thus seem not to deny the importance of engaging in pro-environmental actions in the workplace.
Sadachar et al. (2016) studied normative, informative, and environmental apparel knowledge and the
effect on green apparel consumption behaviour at Midwestern University in the USA. The findings
of the study are quite interesting because they show that normative values have a negative influence
on the environmental behaviour of the respondents. This suggests that the decision to purchase and
consume products may not require approval from others.
H3: Personal norm has a positive effect on ethical behavior.
Consumption values and Ethical Behaviour
Consumption values refer to a bundle of benefits acquired from a product usage (Sheth et al., 1991).
Past studies have investigated the relationship between consumption values and ECB. For instance,
Gilal et al. (2018) investigated the influence of aesthetic (hedonic) value and functional (utilitarian)
value on consumer behaviour towards fashion purchases. The study was conducted in some of the
major cities of China, including Beijing, Shanghai, Shenzhen, and Wuhan among fashion apparel
shoppers. The study found that aesthetic and functional value positively influences consumers
towards apparel buying behaviour. Thus, hedonic and utilitarian values have an impact on consumer
behaviour. Ajitha and Sivakumar (2017) examined the personal values of Indian women about
luxury cosmetic usage. The respondents were luxury cosmetic users from the cosmopolitan cities of
Delhi, Mumbai, Chennai and Bangalore, and thus the study covered both the northern and southern
region in India. The result shows that hedonic value has a positive relationship with product usage
behaviour, whereas conspicuous value has a negative relationship with product usage behaviour.
Consumers may feel that luxury cosmetics expose their real beauty to the outside world perfectly, but
socially, communicating this sign to others may not be much appreciated. This could be the reason
why conspicuous value has a signiﬁcant negative relationship with usage behaviour. Thorburn
(2016) investigated how socio-economic status (conspicuous value) affects the purchase of luxury
products. The researcher found that respondents who have experienced an upward shift in socioeconomic status during their lifetime are more motivated to gain social acceptance. Thus, they tend
to buy the luxury the product of interest to the studying question because it explicitly communicates
their newfound status and has recognizable graphics. Therefore, the researcher concluded that
consumers who have conspicuous value prefer to buy visible luxury products to show off their status
in society instead of buying eco-friendly products. Thus, conspicuous consumption has a negative
relationship with ethical consumption behavior.
H4: Consumption values have a positive effect on ethical behavior.
Research Framework
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Figure 2.1: Hypotheses for ECB
Methodology
Sampling and Data Collection
Sampling technique
Convenience sampling was used in this study due to simplicity and convenience. In marketing
surveys, there is often unknown target population to which the researcher wants to generalize the
findings, thus convenience sampling is highly recommended (Hulland et al., 2017).
Sample and sample size
The unit analysis (sample) of this study comprised consumers in Malaysia. The data was collected by
using non-probability convenience sampling method via online social media among 219 respondents.
Data Collection Method
To collect the data, the researcher used a web-based survey that was designed using a Google Form
(www.googleform.com). A set of questions was uploaded on the form and the researcher also posted
the survey on Face book and WhatsApp. Pennington (2009) states that Face book is one of the early
social network sites that has reached an unprecedented level of popularity, so it was judged to be a
good channel through which to distribute the survey.
Instrument
The measurement items were adapted from a few previous studies and some amendments has been
made to the number of questions before and after running the data.

Table 2.7: Measurement items for this Study Adapted from Previous Studies

Section
No of items
Ethical consumption
behavior
- Disposal
8
Values
9
Belief

8

Norm

8

Sources

Laitala, K. (2014); Hyun-Mee, K. (2014); Shim, S. (1995)
Hye, J. J. et al. (2014); Iniesta-Bonillo, M. A. and SanchezFernandez, R. (2007); Sheth, J. N. et al. (1991)
Hye, J. J. et al. (2014); Carrigan, M. and Szmigin, I. (2006);
Stern, P. C. (2000); Karp, D. G. (1996); Francis, W. V. N. et al.
(2012); Berger, E. I. and Corbin, R. M. (1992)
Mustapha, H. I. (2010)

Data Analysis
In this study, SmartPLS-3 software was used to analyse the data. PLS can be applied to complex
structural equation models with a large number of constructs.in addition, it is able to handle both
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reflective and formative constructs and at the same time it better suited for theory development than
for theory testing.
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Findings and Discussion
Measurement Model
Table 3.1: Internal Consistency and Convergent Validity
Cronbach's
Alpha

rho_A

Composite
Reliability

Average
Variance
Extracted (AVE)

Conspicous

0.842

0.842

0.905

0.760

Hedonic

0.764

0.764

0.864

0.679

Personal Norms

0.882

0.891

0.907

0.553

Pro Environmental Belief

0.814

0.826

0.862

0.446

Utilitarian

0.725

0.730

0.846

0.647

Construct

Table 3.1 shows the value of CR for the indicators ranges from 0.78 to 0.90. As all the values are
higher than the minimum suggested value of CR, it can be concluded that the factor scales are
internally consistent and that all the items have strong and acceptable reliability. Further, values of
the AVE are within the suggested range of 0.45 to 0.80 and therefore the measurement model’s
convergent validity is satisfactory. Hulland (1999) mentioned that value of 0.40 is acceptable in
measuring AVE.
Table 3.3 Heterotrait-Monotrait Ratio
Construct

Conspicuous

Hedonic

Conspicuous
Hedonic
Personal norm
Pro-environment belief
Utilitarian

1.00
0.41
0.15
0.22
0.20

1.00
0.26
0.32
0.50

Personal
norm

1.00
0.89
0.44

Proenvironmental
belief

1.00
0.44

Utiliarian

1.00

The values of HTMT should be below than 0.90, means that the discriminant validity has been
established between two reflective constructs. If the value of the HTMT is higher than this threshold,
there is a lack of discriminant validity. Some authors suggest a threshold of 0.85 (Kline, 2011),
whereas others propose a value of 0.90 (Teo et al., 2008). Refer to the Table 3.3, all the related
constructs were discriminant as the value is below 0.90.
Structural Model
Coefficient of Determination (R²)
Table 3.4: R2 and f2
Construct

R Square

Ethical consumption
behaviour
Norm

0.17
0.58
50

f2
0.114
0.529

Pro-environmental belief

0.10

Referring to Table 3.4, the value of R² for ECB as the endogenous construct (dependent variable) is
0.17. Therefore, it can be concluded that the variance of ECB is substantially explained by the
conspicuous, hedonic, norm, pro-environmental belief, and utilitarian constructs as these account for
17% of the variance, while and the rest (83%) was explained by other variables that are not included
in this study.
Hypothesis Testing
Table 3.5: Results of Hypothesis Testing
No.

Path model

Beta

Std.
deviation

Tstatistics

Pvalue

Decision

Consumption values ->
0.320
0.079
4.027
0.001 Supported
Pro-environmental belief
Pro-environmental belief H2
0.760
0.035
21.644
0.001 Supported
> Personal norms
Personal norms -> ECBH3
0.187
0.086
2.175
0.030
Supported
disposal
Consumption values ->
H4
0.324
0.076
4.245
0.001 Supported
ECB-disposal
Table 3.5 shows the results of hypothesis testing. First, the study tests the relationship between
consumption values and pro-environmental belief, and found that the value of estimated coefficient
is 0.320 with the Std. Deviation equal to 0.079 and t-ratio is 4.027. The significant value is less than
0.01 (p<0.01). Thus, H1 is accepted. Second, the study tests the relationship between proenvironmental belief and personal norms. The result shows the value of estimated coefficient is
0.760 with the Std. Deviation equal to 0.035 and t-ratio is 21.644, while the significant value is less
than 0.01 (p<0.01). Therefore, H2 is accepted. These results proofs that values have an association
with the belief continuously act as guidance in shaping norms of the individual.
Third, the relationship between personal norms and ECB-disposal is tested in the study. It
found that the value of estimated coefficient is 0.187 with the Std. Deviation equal to 0.086 and tratio is 2.175. The significant value is less than 0.05 (p<0.05). Thus, H3 is accepted. And the fourth,
this study tests the relationship between consumption values and ECB-disposal and found that the
value of estimated coefficient is 0.324 with the Std. Deviation equal to 0.076 and t-ratio is 4.245 The
significant value is less than 0.01 (p<0.01). Thus, H4 is accepted. Thus, it can be concluded that
belief has an influence over norms in the context of consumption behavior, continuously influence
the behavior of consumers in sustainable environment.
H1

Conclusion
The result of this study showed that there is the relationship between consumption values and proenvironmental belief, thus H1 is accepted. Due to the development of technology in Malaysia, most
information is being delivered more quickly and efficiently to consumers than ever before. In
addition, many companies have created their own websites to inform the public about their activities
and products. Thus, all the information consumers need, such as product information, customized
products or services, ease of payment, monetary savings, convenience, and perceived ease of use, is
at their fingertips (Moon et al., 2017). Besides, the respondents in this study spent a lot of time
looking around stores with their friends. They felt enjoyment and satisfaction when shopping with
their loved ones. Thus, this external factor (i.e., friends and reference groups) can influence them to
hold a pro-environmental belief. The opinions, ideas and suggestions of friends and family can
indirectly make hedonic consumers change their belief about environment conservation (Ciasullo et
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al., 2017). The findings also showed that pro-environmental belief has relationship with personal
norms, H2 is accepted. In this case, the values propounded by a religion might shape and influence
the norms of the people who follow that religion. In fact, it can be said that all the religions in this
world encourage their followers to protect the environment. For example, a previous study by Hope
and Jones (2014) shows that the Christian faith encourages individuals to become aware on the
environmental issues and expressing the strongest motivations to adopt more sustainable behaviours
and support pro-environmental policies including cleaner energy generation, and those individuals
are more likely to describe themselves as religious people. Then, hypothesis 3 that is the relationship
between personal norms and ethical consumption behavior also accepted. People live in a good
community have a good behavior towards sustainable environment. Thus, it encourages everybody to
save environment and practice simple life continuously develop their belief and norms towards
environment. Also, the respondents were aware of the existence of green campaigns and had high
participation in any environmental conservation activities or programmes such as planting plants,
cleaning beaches, recycling and so on. Lastly, the result showed that consumption values have
relationship with ethical consumption behavior. Consumers prefer to increase their efforts by
searching for as much as information as possible about a product’s features before purchasing it.
Thus, getting this type of information helps and guides these consumers during their buying
decisions and then leads to satisfaction in product consumption. In addition, shopping is a way to
spend time with friends and/or family members, enjoy socializing with others and sharing
information with them. Thus, these groups of people encourage the respondents to purchase a
product ethically. As a conclusion, this study showed the relationship between values, belief and
norms towards ECB focusing on disposal. The findings indicated that value that a person hold can
influence their belief in buying decision. In similar vein, pro-environmental belief also has
relationship with norm. The result identified that belief can shape their norm especially in buying
clothes. Also, norm has relationship with ethical consumption behaviour. Indeed, this study
confirmed that the model applied in this study (VBN) is fit in predicting ECB.
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Abstract:
With the passes of time, the banking service has become an integral part of human life. To fulfill
customer demand, the number of banks has increased remarkably all over the world leading an
increase to the banks’ asset size. This paper focuses on the factors influencing the growth of assets of
private sector commercial banks in Bangladesh. Based on the information collected from the annual
report of 30 selected banks over last 5 years (i.e. 2013-2017), linear regression model has been
applied. From the study, it is found that amount of deposit collection and GDP of the country are the
effective factors behind the sample banks’ asset growth.
Keywords: banking, asset, growth, deposit, loan. GDP
1. Introduction:
With globalization, technological innovations and acute competition all around the world, banking
service has become an integral part of our daily life. Whether it is in urban or rural area, people now
cannot think about their life without the practice of some banking activities This enormous expansion
of banking activities has motivated the banks to expand their operations to every corner of the
country. As a result, the number of banks is increasing day by day in every country. And with the
number of banks, the asset size of banks is also increasing. This paper focuses on the issue of banks’
asset growth.
Being a developing country, the GDP of Bangladesh has increased with some pleasant rate in last
few years along with a remarkable growth in the number of banks. Banks of Bangladesh are also
expanding their services to the door point of customer by adopting new technologies. With these
trends, the current study focusses on the growth of assets of banks and also determines the factors
affecting this growth.
2. Literature Review
The financial system of an economy comprising financial institutions, instruments and market play a
vital role in the economic formation and development of a country. Studies like, Pradhan et. al.,
2014, Coleman and Feler, 2014; Sassi and Goaied, 2013; Mitchener and Wheelock, 2013; Ueda,
2013; Luo et al., 2012; J-L Wu et al., 2010; Chang et. al., 2006 have found a remarkable contribution
of commercial banks in the economic growth of a country among different financial institutions.
Because of this important role of banks in economy, the number of banks has increased over time. It
is not only the number of banks, rather the banking activities have also spread all over the world.
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The growth in bank size and assets is influenced by a number of factors both from institutional as
well as macroeconomic sectors. Shaikh (2014) found a positive relation between deposit collection
and banks’ asset growth. Kohlscheen et al. (2018) and Boukhatem and Moussa (2017) found bank
credit positively influences its growth. Besides, Abugamea (2018) and Duraj and Moci (2015) found
that banks’ higher loan financing positively affects ROE or banks’ profitability. Researches like Tam
et al. (2017), Yuksel et al. (2018), Duraj and Moci (2015) have found GDP as an effective
macroeconomic element to have relationship with bank size and profitability. Though Kohlscheen et
al. (2018) found that on banks’ asset growth GDP has less impact than credit or loan growth.
In a small economy like Bangladesh, 57 commercial banks are operatingat present. As per the
Annual Report of Bangladesh Bank the number of banks has increased by 18.75% over last one
decade and the assets of banking sector has increased by 539.28%. The current study focuses on this
huge growth in the assets of banks in Bangladesh and tries to find the factors affecting the growth.
Among studies made on banking industry of Bangladesh(Sufian and Kamaruddin, 2012) found that
bank-specific characteristics like size of bank has a positive and significant impact on bank
performance and growth. Matin (2017) also tried to find out factors affecting banks’ profitability in
Bangladesh. Besides, these studies focusing on determinants on bank profitability, Rahman (2012),
Nusrat and Mohiuddin (2014)discussed about the banking sector and banking sector reform in
Bangladesh. Asmild et al. (2018) has analyzed the differences in inefficiency patterns for a set of
banks in Bangladesh from 2001 to 2015 and found that Islamic banks perform better than the
conventional banks. Nasrin and Afroza (2018) has analyzed the financial sustainability of
commercial banks in Bangladesh. So as per our research we didn’t find any study concerning the
growth determinant of banking industry in Bangladesh. This current study will facilitate the banking
authorities to control over the factors that may accelerate their growth. This research will also help
the policymakers and regulators to track over the growth in banking industry.
3. Objective of the study:
This paper works on the assets growth of banking sector in Bangladesh. Specifically we worked for
the following objectives:
(a) Measure the growth in banks’ asset size over last five years
(b) Find out the factors affecting the growth in banks’ assets
4. Methodology:
To conduct research on the asset growth in banks of Bangladesh, we took 30 banks in our sample.
These 30 banks are right now operating in the country with their active services performed through a
number of branches all over the country. Random sampling method was applied while choosing the
sample but one thing was ensured that all the selected banks have a long term operating period.
To collect required information, we used the secondary source of data specially the annual reports of
the sample banks. Based on the collected information, the regression analysis was conducted to find
out the determinant variables of banks’ asset growth.
5. Data and Variables:
Growth refers to a percentage change in some measurement over a period of time. The asset growth
has been taken as the percentage change in total asset size (including both current assets and fixed
assets) of banks over the years. The growth rate measured in this way has been used as the dependent
variable. To find out the determinants of asset growth of sample commercial banks, 6 variables have
been engaged as independent variable in the study. They are- deposit, loan, return on equity, number
of employees, number of branches and GDP. The first 5 variables represent the bank specific
variables whereas the last one, i.e. GDP, indicates macroeconomic variable.
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6. Findings:
The result of the linear regression model [see Appendix Table: 1 & 2] gives us R-square value of
0.909 indicating our selected explanatory variables influence asset growth about 90.9% with a
significance level of 0.000 which ensures the statistical significance of R value. The Durbin-Watson
value is 1.787 which is almost closer to 2 indicating no auto-correlation. Table 3 [see Appendix]
shows the effect of individual variable on banks’ asset growth. The table shows deposit, loan, no. of
employees, ROE and GDP all have a positive impact on asset growth though only deposit and loan
has a statistically significant influence at 95% confidence level and ROE at 90% confidence level.
No. of branches, on the other hand, has a negative impact on asset growth. This may be though new
branch increases some of the fixed assets but are not able to attract that much additional loan amount
which is the main assets component of a bank. However, the no. of branch has an insignificant
relationship with asset growth.
Now to find out whether any colinearity exists in between the explanatory variables, we looked at the
colinearity statistics. The VIF measurement is below 4 indicating no colinearity for all the variables
except deposit and loan. In both the two cases of deposit and loan we found the VIF as 4.916 and
4.599 respectively. To verify further, when we looked at the coefficient correlations table [see Table:
4 in Appendix] and found a strong correlation in between deposit and loan. To get rid of this
colinearity problem, we decided to take any one variable in between deposit and loan. In this regard,
we decided to include deposit in our analysis eliminating the variable loan as loan is a part of total
assets of a bank. So the regression model was run once again excluding loan from the list of
explanatory variables. The new result [Table: 5 & 6 in Appendix] shows a R value of 0.863
significant at a level of 5%. The new R value leads to an insignificant change in the value of DurbinWatson (1.709). But if we look at the VIF column, now it shows no existence of colinearity.
Observing individual variables impact [Table: 7 in Appendix], it is now found like previous result
that deposit has a significant positive role on asset growth. But now the effect of ROE is showing
insignificant result while GDP has a significant positive impact. Thus we can conclude that the
sample banks’ asset growth is influenced by the amount of deposit of the bank and GDP of the
country.
7. Conclusion:
In the technology based modern life banking industry introduces new and new sort of products, like
mobile banking, sms banking, internet banking etc. To introduce these new products banks have to
acquire different new assets. Also with the easy accessibility of bank credit customers are taking
more and more loan for their personal as well as commercial requirements. As a result, the total asset
size of banks is increasing day by day. To look in depth to this asset growth, the paper makes
research on the growth determinants of banks’ assets. By applying the OLS model, initially it was
found that loan, deposit and ROE are effective tool behind the asset growth of banks. But as
colinearity was found in between loan and deposit, by eliminating loan variable the regression model
was run for the second time. The second regression model showed that along the bank specific
variable deposit and macroeconomic factor GDP influence the banks’ asset growth. But this result
did not show any significant impact of bank’s profitability on growth.
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Appendix
Table: 1
Model Summary
Model

R

R Square
.953a

1

Adjusted R Square

.909

Std. Error of the
Estimate

.905

Durbin-Watson

5.45477

1.787

a. Predictors: (Constant), GDP, loan, ROE, branches, employee, deposit
b. Dependent Variable: asset
Table: 2
ANOVAb
Model
1

Sum of Squares

df

Mean Square

Regression

41027.127

6

6837.855

Residual
Total

4106.117
45133.244

138
144

29.754

a. Predictors: (Constant), GDP, loan, ROE, branches, employee, deposit
b. Dependent Variable: asset
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F
229.809

Sig.
.000a

Table: 3
Coefficientsa
Standardized
Coefficients

Unstandardized Coefficients
Model
1

B

Std. Error

Collinearity Statistics

Beta

(Constant)

-9.707

9.968

deposit
loan
employee
branches
ROE
GDP

.328
.230
1.745
-.023
.057
.020

.033
.029
1.342
.018
.033
.014

t
.567
.434
.061
-.054
.047
.040

Sig.

Tolerance

-.974

.332

9.952
7.873
1.301
-1.258
1.766
1.457

.000
.000
.196
.210
.080
.147

VIF

.203
.217
.296
.356
.948
.894

4.916
4.599
3.380
2.812
1.055
1.118

a. Dependent Variable: asset

Table: 4
Coefficient Correlationsa
Model
1

GDP

loan

ROE

branches

employee

deposit

Correlations

GDP

1.000

-.174

.108

-.229

.173

.218

Covariances

loan
ROE
branches
employee
deposit
GDP

-.174
.108
-.229
.173
.218
.000

1.000
-.009
-.071
.106
-.830
-7.025E-5

-.009
1.000
-.194
.079
.001
4.869E-5

-.071
-.194
1.000
-.744
-.010
-5.677E-5

.106
.079
-.744
1.000
.174
.003

-.830
.001
-.010
.174
1.000
9.926E-5

loan
ROE
branches
employee
deposit

-7.025E-5
4.869E-5
-5.677E-5
.003
9.926E-5

.001
-8.434E-6
-3.721E-5
.004
.000

-8.434E-6
.001
.000
.003
1.587E-6

-3.721E-5
.000
.000
-.018
-5.664E-6

.004
.003
-.018
1.800
.008

.000
1.587E-6
-5.664E-6
.008
.001

a. Dependent Variable: asset

Table: 5
Model Summaryb
Model

R
.932a

1

R Square

Adjusted R Square

.868

Std. Error of the
Estimate

.863

Durbin-Watson

6.54282

1.709

a. Predictors: (Constant), GDP, employee, ROE, deposit, branches
b. Dependent Variable: asset

Table: 6
ANOVAb
Model
1

Sum of Squares
Regression
Residual
Total

df

Mean Square

39182.860

5

7836.572

5950.385

139

42.809

45133.244

144

Table: 7
Coefficientsa

58

F
183.061

Sig.
.000a

Unstandardized Coefficients
Model
1

B

Std. Error

(Constant)

-5.183

11.936

deposit
employee
branches
ROE
GDP

.543
.627
-.013
.060
.039

.022
1.600
.021
.039
.016

Standardized
Coefficients
Beta

t
.939
.022
-.030
.048
.077

a. Dependent Variable: asset
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Collinearity Statistics
Sig.

Tolerance

-.434

.665

24.645
.392
-.584
1.531
2.396

.000
.696
.560
.128
.018

.654
.299
.357
.948
.922

VIF
1.529
3.342
2.798
1.055
1.084
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Abstract
Ever since the advent of modern retailing in the early 90’s, concerns have been raised time and again about
the survival of Mom & Pop stores in India. The major concerns being Foreign retailers making a beeline to
India, the Indian independent retailers not able to face unfair competition from these foreign players, big
Indian corporates like Aditya Birla Group, Future Group, Reliance, RPG Group, Tata Group etc. throwing
their hats in the retail ring and making the competition tougher for their traditional Indian siblings, onslaught
of online retailers and recently, Government authorities tweaking the tax system to adversely affect these
stores.
This paper looks at 8 of the traditional retailers of India, spread across the country who have either survived
the above-mentioned adversities and grown from strength to strength or were successful initially and are
barely able to manage the show right now.
Hence, the paper traces the Business and Entrepreneurship Development in a Globalized and Digitalized Era
with cases related to 8 specific Mom & Pop Retail Stores in India.
Introduction
Retailing has always been a major driving force in India. Since time immemorial, Indian Mom & Pop retailers
have been instrumental in making the products and services available to the customers by way of Haats,
Bazaars and Melas, places typical to India for encouraging purchases, fun, frolic and entertainment. In fact, it
was the trade which attracted the foreign powers to India, first as explorers and then as invaders. But through
all these different invasions the retailers prospered and survived. Even after India’s independence, the Indian
government brought in various acts, so that these small retailers are not threatened. However, the major
change came in the early 90’s, when corporates started entering the retail arena and the scale of operation
started increasing. This led to a major demarcation between retailers, where the they were classified as
Traditional Mom & Pop retailers and the Modern Corporate retailers. It was at this stage that the questions
were raised about the possibility of survival of the former. Let’s explore these developments from the early
90’s by way of different phases through which the Indian Retail has passed and the effects it had on the
traditional retailers by way of 8 case studies from different geographical regions of India.
Independent Stores/ Mom & Pop Stores/ Father & Son Stores
These stores are the most in number in any country. They are usually, sole proprietorship business, i.e. owned
by a single person or in some cases partnership business. They are characterized by ease of operation in terms
of low capital required, small retail area covered, less of manpower required etc. A typical Independent Store
has the family owner manning the cash counter, with his sales people or helpers assisting him in providing the
merchandise to the customers, who usually wait on the other side of the cash counter. These stores are typical
family business stores, as in the western countries it is the husband & wife team who manage the store, hence
the name Mom & Pop stores & in our country the male members of the business family manage the store,
hence the name father & son store. In spite of its advantages, these stores suffer from the weaknesses of
expansion problems, difficulties in getting loans from banks/ financial institutions, not able to negotiate prices
or discounts from the manufacturers and hence not able to pass them to the consumers etc. One can find
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umpteen numbers of outlets of these independent stores in any residential locality. Although local kirana
(grocery) stores are an example of Independent Stores, it is not to say that this format includes only these
stores. For instance, a fabric & garment store in a market or a fruit vendor stall may also be independent
stores, provided they are having the mentioned features. Time and again, government authorities and activists
have discussed about the onslaught of modern retailing and raised fears about the independent stores being
threatened by their arrivals. However, what is ignored is the fact that in every country, independent stores
have survived these modern retailers. The major reason for this is that the independent stores offer a major
benefit to the customers which are not offered by the modern retailers, i.e. a convenient Location. Let us
consider the case of a household, where guests have come and the home-maker realizes that a 3 litres bottle of
Pepsi is required. At that point of time, the independent store located just a stone throw-away will deliver that
bottle to the home, while the host is getting the evening breakfast ready. The modern retailers, with the
variety, comfortable ambience, professional salesmanship will not be of any help to this customer. Moreover,
suppose a packet of curd bought has passed the expiry date and the customer wants to exchange it, the process
will be any way less cumbersome and more satisfying with an independent store than with a modern retailer.
However, keeping in view the changing times, some of these independent retailers are also changing their
appearances. With the passing of the times they have started becoming bigger & better in terms of their store
size. In fact, some of these independent stores are able to generate higher sales and profits, on a per store/ per
sq. ft. area covered basis as compared to many of their modern retail counterparts.
Factors responsible for growth of Modern Indian Retailing
The question as to whether Indian Retailing was the cause or effect of the increased benefits and incentives to
the retailers is like the chicken & egg syndrome. Traditionally, the Indian retailers faced a major roadblock in
their journey to commence and grow, and that was the availability of capital. With the retail space mostly on
rent and the products displayed owned by the various manufacturers or suppliers, the conventional retailer had
no collateral available to take money on loan from the various financial institutions. The story has of course
changed today, with banks like ICICI teaming up with retail players like Pantaloon and PVR and retail
companies like Provogue (India) Ltd, Shoppers Stop and Piramyd Retail making their debut on the equity
bourses. Thus, what used to be a sole-proprietorship business at one time has today the full support of not only
the financial institutions but also of the public, by way of their fund participation.
A few of the most important factors contributing to the growth of Modern Indian Retailing are very much
related. India, being the home to the youngest population of the world offers huge demand, in terms of the
willingness to buy retail products. Thanks to social and economic factors like call-centre boom, average age of
company managers and CEOs dropping down due to frequent job-hopping, dual-income family-units and
breaking up of the joint family system, this willingness is also backed up by the ability as well as the freedom
to pay for these retail products. In cases where this ability is limited or is not there, the credit card boom has
come to their rescue. Moreover, a fast ageing population of the west has tempted the Western brands like
Tommy Hilfiger, M&S, Metro, Hugo Boss, Chanel, Louis Vuitton etc. to tap the ever-growing middle class of
the country and this increased competition has forced the Indian players to offer discounts on their brands
more frequently. What more do you require for modern retailing to grow in a country?
With over 15 million retail outlets in the country, 92% of them following traditional retail model, the Indian
retail industry is one of the fastest growing in the world. Retail industry in India is expected to grow to US$
1,200 billion by 2021 from US$ 672 billion in 2017E.
India is the fifth largest preferred retail destination globally. The country is among the highest in the world in
terms of per capita retail store availability. India’s retail sector is experiencing exponential growth, with retail
development taking place not just in major cities and metros, but also in Tier-II and Tier-III cities. Healthy
economic growth, changing demographic profile, increasing disposable incomes, urbanization, changing
consumer tastes and preferences are the other factors driving growth in the modern retail market in India.2
Various phases of Modern Indian Retailing.
2

India Brand Equity Foundation Report (year)- https://www.ibef.org/industry/indian-retail-industry-analysispresentation
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The various phases of Modern Indian Retailing can be studied in different time-frames:1. Era of Experimentation (Early 90’s to Late 90’s)
The first phase began in the early ‘90s with the entry of Raheja’s in the Departmental Store format, by way of
Shoppers’ Stop, Andheri. In fact, this brought in a new Era of Experimentation in the Indian Retailing, where
the retail entry by the corporate world was more by default then by design. As the land seemed to be fulfilling
a major retail requirement, the country witnessed a flurry of real estate and other companies, having no retail
experience making a bee-line for the retail business. So, while the Raheja’s converted a cinema hall on a plot
of land owned by them into the Shoppers’ Stop Department Store, Piramal’s chose to switch their old pharma
unit into the first modern day Shopping Mall of the country, viz. Crossroads.
2. Era of Changing Power Balance between the Manufacturers & Retailers (Late 90’s to 2006)
This was the phase that was the most competitive and turbulent for the Indian Retailing. This period marked
the change in the power equation between the manufacturers and retailers. It was during this era that the
manufacturers or the brand owners, who had traditionally been considered to be more important and mightier
than the retailers, started feeling the growing powers of the retailers. In the late Nineties, when the modern
retail formats in India had just commenced their journey and were drawing plans to spread across the country,
a leading Department Store Chain entered into a conflict with a leading garment manufacturing company of
the country. The tiff was about the profit percent being doled out by the latter to the former. The issue was that
while the other retailers were being given a profit percent of 30% like all the direct retailers of the leading
Indian RMG brands, the department store chain demanded a higher return as they were having much more sq.
feet area under their command. The battle of wits continued for more than a year during which period the
RMG manufacturer’s 7 brands’ supplies to the retailers were discontinued and hence the retailer operated
without these national brands of the leading RMG manufacturer of the country. After this a compromise
formula was worked between the 2 and the business started as usual. However, the RMG manufacturer had
learnt his lesson and took up the policy decision to enter the arena of direct retailing by launching their own
chain of stores-either company owned or franchised. There was another case in 2006, when the media was
agog with the news items that Kabul Express & Dhoom-2 (produced by Yash Raj Films) are not being
exhibited at PVR Cinemas. The reason was the same percent return being doled out to PVR not up to their
expectations and they demanding a better share. Could anyone in India have imagined a few years back that a
cinema hall like Eros, Regal, Odeon or Plaza even suggesting, forget negotiating a better deal with a
production house of the status of Yash Raj Films. This news was followed by another news item relating to
Yash Raj Films contemplating entering the business of multiplexes. What’s more is that PVR entered the
enterprise of movie production with “Taare Zameen Par”. So, we have not only manufacturers (Yash Raj
Films) becoming retailers (PVR), but also the other way round. These cases became the talk of the town as it
marked a new trend in the evolving Indian Retail Industry. Hence, 2 new concepts, never witnessed before
marked their first appearance on the horizon of Indian Retail.
The first was the growing power of Indian Retailers as compared to the Indian Manufacturers. Although this
concept was new to our country, it had its seeds in the western countries like USA, where a Wal Mart had
long ago become more powerful than a Procter & Gamble or a Unilever. In our country however the delay in
the onslaught of this concept took place due to the late arrival of modern retailing and chain store formats.
Hence, even today many of these retailers are in the category of traditional dealers at the mercy of
RMG manufacturers, who own the renowned brands of the country.
The second concept was taking up of the direct retail activity by the RMG Manufacturers. Although this
concept showed its early signs in the form of Raymond introducing its RR Shops (Raymond Retail Shops) in
the late Eighties & early Nineties, the actual impetus came in the late Nineties with the launch of Trouser
Town & Planet Fashion by Madura Garments &Megamart by Arvind Brands. These were EMBOs (Exclusive
Multi Brand Outlets), i.e. retail outlets exclusively exhibiting the multi-brands owned by the said RMG
manufacturing company. This helped the manufacturer gain entry into the promising retail industry as well as
avoid, depending solely on the modern retail department store formats.
Hence the manufacturers turned retailers and the retailers went on a land acquisition spree, knowing fully well
that after setting the retail part in order, they need to dominate the real estate not only for their own growth,
but to benefit from the others who want to enter or grow in the retail industry. This gave a boost to the real
estate industry during this era.
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It was during this era only that the Mom & Pop retailers faced the biggest threat to their business. While on
one hand, Indian corporates like Future Group and Tata had launched Big Bazaar and Star Bazaar, on the
other hand, there were confirmed and unconfirmed news of Wal-Mart making an entry into the country.
It was this environment of Indian and foreign players threatening to take away a pie of their market-share
which made these traditional retailers sit up and take notice of the following benefits being extended to
corporate retailers and not to the traditional Mom & Pop stores by the manufacturers:• Bulk Buying giving them the cost advantage
• Extended Credit Period being doled out
• Exclusive package deals
• Tailor-made delivery schedules
• Larger customer-base, due to lower prices
• Encashing on customer’s craze for branded goods
• Fit for high value personal products & planned expensive products
• Ability to invest in more depth & width
• Good ambience & environment
• Low prices due to cost advantages
• More schemes to pull the customers
• Ability to tolerate losses for longer period due to deeper pockets
In fact, these conflicts of interest were very similar to the ones that happened in USA back in the
year 1938, when Declining prices, lower dollar sales volume, and slim profit margins characterized the first
half of retail business. Sales were down 13 percent from 1937 and still only 72 percent of the 1929 level (P.
Phillips, 1939). In addition, American retailing faced the challenges of unionization and political attacks
against chain stores. Encouraged by new laws and sympathetic courts, collective bargaining was making
inroads among low-priced food and variety chain stores. An article in the Journal of Retailing offered a classbased explanation for these trends:
These [chain stores] offered more vulnerable points because their employees are drawn from
the classes that incline more definitely toward proletarian sentiment. Consequently, they lend
themselves more readily to union persuasiveness. These stores, moreover, cater to the
masses, whose sympathies are with the workers. Therefore, they cannot afford to be plunged
into labor disputes with the consequent risk of losing customer good will (Mosessohn and
Greene, 1938, p. 3). 3
It was these 2 phases, which marked the changing era of Modern retailing in India.
3. Era of Entry of Mega-players & Mergers & Acquisitions (2007 onwards)
However, more than the previous 2 eras, it was this era which most effected the Mom & Pop retailers of the
country. These have been the years, where while on one hand Reliance Industries Limited announced that they
will pump in Rs. 30,000 crores in various retail formats, on the other hand Wal Mart unraveled its plans to
enter India, first with Bharti Enterprises and then without them. This was followed by the entry of Amazon in
the country. During this time, apart from these 3 major developments, regular inflow of news related to
Acquisition and Expansion kept on pouring in. Some of these were as follows:• Tata group company Trent Ltd acquired strategic stake in Landmark
• Deccan Chronicle bought over Odyssey chain of bookstores
• Shoppers’ Stop acquired Crossword Bookstores Limited
• Pantaloon going in for partial stakes in Gini &Jony, Indus League, Planet Retail etc.
• Aditya Birla Group buying stake in Pantaloon
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•
•

M&S which had opened its first store in India in 2001, signed a JV with Reliance Retail to form
Marks & Spencer Reliance India Pvt Ltd.
Wal Mart partners with Flipkart while Amazon-Future Group talks start doing the rounds

The basic idea of all these developments was to pool in the resources so that the various retail players emerge
stronger and are able to compete better.
It was during this stage that the Mom & Pop stores started emerging as partners of the corporate retailers. So,
while Amazon selected certain Kirana (Grocery) stores to serve as delivery points and as sellers on their
portals, Reliance Retail explored plans to take the B2B partnership with kirana stores further to touch
customers. On the other hand, Future Group roped in Kirana Stores to become Big Bazaar Direct Franchisees,
so that they become point of sale across home & fashion products. Similarly, Bigbasket.com facilitated
customers to pick up orders from partner kirana stores. 4
Advantages of Mom & Pop Stores
Isn’t it ironical that the era in which the Mom & Pop stores faced the maximum onslaught of the big
corporates-both Indian and Foreign, also turned out to be the era of coopetition or cooperative competition,
where the latter approached the former for a win-win situation? Let us have a look at some of the reasons
because of which the Goliaths have decided to form an alliance with the Davids of the Retail.
Advantages to the customers
• Very conveniently located- negligible distance from place of residence
• Home delivery available at a phone-call
• Element of freshness taken care of
• Ideal for unplanned products
• Personal attention of retailer in terms of some new schemes being offered
• As compared to a supermarket
-no need of excessive planning, preparing shopping list, inventory check-up at home etc.
-no hassle of traffic and parking problem
-no need of coordination with other family members
-no dangers of PC failure or product code being forgotten
Advantages to the owners of Mom & Pop retailers
• Low real estate costs/ rentals
• Low staff cost
• No overheads like PC, AC, Music, Display
• Good personal rapport with customers
• Lower tax liability
• All the above resulting in higher profits
Case-Studies
However, it should be kept in mind that Mom & Pop stores are not limited to Kirana stores alone. In fact, they
include in their ambit all the retail outlets which are operated as a sole-proprietorship/ partnership family
business, irrespective of the products they are dealing in. Hence, in order to give a balanced view, we have
taken up 8 case studies of separate stores located in various cities of India like Delhi, Mumbai, Chennai,
Vizag, dealing in different products, viz.
• Amorino Emporia, a Delhi-based Lifestyle store dealing in multiple products
• Midland, a Delhi-based book-store dealing in books & magazines
• A Delhi-based kiosk dealing in daily use grocery & FMCG products
• Ever Green, a Delhi based Sweet House
• Sarvana Stores, a Chennai based low priced store
• Jeyachandran Textiles, a Chennai based low price clothing and apparel store
• Karachiwala Store, a Supermarket at Vizag
4

“Why all retailers are wooing the kirana” by Kala Vijayraghavan & Sagar Malviya, The Economic Times dated 23rd April,
2015

64

• Charagh Din, a Mumbai-based Category Killer store dealing in Shirts.
AMORINO EMPORIA, DELHI
Situated on the ever-busy road of Aurobindo Marg in South Delhi, Amorino Emporia boasts of being one of
the first Lifestyle Stores of Delhi. More than 50 years ago, much before the modern-day retailers like
Shoppers’ Stop, Lifestyle, Westside had made their beginning in India, Amorino used to operate from the
Green Park location. It shifted to its present location 25 years back. Ever since its inception, Amorino has a
reputation of serving a vast discerning clientele, ranging from Diplomats, Dignitaries, Corporate Houses and
High-Profile Customers. Its wide range of pre-selected merchandise includes Authentic Handicrafts,
Paintings, Figures, Crystal, Cutlery, Crockery, Bed, Bath & Table Linen, Glassware, Silver Wares & Semi
Precious Jewelry, Object d’ Art, Hand Knotted Woolen Carpets, Rugs, Zari Artware, Home Decor, Home
Utility, Tableware etc. They have also been specializing in Customized Corporate & Wedding Gifts and are
Authorized Distributors of MMTC PAMP, having a wide range of Gold & Silver Medallions. The store
spread over three well laid floors and having earned a reputation of being a “Prestigious Store with Affordable
Prices” is located bang opposite to Aurobindo Place, a Community Centre market and offers the facility of
guided parking. 5
A conversation with the founder of the store, Mr. Suresh C. Jain is enough to take you on a trip down the
memory lane. The octogenarian recalls as to how prior to the second phase of retailing (discussed above),
customers used to come from Gurgaon also to visit his South Delhi based Multi-Brand Store. However, the
onslaught of shopping malls caused a major diversion to these customers, who started shopping from these
malls, which caused a loss of customers to the store. This meant a shrinkage in the trading area of the store.
Similarly, another adverse effect was the sharp reduction in institutional sales, as the big corporates started
purchasing from online portals which had come up over a period of time. Hence the store got adversely
affected both in B2B as well as B2C sales. The store is now being managed by Mr. Jain and his daughter Ms.
Tania Jain.
As on date, the store is relying only on the sales from the neighbourhood catchment area. They do not have
any online presence, except for a website. The sales are down and so are the profits. The only reason they are
able to sustain is that the store is owned by them and they don’t have to pay any rent. This is a big savings as
in India the rental cost is as much as 30% of the retail cost, as compared to western countries where the same
is 12%.
MIDLAND BOOK SHOP, DELHI
44 years back, when Mr. Mirza Afseen Baig opened up a 60 square feet book kiosk near Indian Coffee House
at Connaught Place, nobody thought about the progress he and his dream would be making. But the sales grew
and so did their book shops. Mr. Afseen Baig was soon joined by his son Mr. Mirza Afsar Baig who along
with his brothers expanded the book shops in different parts of Delhi NCR. In 1989 a 400 sq. ft. Midland
Book Shop opened in Aurobindo Place. This was followed by a 1,500 sq. ft. one in South Extension in 2001
and then came up the 400 sq. ft. Gurgaon shop in 2005. Today all the 4 shops are being managed by the 4
brothers who are supported by their children. Hence, the third generation has got involved in the business.
According to Mr. Mirza Afsar Baig, the online book stores like Amazon has hardly affected his business by 510%. One reason for this is that the owners are themselves involved in the business operations. The book
shops offer tremendous variety and the customers look forward to the recommendations of the retailer. In
many instances, the third generation of customers interact with the 3rd generation of the retailer, thereby
forming an indelible bond. Customers visit the South Delhi store from as far away as Greater Noida, because
they trust that the retailer understands their tastes and suggests new and good authors. This point is stressed at
the cash counter of the store which displays the photographs of the retailer with authors like Amish, Chetan
Bhagat as well as renowned politicians and cine stars. Mr. Baig explains at length as to how they have
regularly promoted these and many other new authors to their customers, which is win-win situation for al the
three parties. According to him, this is the core of effective CRM.
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Moreover, moving with the times, Midland has added a new chapter to its Marketing approach. Today they
are actively present on various social media platforms like Facebook, Twitter, Instagram. Its web-site sports
famous quotes like “What I say is, a town isn’t a town without a bookstore. It may call itself a town, but
unless it’s got a bookstore, it knows it’s not foolin’ a soul.” (Neil Gaiman). The web-site puts up a simple
section, which reads “Do you want to be the first one to know about the book.” True to the spirit of Midland,
this section helps the customers get the views and reviews about a book, so that a right fit is established.
A KIOSK IN DELHI
What do you do when you are running a 60 sq. ft. PCO/ STD kiosk and the business goes for a six, because
every Tom, Dick & Harry start holding a cell-phone? Well, you start keeping sim cards and phone covers. But
what if the market hots up with competition and every shop starts selling the same and similar products. A
solution was found by Narang PCO, when they said good bye to this dwindling business and used the space
for selling daily use FMCG, Grocery products. The kiosk, conveniently located on a road surrounded by
residential localities is a typical kirana outlet offering the necessities to the residents. However, one major
point of difference is that its owner Abhishek never originally started with this business. It was the external
factor of the cell-phones becoming so cheap that the need for using a PCO for making a phone-call became
superfluous. At that instant, Abhishek first dabbles into the sim card business, but when that too was not
giving results, decided to take up the products, which everyone wants right at their doorstep every day.
In fact, this kiosk is a classic example of the indomitable entrepreneurial spirit of India, where a technological
development may cause a disruption in the conduct of a Mom & Pop store, but the survival comes by
changing the product mix.
EVER GREEN SWEET HOUSE, DELHI
Situated in the South Delhi locality of Green Park, this independent store is an example of how even the
traditional retailers can also grow and prosper. Started in 1963, it was a small shop selling sweets. Today, after
more than 55 years, the shop has spread across 3 levels and taken up space in building blocks within the
market. Today, the store not only retails sweets & namkeens but also sells pastries, ice creams, candies etc.
Moreover, a part of the store has been converted into a full-fledged restaurant, serving to the customers a
range of vegetarian cuisine, including South Indian, Chinese, Gujarati, Punjabi food items. Today, in the
Green Park market place, the Evergreen rubs shoulders and competes with the likes of national & international
brands like Mc Donald, Costa Coffee, Pizza Hut, Café Coffee Day etc. The store is now being managed by
Mr. Mohan Lal Chopra and the nextgen, i.e. the 2nd and 3rd generation.
SARVANA STORES, CHENNAI
Started more than 30 years back, at T. Nagar, Chennai, this independent store, today boasts of catering to the
customer’s varying needs with merchandise ranging from RMGs for Men, Women & Kids; Fabrics; Sarees;
Blouse Materials; Dhotis; Towels; School Uniforms; Baby Dresses, Cosmetics to Footwear, Gift Articles,
Stationery, Bags, Floor Mates etc. The store also has a fast food counter for the customers who want to relax
after a dose of hectic shopping. The USP of the store is that products are available at rock-bottom prices. In
fact, it is India’s answer to the EDLP stores of western countries. The store is frequently visited by small
retailers from outside the city, who buy the products from the store and then sell it at their small stores in the
suburbs of Chennai.
JEYACHANDRAN TEXTILES, CHENNAI
Although, this store is also located at T. Nagar, Chennai, unlike Saravana Stores, Jeyachandran Textiles
primarily deals with Men’s, Women’s & Kid’s Wear with merchandise comprising of Sarees, Churidars,
Cholis, Shirts, Trousers, Suits, Kids’ Tops & Bottoms etc. However, just like Saravana Stores and Evergreen,
it is another example of how an independent store can grow and make it big.
KARACHIWALA DEPARTMENTAL STORE, VIZAG
Established in the mid-20th century at a place which is now part of old-Vizag, this Mom & Pop store is now at
Siripuram, part of central Vishakhapatnam. The store deals in various products like grocery, eatables, plasticwares, FMCG products etc. Although this store and many others, call themselves Departmental Store, the
question is in the absence of Clothes & other Life Style Products, are they actually apt examples of
Departmental Stores. It should actually be called a Supermarket rather than a Department Store. All said &
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done, this store serves the customers of surrounding residential areas by providing them with a variety of
products & services, especially in the FMCG & Grocery product categories.
CHARAGH DIN, MUMBAI
Charagh Din, originally New Lord & Company, began in the year 1947. A couple of years later, this small
tailoring shop was bought over by Mr Arjan Daswani. Within a short span of time, Mr. Daswani's vision and
determination transformed the miniature boutique into a mega shirt store that today is one of the few
established names in the Indian fashion community. Walk into the store and you gasp - it stretches across four
floors and an area of 10,000 sq. ft. The hallmark of success of Charagh Din is the belief that success lies not in
just meeting demands but above all, in innovating relentlessly. Needless to say, they automatically satisfy the
strictest of quality checks and the most discerning of customers alike. Charagh Din has figured in the Limca
Book of Records as the “Largest Shirt Store in the World.” The CD logo has come to mean sophistication,
good taste and a very special identity for years now. By remaining exclusive, the brand has been able to
acquire an unquestionable reputation for quality and precision. They have a list of over 500,000 satisfied
customers, many of whom are famous celebrities including cine-stars, sports-persons, politicians etc. At any
given point the store offers 25,000 unique shirts. 6
Today the store is managed by Mr. Arjan Daswani’s son, Mr. Raju Daswani and the nextgen. When I met Mr.
Raju Daswani at his store in 1999-2000, he shared with me that he is having only a single store, but his
customers were spread all over the world. He narrated as to how some of his customers who were based
abroad would be visiting Mumbai once or twice in a year for work and would make sure that they visit the
store to buy the shirts to satisfy their demand uptill the next visit. Mr. Raju was very keen that these customers
should not wait for visiting Mumbai and Charagh Din, but should be able to get the shirts of their choice
wherever they are based at. And hence the website - www.charaghdin.com came into action. Such is the
vision behind Charagh Din, where a dotcom revolution is effectively used for the benefit of the customer as
well as the store.
Comparative Analysis of all the cases
A study of these cases will help us reach the following conclusions:• A major reason for the dwindling fortunes of Amorino was their inability to adapt to the technological
advances, which could have been to their advantage. Just like other online portals, they could have
come up with an online option which could have given a boost to their B2B sales. Midland and
Charagh Din on the other hand used the technology to their advantage.
• Another point of demarcation between Midland and Amorino was the Nextgen factor, which plays a
significant role in the success of Mom & Pop stores. Since it’s a family business, its success and
failure to a lot extent depend on the interest shown by the next generations.
• A major advantage of ease of starting a Mom & Pop store is also highlighted by the 2 nd and 3rd cases,
where both the retailers started with a 60 sq. ft. kiosk.
• The 3rd case also focuses on the advantage of ease of closing down the old business and coming up
with a new avatar.
• In fact, the first 3 retailers discussed above are at the 3 stages of life cycle. The kiosk is at the
Introduction-Growth stage, where Midland was 44 years back; while Midland is at the GrowthMaturity stage, where Amorino was 20 years back and the Amorino is at the Maturity-Decline
stage.
• The cases also highlight the need for Mom & Pop stores to come up with a USP, difficult to copy. So,
while the USPs of Sarvana, Jeyachandran Textiles & Karachiwala is the low-priced products,
Charagh Din offers the distinctive feature of incomparable range of shirts with wide variety of
designs to choose from. Similarly, Ever Green has gained by benefitting from the first mover
advantage in the products related to eatables like Sweets, Snacks and Food items and then
maintaining the quality constantly.
Conclusion
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As mentioned in the paper, with the help of the discussed cases of the Mom & Pop stores, it is clear that these
stores form the base-line of our country. The distinct advantage of any budding entrepreneur able to start a
Mom & Pop store with the least of investment and least of risk is a major reason for the growth of these stores
in the country. They have stood the test of time. However, it is important that both the corporate retailers and
these traditional retailers combine forces to achieve a win-win situation, where the former can provide the
financial muscle and the latter can give the advantage of tremendous customer reach. Moreover, in the global
context these retailers have to change and must adapt to the technological advances by making their presence
felt on the various social media platforms. It is high time that the technology is treated as a helping tool rather
than something which can be avoided.
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Annexure
Questionnaire
1. Please let us know as to when your store got established?
2. Which generation of your family is right now running this store?
3. Since how many years have you been involved in the operations of this store?
4. What major changes have you seen since you started running this store?
5. Has the online web-sites affected your business in anyway?
6. How have you been dealing to face these technological changes?
7. Are you exporting any of your products? If yes, what percentage is being exported and what
percentage is being retailed?
8. How much has the entry of big retail stores affected your business?
9. How have you been dealing to face the competition from these big retail stores?
10. Has the entry of foreign brands in India in any way affected your business?
11. How have you been dealing to face the competition from these foreign brands?
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Thank you for your time and patience.
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INTRODUCTION
Corporate Social Responsibility (CSR) is engagement of a firm towards managing and improving ramification
of its actions on economy, environment and society, ranging from firm to global levels (World Bank, 2007).
Firms use CSR as an obligation to minimize their damaging effects on the society (Mohr, Webb and Harris,
2001).
CSR activities are additional expenditure on firms and therefore, organizations are interested in
assessing the tangible as well as intangible benefits that could be accrued out of such outlay. Firms show
social concern for effective risk management (Decker, 2004). CSR is predicted to be functional for firms
producing alcohol, tobacco and similar products that have negative impact on the society (Jo and Na, 2012),
but not for banks and financial firms, as few aspects of CSR such as atmosphere, items manufactured and
pollutants are not significant for such firms (Joshi, 2013; Ntim and Soobarayen, 2013).
However, Reserve Bank of India, the apex bank of the nation, vide notification (RBI/2007-08/216)
encourages all the scheduled commercial banks (SCBs) apart from regional rural banks (RRBs) to implement
CSR by integrating environmental and social concerns in their activities for sustainable development. So, this
contradiction motivates the researchers to study implications of corporate social responsibility on financial
performance of the banks. The study employs cost benefit approach by considering CSR expenditure as a
measure of CSR and determining its impact on profitability measures of the firm.
The next section sets a theoretical background by review of existing literature, followed by the research
design, and results and discussion, leading to conclusions and recommendations. The paper ends by pointing
out study limitations and highlighting avenues for research in future.
THEORETICAL BACKGROUND
As a practice, CSR can be traced back to the period of Industrial Revolution and development of large
business enterprises (Crowther, 2002). Interestingly, CSR has been subject of deep interest in research since
the past two decades (Chen, 2011). CSR is an implied agreement between an organization and society that
leads the former to behave responsibly (Donaldson, 1982) and fulfill its obligations towards the latter. It may
also be considered as a social agreement that an organization has with its stakeholders (Bowd, Jones and
Tench, 2005 c.f. Jones, Bowd and Tench, 2009). Most of the characterization of CSR by social actions tends
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to consider social responsibility as a voluntary activity undertaken beyond the legal requirements (Hahn,
2011).
CSR is defined as “a concept whereby companies integrate social and environmental concerns in their
business operations and in their interactions with the stakeholders on a voluntary basis” (Reserve Bank of
India, 2013: 11). Proactive involvement (Enquist et al., 2008) and tactical implementation (Shen and Chang,
2009) of CSR is deemed to have strategic benefits for firms. Singh et al. (2016) has reported in a study that
investment by firms in eco friendly technology can yield long term benefits. Lee and Jung (2016) posit that in
firms that have high differentiation in products and large investment from outside, CSR involvement enhance
profitability.
CSR and Financial Performance of Firms
The extant literature supports the link between corporate social responsibility activities and performance of
the firm. Firms are turning towards CSR for their sustainable growth in the present era of dynamic and
competitive business environment. Moyeen and West (2014) assert that CSR should not be considered merely
as a philanthropic activity rather it must be used as a tool towards sustainable development. This has
encouraged research to determine if CSR has any influence on profitability of firms. Involvement in activities
pertaining to CSR are likely to lead a firm to reduced operating costs, better financial performance, access to
capital, increased productivity, enhanced brand image and reputation, greater customer loyalty and higher
sales and quality (Said, Hj Zainuddin and Haron, 2009). CSR investment can yield several branding and
marketing benefits (Cooke, 2010), as such companies are considered to be more proficient and sincere in their
business operations (Chen and Wongsurawat, 2011). Saleh, Zulkifli and Muhamad (2011) posit that enhanced
profitability due to CSR is observed, because it creates a positive impact on major stakeholders who affect
earnings and market value of the firms. CSR engagement increase attractiveness of firm among prospective
employees (Joo, Moon and Choi., 2016) and also leads to satisfaction of existing employees due to enhanced
reputation (Barakat, Isabella, Boaventura and Mazzon, 2016).
A large volume of literature has evolved as an outcome of interest in implications of CSR, though still
a definite direction of relationship between CSR and financial performance has not been set up. Few studies
have established positive (Chen and Wang, 2011, Fauzi and Idris, 2009) influence of CSR on financial
performance, while others exhibit either a negative (Brammer, Brooks, and Pavelin, 2006; Nelling and Webb,
2009; Wang, Huang, Gao, , Ansett, and Xu, 2015) or an insignificant (Newell and Lee, 2012; Ofori, Nyuur,
and S-Darko, 2014; Tuhin, 2014) relationship. Possible reasons behind variations in outcomes of past research
include sampling error, mismatching error and measurement error (Fauzi and Idris, 2009).
Sampling error might occur because the sample belongs to industries that differ from each other in
terms of unique set of external stakeholders and regulations (Griffin and Mahon, 1997). On similar lines
Decker (2004) argues that CSR is industry-specific and varies with operational conditions of individual
enterprises. Fauzi, Mahoney and Abdul (2007) advise that the industry to which sample firms belong must be
considered while determining association between corporate social responsibility and financial state of firms.
Taking care of these findings the present study is conducted on a single industry i.e., the Indian banking
industry.
CSR and Banks
Involvement of financial firms in socially responsible activities provides them with competitive advantage by
creating a good image and reputation in the market (Decker, 2004). Banks engage in CSR due to several
reasons, namely, to build image, as a moral obligation to solve social problems, societal pressure and legal
obligations (Auka, 2011 c.f. Nwanne, 2016). CSR is also recognized as a paradigm shift measure for financial
firms to regain their position in market after the recent financial crisis (Harrison and Estelami, 2014).
Gonzalez, Torres and Izquierdo (2006) in a study on Spanish financial industry state that CSR
activities must be integrated by banks well in their internal as well as external operations, as banks
intermediate flow of financial resources between economic units with excess and inadequate finances. Banks
can integrate CSR in their activities to achieve customer satisfaction (Narwal, 2007). Corporate social
responsibility elicits positive response from bank customers directly as well as indirectly through perceived
service quality and trust (Poolthong and Mandhachitara, 2009). Commitment to CSR has a strong influence on
brand preference of customers of banks (Chomvilailuk and Butcher, 2010). CSR perception of bank customers
71

helps them identify with their bank positively and develop an emotional bond, leading to long-term
relationship with customers (Perez and Bosque, 2015). Customers are influenced by social responsibility
practices of bank which develops their trust and positively impacts repurchase intention and word of mouth
(Khan, Ferguson and Perez, 2015).
On the other hand there are studies that deny positive association of CSR with performance of banks. Such
studies argue that since financial firms mainly use CSR to enhance their image; it does not affect their
financial state (Chih, Chih and Chen, 2010). Soana (2011) also could not find any significant relationship
between corporate social responsibility and financial health of banks. Ofori et al. (2014) posit that though
CSR activities influence financial performance of banks but such influence is insignificant. Chetty, Naidoo
and Seetharam (2015) has even asserted that financial firms that are a part of any socially responsible
investment index exhibit negative relationship between social responsibility and return on assets.
Thus, extant literature leads to deduction that the link between CSR and financial performance of
banks is not definite. So, it is envisioned that the present study will provide more insights and make
significant contribution to the literature on link between social concern exhibited by banks and their
performance. Hence, it can be hypothesized that:
Hypothesis: Corporate Social Responsibility influence financial performance of the firm.
MATERIALS AND METHODS
Research is based on the assertion that banks can use social responsibility activities strategically to gain
support of all stakeholders and expenditure on CSR activities by banks can be treated as an investment to
improve their long-term performance.
Research Variables
The purpose of the study is to assess the influence of CSR on financial performance of the banks. Therefore,
literature was scanned to find suitable measures for CSR and financial performance. A variety of measures is
used by different researchers to measure CSR including quantitative and qualitative measures such as CSR
expenditure (Bolanle, Adebiyi and Muyideen, 2012; Crisostomo, Freire and Vasconcellos, 2011;
Govindarajan and Amilan, 2013; Tuhin, 2014), content analysis of annual reports (Ntim and Soobaroyen,
2013; Trang and Yekini, 2014), CSR rating of a firm provided by rating agencies (Soana, 2011; Vurro and
Perrini, 2011), presence of a firm in certain indices (Chetty et al., 2015; Velde, Vermeir and Corten, 2005),
perception of employees (Nybakk and Panwar, 2015; Taghian, D’Souza and Polonsky , 2015), and customer
perception (Arendt and Brettel, 2010). In the present paper CSR expenditure (CSRE) has been used as a
measure of CSR of a firm, as this is the only variable which objectively quantifies CSR and is away from any
biasedness. CSRE is the cost of taking up social responsibility activities by a firm.
To measure financial performance of a firm several measures are available, such as Profit after Tax (
PAT) (Bolanle et al., 2012; Joshi, 2013), Return on Assets (ROA) (Chetty et al., 2015; Fauzi, 2009; Sun and
Yu, 2015; Wang et al., 2015), Return on Equity (ROE) (Chetty et al., 2015; Fauzi, 2009; Wang et al., 2015),
Return on Sales (ROS) (Callan and Thomas, 2011; Giannarakis, 2014; Trang and Yekini, 2014; Tsoutsoura,
2004), market capitalization (MCAP) (Brammer et al., 2006; Govindrajan and Amilan, 2013; Newell and Lee,
2012; Poddi and Vergalli, 2009; Velde et al., 2005), share prices (Brammer et al., 2006; Joshi, 2013; Soana,
2011; Velde et al., 2005) and Tobin’s Q (Chang, Kim and Li, 2014; Crisostomo et al., 2011; Erhemjamts, Li
and Venkateswaran, 2012; Ntim and Soobaroyen, 2013; Surroca, Tribo, and Waddock, 2010). In the present
study three measures are taken as indicators of financial performance of the firm namely, PAT, ROA and
ROE. The reason behind selecting these three measures is that a single measure could be very limiting
indicator of financial performance. PAT is measure of profitability of the firm and indicates direct impact of
CSR expenditure on profits of the firm. While ROA and ROE, are measures of return on investments of firm.
ROA indicate the profits earned on all the financial resources of the firm (Anthony, Hawkins and Merchant,
2011). ROE exhibit “how well firm has used owner resources” (Pandey, 1999: 136). Moreover, both these
measures are most commonly used as a proxy for financial performance in researches conducted to examine
the link between CSR and financial performance of the firm. Hence, the choice of these three measures can
produce a vivid picture of the relationship.
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Further, there are studies (Moore, 2001; Surroca et al., 2010; Torugsa, O’Donohue and Hecker, 2014)
which have established that size of the firm has significant influence on the association between CSR and
economic performance of firms and used it as a control variable. Different measures for estimating size of
firms used in previous scholarly works include number of employees (Bai and Chang, 2015; Nybakk and
Panwar, 2015; Zhu, Sun and Leung, 2014), total assets (Nguyen and Nguyen, 2015; Sun and Yu, 2015; Trang
and Yekini, 2014) and net sales (Erhemjamts et al., 2012; Nybakk and Panwar, 2015). Keeping in perspective
the context of Indian banking industry, in which types of assets owned by banks differ in their structure from
other types of industries, total assets have been used to depict size of banks in the present research as a control
variable.
Research Hypotheses
To measure the impact of CSR expenditure on financial performance of the banks following hypotheses have
been framed:
H1: CSRE impacts PAT of the bank when firm size is controlled.
H2: CSRE impacts ROA of the bank when firm size is controlled.
H3: CSRE impacts ROE of the bank when firm size is controlled.
Figure I depicts the proposed model for this study, where CSRE is projected to predict financial performance
measures when firm size is controlled.
Firm Size

PAT
CSRE

Financial
Performance

ROA
ROE

Figure I: Proposed Research Model
Sample and Data Source
In India forty six nationalized and private sector scheduled commercial banks are present out of which thirty
one banks are selected for study. In these banks data related to CSR expenditure was explicitly mentioned in
their annual reports for each considered year.
A time period of four financial years, i.e., 2012-13, 2013-14, 2014-15 and 2015-16 has been
considered for the study because this time span reflects a crucial period when CSR was made mandatory in
India for companies with turnover of INR one thousand billion or more or net worth of INR 500 billion or
more or net profit of INR five billion or more (Companies Act, 2013). Data related to CSR expenditure has
been obtained from annual reports of the selected banks for the corresponding financial years, while data for
financial performance measures (i.e., PAT, ROA and ROE) and firm size was collected using Centre for
Monitoring Indian Economy (CMIE) Prowess database. CMIE Prowess database is a database of financial
performance of all companies that are present on National Stock Exchange (NSE) and Bombay Stock
Exchange (BSE) of India. It is based on annual reports, news feeds of stock exchanges and other authentic
sources.
Statistical tools
Panel Data Analysis. Panel data, which has both cross-sectional as well as time-series elements, has been
used for this study because this type of data is considered more informative and efficient due to high degrees
of freedom and higher variability (Gujarati, 2003).
OLS regression models used in previous research ignore time and cross-sectional differences in data,
due to which, efficient results are not obtained and values of standard errors are understated (Saleh, Zulkifli,
and Muhamad, 2008). OLS models are likely to be biased due to omission of some unobserved characteristics
of firms that affect the relationship between predictor and criterion variables, leading to endogeneity (Baltagi,
2008 c.f. Marti-Ballester, 2015). Hence, to address these limitations, fixed effect and random effect models
are used. Further, the fixed- effect and random effect models are compared using Hausman test to determine
which one is a better estimation.
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A fixed effect regression model controls for all the time invariant characteristics of banks that could
affect the dependent variable, and hence yields the true effect of a predictor on the outcome variable (Nelling
and Webb, 2009). In fixed effect model the difference in individual characteristics of the firms are recognized
whereas in a random effect model, these time invariant characteristics are included in the error term and
results thus obtained can be generalized to the whole population.
In this study, panel data regression using fixed as well as random effects has been applied for testing
of hypotheses. Further, the fixed- effect and random effect models are compared using Hausman test to
determine which one is a better estimation.
ANAYSIS AND FINDINGS
As the value of correlation coefficient between CSRE and total assets is 0.4939 at p<.001 which is not very
high therefore muti-collinearity between independent variables is not an issue. To probe further into the
association between CSRE and profitability of banks, panel data regression analysis has been conducted as a
next step, using R software, with each measure of profitability as the outcome variable, CSRE as the predictor
and size of bank as control variable.
Dependent Variable: PAT
Summary of the regression model with CSRE as independent variable and PAT as dependent variable is
provided in Table I. The chi-square value (20.983) of Hausman test is highly significant at p<.001, which
strongly recommends that fixed effect model is a better estimate as compared to random effect model. This
implies that each individual firm has specific characteristics of its own and their impact is controlled while
assessing the impact of CSRE on PAT. The fixed effect model is significant with F-statistic (12.2944) at
p<.001 which indicates that right choice of variables is made to predict PAT. The coefficient of CSRE
(16.7643854) is significant at p<.001 which states that CSRE is a significant predictor of PAT when firm size
is controlled. Thus, H1 is accepted. The R2 value of 0.12508 indicates that around 12.5 per cent of variation in
PAT can be attributed to CSRE.
Table I: PAT as Dependent Variable
Fixed-effect
CSRE
FirmSize
R2
F-Statistics
Hausman
test
(Chi-Square)

Coefficient
16.7643854****

Standard error
3.3811239

Random-effect
Coefficient
Standard error
1.9449e+01****
3.6332e+00

-0.0021962*

0.0012827

4.5498e-03****

0.12508
12.2944****

6.1619e-04
0.40336
69.6332****

20.983****

*

p<0.1, ,**p<0.05, ,***p<0.01, ****p<0.001

Dependent Variable: ROA
Regression model with CSRE as predictor and ROA as outcome variable is summarized in Table II. Chisquare value (11.542) of Hausman test is significant at p<.01, which implies that in this case also fixed effect
model is better. The F-statistic (15.7753) of the model is significant at p<.001, leading to deduction that model
is correct. The coefficient of CSRE is 2.9430e-04 at p<.01 which indicates that CSRE significantly impacts
ROA. It leads to acceptance of hypothesis, H2. The value of R2 is .155 which states that 15.5 per cent of
variation in ROA is explained by CSRE.
Table II: ROA as Dependent Variable
Fixed-effect
CSRE
FirmSize
R2
F-Statistics
Hausman
test
(Chi-Square)

Coefficient
2.9430e-04***
-2.2882e-07****

Standard error
1.0883e-04
4.1288e-08

Random-effect
Coefficient
Standard error
3.0345e-04***
1.1156e-04
-8.4785e-08****
2.3842e-08

0.155
15.7753****

7.30111****
11.542***

*

p<0.1, ,**p<0.05, ,***p<0.01, ****p<0.001
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Dependent Variable: ROE
As indicated in Table III, chi-square value (32.955) of Hausman test is significant at p<.001. Thus it can be
inferred that fixed effect model is a better estimation model. The value of F-statistic (24.0321) for the fixed
effect model is significant at p<.001, which leads to deduction that the right variables are chosen in the model.
Coefficient of CSRE (3.0007e-02) is significant at p<0.01, which implies that CSRE is a significant predictor
of ROE. Hence, H3 is approved. The R2 value is .21841 which states that that CSRE explains about 21.84 per
cent of variation in ROE.
Table III: ROE as Dependent Variable
Fixed-effect
CSRE
FirmSize
R2
F-Statistics
Hausman
test
(Chi-Square)

Coefficient
3.0007e-02***
-2.7320e-05****

Standard error
1.0429e-02
3.9565e-06
0.21841
24.0321****

Random-effect
Coefficient
Standard error
2.5223e-02**
1.0760e-02
-7.5206e-06****
2.0966e-06
0.061219
6.71378***

32.955****

*

p<0.1, ,**p<0.05, ,***p<0.01, ****p<0.001

The validated model obtained after analysis is depicted in Figure II.

PAT

16.7643854****
2.9430e-04***

CSRE

ROA

3.0007e-02***

ROE
*

p<0.1, ,**p<0.05, ,***p<0.01, ****p<0.001

Figure II: Validated Model

DISCUSSION
Positive impact of CSRE on Profit after Tax, ROA and ROE established as a finding leads to the deduction
that expenditure on CSR activities has benefits for Indian banks. Results of this research are in compliance
with previous studies (Ahmad, Almsafir and Al-Smadi, 2014; Bolanle et al., 2012; Ofori et al., 2014 ; Poddi
and Vergalli, 2009) which have also established that social involvement of firms positively impacts their
financial performance.
Outcome of our research gains support from good management theory, which propounds that a
company which is perceived as a responsible citizen by its stakeholders would be able to achieve good
financial performance (Fauzi, 2009). Findings are also consistent with the analysis of Poddi and Vergalli
(2009), who have established that advantages of CSR can be easily reaped by firms which do not have any
harmful impact of their actions on environment. This study corroborates the assertion of researchers that it is
mandatory for service firms to have a good image in the market due to intangible character of their products
(Fatma, Rahman and Khan, 2014; Perez, Salmones and Bosque, 2013). Engagement in CSR activities creates
good reputation of firms in the market among their stakeholders, which fetches them several benefits in long
run such as reduced “labor, capital, operating, or regulatory and governmental cost” (Navarro, 1988: 408) and
increased goodwill (Webb, 1996).
Stakeholder theory (Freeman, 1984) for implementation of CSR is hence applicable for banks, as
management of banks incorporate expectations of other parties in strategy formulation (Perez and Bosque,
2015). Socially responsible image enhances credibility of banks and help them to use more leverage at lower
cost for creation of assets like loans and advances rather than utilizing bank capital. So, increased
disbursement of loans amplifies earnings of banks in the form of interest earned and leads to improved ROE.
CONCLUSIONS AND IMPLICATIONS
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Large number of studies has been conducted in the past to examine the association between corporate social
responsibility and economic performance of firms. The difference in outcomes of such studies could be
attributed to heterogeneous sample of firms from varying industries. Relevance of CSR for banking industry is
also debated, as banks do not have any measurable impact on environment and society. Our study attempts to
address these issues and determine the impact of CSR on a sample of Indian banks. The study uses costbenefit approach to determine benefits evolved in the form of financial performance to banks as a result of
expenditure on CSR activities.
Results indicate that CSRE positively impacts financial performance of banks measured using PAT,
ROA and ROE. Findings of our study have significant implications for the Indian banking industry. The
results convince the managers of banks to undertake CSR activities without any additional cost. Social
responsibility by banks enhances reputation and provides competitive advantage. Managers of banks can be
encouraged to implement CSR in their strategy for reaping its benefits. Banks being in an undifferentiated
industry mainly driven by regulatory norms can involve themselves in corporate social responsibility activities
and create good image. Enhanced reputation would differentiate them from their competitors and yield long
term benefits. This study also encourages banks to abide by the legal obligation of the government and
notification of Reserve Bank of India.
RESEARCH CONTRIBUTION
This research paper successfully resolves the debate on whether CSR is suitable for banking industry in India.
It provides evidence to the notice issued by Reserve Bank of India that CSR can help banks in their
sustainable development. It provides a validated model which can be used to determine influence of
expenditure on social responsibility activities of firms on their financial well-being.
LIMITATIONS AND SCOPE FOR FUTURE RESEARCH
In spite of sincere efforts, this research has certain limitations which must be brought to light. A major
limitation is that this study has considered a small time period of four years due to availability of data.
However, the research can be extended to a longer period using more financial performance measures that
determine long term profitability.
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ABSTRACT:
The main purpose of this paper is to identify the determinants of recycling behaviour among
academician based on the theory of planned behaviour. In addition, this paper also examines the
mediating role of attitude in the relationship between environmental beliefs and recycling behaviour.
An online survey was conducted on lecturers in a public university in Malaysia and a valid 101
responses were received. This data was analysed using PLS-SEM. Out of the five hypotheses
proposed in this study, four hypotheses were supported. Among the important and interesting
findings of this study were; (1) the insignificant effect of perceived behaviour control on recycling
behaviour and (2) the mediating role of attitude on the relationship between environmental belief and
recycling behaviour. This study contributes to both theory and practice. This study extends the TPB
theory and provides insightful information for green universities’ administrators and policy makers.
The empirical evidence gathered in this study would help administrators to plan for effective
strategies to enhance recycling behaviour among academicians and other stakeholders in the future.
Keywords: recycling behaviour, theory of planned behaviour, environmental beliefs, green campus,
Malaysia
1. INTRODUCTION
Higher education institutions (HEIs)
is considered and functions as a small city
(Tangwanichagapong, Nitivattananon, Mohanty & Visvanathan, 2017; Zen, Subramaniam,
Sulaiman, Saleh, Omar & Salim, 2016; Alshuwaikhat & Abubakar, 2008) and they’re the leaders or
trendsetters for a society (Hooi, Hassan & Mat, 2012; Tangwanichagapong et al., 2017) because of
the size, various population, and numerous activities held in HEIs environment (Alshuwaikhat &
Abubakar, 2008; Baharum, Kam, & Chua, 2016; Zhang, Williams, Kemp & Smith, 2011). As time
grows, there is an increase in number of populations in HEIs which parallelly increases the waste
generation (Baharum et al., 2016). As an example, a previous study conducted in UTM founds that a
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person generates 0.85 kg of waste per day. Not only that, it also mentioned that there is a large
amount of waste generations in campus during big events like convocations which can be up to 2kg
per person (Zen et al., 2016). Due to that, minimizing waste is becoming the most concerned factor
in campus as it became their first initiate in sustainable activities (Tangwanichagapong et al., 2017;
Zen et al., 2016; Zhang et al., 2011).
Waste management or reducing waste in campus is one of the crucial strategy to develop a “green”
and sustainable HEIs (Wan, Shen, & Choi, 2017). A case study conducted by Zhang et al., (2011) on
the University of Southampton highlighted that HEIs contributes significantly in developing
sustainable development by waste management. Meanwhile, other research emphasizes that
managing sustainable development in campus through waste management involves good governance
practices to encourage and develop sustainable campus (Tangwanichagapong et al., 2017; Zen et al.,
2016). However, the lack of involvement of university stakeholders especially among academicians
about sustainable issues and ignorance about the need of practicing sustainability in campus has
worsened the problem. Some researchers stated that academicians’ beliefs and attitudes are barriers
to engage in sustainable activities since sustainability is often observed as somewhat of an
annoyance, and perhaps as a political accuracy that intrudes on the real work (Christie, Miller,
Cooke, & White, 2015; Too & Bajracharya, 2015).
Most of the HEIs initiates waste management practices as a beginning stage for sustainability in
campus (Mason, Oberender, & Brooking, 2004; Zhang et al., 2011). The most commonly used waste
management practice is the 3R practice and well heard in terms of recycling. In Malaysia, recycling
programs have been active since the year of 1993, yet until now the rate of recycling is only 5
percent and still 30% of the garbage can be recycled (Mamun, Saufi, Mohiuddin & Fazal, 2019;
Jereme, Siwar & Alam 2015; Ramayah, Lee & Mohamad, 2010). It is also assumed that by 2020 the
solid waste will reach 31,000 tons in Malaysia which makes the government more difficult to
accomplish recycling rate and the landfills will become even threatened to reach sustainable future
(Mamun et al., 2019; Ramayah, Lee, & Lim, 2012). According to Wan, Cheung & Shen, (2012),
successful recycling programmes need involvement of both, technology and people which leads to
the development and maintenance of pro-environmental behaviour. Past studies have studied the
influencing factors of recycling behaviour in terms of theory of planned behaviour (TPB) (Barr,
2007; Park & Ha, 2012; Wan et al., 2012; Mtutu & Thondhlana, 2016). On the other hand, there are
some studies which includes other influencing factors to the model to improve the theory (Mamun et
al., 2019; Ramayah et al., 2012; Wan et al., 2012). Hence, this paper holds three main objectives as
per below.,
• To examine the relationship between environmental beliefs and attitude.
• To assess the relationship amongst attitude, subjective norm, perceived behavioural control and
recycling behaviour.
• To determine the mediating role of attitude between environmental beliefs and recycling
behaviour.
2. LITERATURE REVIEW
This study records the use of TPB (Ajzen, 1991) in examining academicians behaviour towards
recycling. The theory consists of prompt determinant aspects that influenced an individual’s
behaviour and the immediate determinant of the individual’s intention to choose their behaviour.
According to the model, (i) attitude; an evaluation about performing the specific behaviour, (ii)
subjective norm; in an individual’s view whether their closest people in their lives would want them
to conduct the behaviour, (iii) perceived behaviour control (PBC); shows the extent to which
individuals saw the behaviour to be under volitional control. All these three factors influence the
behavioural intention which will determine someone’s behaviour towards a situation (Ajzen, 1991;
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Ramayah et al., 2012; Chen & Tung, 2014; Maichum, Parichatnon & Peng, 2016; Taufique &
Vaithianathan, 2018). Also some studies mentioned that PBC can directly affect the behaviour
(Davis, O’callaghan, & Knox, 2009; Ramayah et al., 2012). However, the literature in this study
indicates that attitudes, subjective norm, PBC and an additional variable, environmental beliefs have
an important role predicting recycling behaviour. This is because TPB allows integrating additional
variables in the model (Ari & Yilmaz, 2016).
2.1 Environmental beliefs and Attitudes towards Recycling Behaviour
According to Ajzen (1991), attitude could be defined as an element of a person's belief and
evaluation towards a behaviour. Meanwhile, a person’s belief factor is regarded as the knowledge
and perceptions about certain behaviour of the person (Wan et al., 2012). On the other hand, general
beliefs and attitudes do not have a direct impact to the behaviour unless it is more specifically about
environment (Xiao & Buhrmann, 2019).There are few studies conducted on attitude, beliefs and
behaviour relationship in the areas of environmental previously (Kaiser, Kast & Fuhrer, 1996;
Hernández, 2012; Thapa 2010; Xiao & Buhrmann, 2019). According to Thapa, (2010) a person’s
attitude is the most significant factor that predicts the recycling behaviour. It also found that an
attitude towards some matters is the most important factor to determine the specific behaviour
towards the matter. Additionally, a positive attitude means that there is a positive belief in
something; for instance, believing that recycling would reduce waste, pollution and conserve natural
resources leads a positive attitude towards recycling behaviour (Ramayah et al., 2012). It can be sum
up as when the attitude towards environmental is strong, the attitude may completely mediate the
effects of environmental beliefs on behaviour. This is due to the relationship amongst attitude and
behavioural intention is strong enough to balance the direct effect of beliefs on behaviour (Kalsum &
Isa, 2016; Maki & Raimi, 2017; Mamun et al., 2019; Ramayah et al., 2010; Wan et al., 2012). Hence
this study proposed the following hypotheses:
H1: Environmental beliefs has a positive relationship with attitude.
H2: Attitude has a positive relationship with recycling behaviour.
H5: Attitude mediates the relationship between environmental beliefs and recycling behaviour.
2.2 Subjective norm and Recycling Behaviour
Based on Ajzen (1991), subjective norms replicate the perceived social pressures by other
individuals or groups upon an individual to perform or not perform a certain behaviour. The pressure
may come from family members, peers, neighbourhood or anyone close to the individual person that
might has a positive effect on recycling behaviours (Wan et al., 2012). Past studies mentioned that
subjective norm is an important factor influencing recycling behaviour (Ghani, Rusli, Biak & Idris,
2013; Mamun et al., 2019; Ramayah et al., 2012; Sidique, Lupi & Joshi, 2010; Thomas & Sharp,
2013). Thus, it is hypothesized that;
H3: Subjective norm has a positive relationship with recycling behaviour.
2.3 Perceived behavioural control (PBC) and Recycling Behaviour
PBC discusses the difficulty and easiness of performing certain behaviour and it often reflects from
past experiences (Ajzen, 1991). According to the theory, PBC has a strong influence on behavioural
intention or directly to the behaviour (Ramayah et al., 2012; Tam, Le Wang & Illankoon, 2018). A
person's behaviour is not just rely on their will but also by factors as PBC (Ari & Yilmaz, 2016).
PBC has a set of perceived control variables like ease and opportunity, and facilitating factors such
as knowledge on how, what, and where to recycle; and provision of recycling resources (Wan et al.,
2012). Therefore, the next hypothesis generated as;
H4: Perceived behavioural control has a positive relationship with recycling behaviour.
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3.METHODOLOGY
This paper presented results based on pilot study data collected through online survey conducted on
academicians from one of the green campus in Malaysia namely University Malaysia Terengganu
(UMT). A survey questionnaire using 5 Likert-type scale of agreement, ranging from 1 “strongly
disagree” to 5 “strongly agree" were used. The instruments involving 21 items adapted from past
literatures that related to the five constructs of the research model (refer table 2). The 21 items were
divided into; 3 items for attitude, 7 items for environmental beliefs, 3 items about subjective norm, 4
items related to perceived behavioural control and lastly 4 items for recycling behaviour. The
questionnaire also included questions to know about respondent’s demographic; such as gender, age,
marital status, nationality, ethnicity and years in academic field.
Thus, the data tested for reliability and validity of the instruments using SPSS and SmartPLS 3.2.8
softwares. SPSS version 23 is used to analyse respondents’ demographic profile and to conduct
normality test. While the measurement and structural model of the study were analysed using the
SmartPLS 3.2.8 software. The purpose of using PLS-SEM in this study is to examine the proposed
theoretical constructs since it is mainly known as a better suited for theory development and to
explore the relationship between latent variables (Tan, Ramayah, Razak & Popa 2017; Hair, Sarstedt,
Hopkins, & Kuppelwieser, 2014; Wan et al., 2012).
4. RESULTS
Demographic profile
As can be seen in table 1, the 61 respondents (60.4%) are female and the rest 40 (39.6%) are male
respondents. Besides the age of respondents were majority (31.7%) from the ages of 30 to 34 years
old followed by 27 academicians from 40-44 years old range. As indicated in the table, half of the
respondents are PhD holders (52.5%) and 94 respondents are Malaysians (93.1%). Furthermore,
table 1 also shows that respondents are mostly (26.7%) with 11 to 15 years of experience in
academic field and 87 (86.1%) of the respondents are belong to Malay ethnicity.
Table 1: Demographic Profile of Respondents (n=101)
Description
Frequency %
Description
Frequency %
Gender
Nationality
Male
40
39.6 Malaysian
94
93.1
Female
61
60.4 Non-Malaysian
7
6.9
Age
Years in Academic Field
25-29
6
5.9
Below 1 year
5
5.0
30-34
13
12.9 1 – 5 years
23
22.8
35-39
32
31.7 6 – 10 years
23
22.8
40-44
27
26.7 11 – 15 years
27
26.7
Above
15
years
23
22.8
50-54
5
5.0
55- 59
3
3.0
50 and above
1
1.0
Highest Qualification
Ethnicity
Bachelor degree
1
1.0
Malay
87
86.1
Masters
10
9.9
Indian
4
4.0
PhD
53
52.5 Chinese
2
2.0
Others
37
36.6 Others
8
7.9

Measurement model analysis
The measurement model analysis by PLS-SEM comprised of reliability (internal consistency) and
validity (convergent and discriminant validity). The measurement model criteria are; all the item
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loadings should be more than 0.7 (Tan et al., 2017; Hair et al., 2017), the composite reliability (CR)
value ought to be 0.7 or greater, whereas the average variance extracted (AVE) must be in as a
minimum as 0.5 (Hair, Anderson, Tatham & Black, 2010; 2017). Meanwhile for validity testing, the
convergent validity replicates whether a specific item estimates a latent variable that it is expected to
measure (Tan et al., 2017; Urbach & Ahlemann, 2010), while the AVE assesses the measure of
change that build catches from its markers contrasted and the sum because of estimation mistake
(Tan et al., 2017; Fornell & Larcker, 1981).

Construct
Attitude (ATT)
Environmental Beliefs
(BL)

Table 2 Measurement Model Results
Adapted
Item Code
Factor
from
Loading
(Maichum et
ATT 2
0.953
al., 2016)
ATT 3
0.959
(Kilbourne
BL 4
0.848
& Pickett,
BL 5
0.789
2008)
BL 6
0.786
BL 7
0.856

CR

AVE

0.955

0.915

0.892

0.673

Subjective Norm (SN)

(Maichum et
al., 2016)

SN 1
SN2
SN3

0.925
0.883
0.758

0.893

0.736

Perceived Behavioural
Control (PBC)

(Karim
Ghani et al.,
2013)

0.829

(Coelho et
al., 2017)

0.939
0.918
0.921
0.861
0.897
0.892
0.879

0.951

Recycling Behaviour
(RC)

PBC 1
PBC 2
PBC 3
PBC 4
RC 1
RC 2
RC 3

0.919

0.791
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Figure 2: Measurement Model Results
Table 2 and figure 2 displays the results for reliability and validity assessment of the measurement
model. 5 items were deleted from attitude, environmental beliefs and recycling behaviour constructs
due to low factor loadings and the rest remaining items were above 0.7. The results above depict that
the CR of all constructs surpassed threshold value of 0.7, which ranged from 0.892 to 0.955. It
illustrates that the study’s measurement model is reliable (Fornell & Larcker, 1981).
In addition, measurements validity was examined through convergent and discriminant validity of
the measurement model. The convergent validity of the items accepted with AVE values greater than
the suggested level of 0.5, which is extending from 0.673 to 0.915. While, discriminant validity is
confirmed when the item load more highly on its own construct rather than on other constructs.
Hence, the researcher assessed discriminant validity thru differentiating the square root of AVE
value of each construct with all the other constructs in order to be larger than the correlations
between two factors (Fornell & Larcker, 1981; Barclay et al., 1995). Thus, Table 3 reveals that the
correlation scores among each construct and the rest constructs is greater and indicates that
discriminant validity was met by all construct and acceptable. Therefore, it can be decided as the
measurement model of this study is reliable and valid.
Table 3: Discriminant validity (HTMT)
Construct
ATT
BL
PBC
RC
SN
Attitude (ATT)
Environmental Beliefs (BL)
0.624
Perceived Behavioural Control (PBC) 0.538
0.408
Recycling Behaviour (RC)
0.732
0.802
0.396
Subjective Norm (SN)
0.482
0.757
0.229
0.580
Structural model analysis
The structural model of this study evaluated the causal relations amongst the constructs in the model
by analysing path coefficients, t-statistics, p-value and variance. Path significances were estimated
via the bootstrapping method using 101 cases and 5000 resamples at chosen 5% significance level.
The predicting power of the proposed model were determined via hypothesis test. Summary of the
analysis results are presented in table 4 below. Based on figure 2, the R2 value of recycling behaviour
(0.502) showed that the variance amount of recycling could be defined by attitude, subjective norms
and PBC. Furthermore, the R2 value of attitude (0.304) exposed the amount of variance in attitude
described by environmental beliefs. Therefore, the R2 values of the study is substantial model
according to Cohen (1988) since it is higher than 0.26.

Path

β

BL -> ATT
ATT -> RC
SN -> RC
PBC -> RC

0.551
0.518
0.280
0.047

Table 4 Structural Model Results Summary
Std.
t
P
f2
Q2
q2
error
0.086 6.410 0.001 0.437 0.260 0.260
0.110 4.711 0.001 0.345 0.357 0.199
0.111 2.521 0.006 0.130
0.062
0.093 0.501 0.308 0.003
-0.002

Decision

H1 Supported
H2 Supported
H3 Supported
H4 Not
Supported
BL-> ATT -> RC 0.364 0.096 3.776 0.001
H5 Supported
Notes: BL= environmental beliefs, ATT= Attitude, SN= Subjective Norm, PBC= Perceived
Behavioural Control, RC= Recycling Behaviour
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Assessment
f2
Q2
q2

Table 5: Level of acceptance for f2, Q2 and q2
Level of acceptance
High
Moderate
Low

Source

Cohen
(1988)
values higher than 0 show that the exogenous constructs Hair et al.,
have predictive relevance for the endogenous construct. (2017)
0.35

0.15

0.02

0.35

0.15

0.02

Table 4 displays results about structural model and level of acceptance of f 2, Q2 and q2 interpreted as
per table 5. Based on table 4, the path between environmental beliefs and attitude shown as has a
positive relationship with a high effect size yet moderate predictive relevance (β= 0.551, t = 6.410,
p< 0.01, f2= 0.437, q2= 0.260), which is supported H1. On the other hand, the H2 is supported by
high effect size of coefficient path from attitude to recycling behaviour (β= 0.518, t = 4.711, p< 0.01,
f2= 0.345, q2= 0.199) and path from subjective norms towards recycling behaviour is also positively
significant with low effect size and moderate predictive relevance (β= 0.280, t= 2.521, p< 0.05, f2=
0.130, q2= 0.062). However, the coefficient path between PBC and recycling behaviour were found
to have no significant impact with a very low effect size and predictive relevance (β= 0.047, t=
0.501, f2= 0.003, q2= -0.002). As for the mediating effect of attitude in this study, result shows that
the indirect effect of environmental beliefs towards recycling behaviour was statistically significant
(p<0.01), which indicates H5 is statistically supported.
5. DISCUSSION AND IMPLICATIONS
This study mainly aims to study academician’s behaviour towards recycling based on TPB by
including environmental beliefs as an influencing factor to the TPB model and to determine the
mediating role of attitude among environmental beliefs and recycling behaviour. Throughout the
study, the researcher found that TPB provided a useful basis in understanding and explaining the
recycling behaviour. The results showed that recycling behaviour were influenced by attitude and
subjective norm. In addition, attitude also mediates the relationship among environmental beliefs and
recycling behaviour. This supports the previous findings which found that attitude (Mamun et al.,
2019; Ramayah et al., 2012; Sidique et al., 2010) and subjective norm (Ramayah et al., 2012) have a
positive impact on recycling behaviour.
In this study, attitude played as a strong predictor of recycling behaviour (H2) followed by
environmental belief’s influence on predicting attitude (H1) indicated as substantial. Besides, the
mediating role of attitude between environmental beliefs and recycling behaviour which also
contributes significantly in this paper is highly supported by statistics (H5). This specifies that
attitude acts as a bridge and substantially responsible for the effect of environmental beliefs on
recycling behaviour among academicians. However, the results for PBC and recycling behaviour is
not significant unlike the previous study (Ari & Yilmaz, 2016; Mamun et al., 2019). However, the
results might confine to other areas, sample size and contexts since it is carried out in a university in
Malaysia and the respondents are academicians. Therefore, future studies are recommended to apply
this model in different HEIs by including other stakeholders and with higher sample size.
These findings implied the key guidance intended for the campus decision makers on designing and
implementing recycling in university. For an example, to enhance the PBC of an individual,
management need to focus on people’s understanding towards recycling by providing ample of
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awareness and knowledge about sustainability through education and programmes. Furthermore,
seminars and advertising campaigns on recycling can help to create a positive attitude and belief
towards recycling and sustainable development as according to Huang (2016), individuals with
stronger environmental beliefs mostly procure the information through public relation. On the other
hand, to make the recycling behaviour more convenient, the management should provide or arrange
more facilities and support to encourage the academicians to participate in sustainable waste
management. For instance, setting up drop-off points for waste at the campus area that is visible for
academicians or other stakeholders from the campus or appointing responsible people to collect the
waste from the academician’s workplace twice or once a week in order to make it more convenient
and also to motivate the non-recycler to recycle.
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Abstract
This paper examines the volatility links between asset markets in India with specific reference to
stock, commodity and gold markets over a period of 12 years spanning from 2006 to 2018. By
employing a DCC- GARCH and BEKK-GARCH method, we show that the dynamic correlation
between these asset markets have undergone significant changes especially after the financial crisis
of 2008. The safe haven role of gold is clearly evidenced with the rising negative correlation between
the two markets during periods of stress. The evidence for financialization of commodity markets
indicates that investors should exercise caution while making diversification decisions across stock
and commodity markets.
Keywords – Volatility, Financialization, DCC-GARCH, BEKK-GARCH, Commodity Markets
Globalization is a double edged sword, says the renowned economist Kaushik Basu. With the
magnanimous opportunities that come with it are also some major challenges in the form of financial
contagion during a crisis. 2008 financial crisis was the first among such a warning India received
after it opened up its economy by implementing major structural reforms in 1991. Although many
claimed that India remained insulated from the external shocks, the stock markets showed a different
picture. In between September 2008 and December 2008, the SENSEX witnessed a drastic fall from
13518 to 9647. It was a wake-up call for many investors to examine additional safe avenues for their
investments and diversify their portfolios to unconventional asset markets.
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Almost 10 years after the crisis the level of integration among markets has only increased to greater
heights with the increased participation of foreign portfolio investors making the markets more
integrated and vulnerable to any external crisis. Domestic Investors therefore began seeking
additional investment avenues and venturing into other asset markets like commodities over the
period that diversified their risk and provided them with an optimum return.
The commodity price boom of 2000’s is believed to have originated from their increasing demand
from emerging economies like India and China. The UNCTAD (2018) report shows that after 2011,
the commodity prices have been slowly declining for over a few years until 2016, when prices have
slowly started picking up. When commodity prices took an upshot, investors began diversifying their
portfolios by channeling their investments to commodity markets. They believed not only were
commodities less correlated with stock markets but also offered them the necessary hedge against
inflation.
"Commodities are real assets that have an intrinsic value and tend to move in parallel with inflation."
(Disli, Inghelbrecht, Nagayev & Ng, 2016). This worked well for a while until more and more
investors began entering the commodity markets, integrating the factors that drove the price in both
these markets and also causing the shocks in one to spillover to the other. This phenomenon is
referred to by many as financialization of commodity markets. “The financialization process refers to
a situation in which the price of an individual commodity is not only determined by its primary
supply and demand, but also by several financial factors and investors' behavior in derivative
markets”. (Creti, Joëts, & Mignon, 2013).
A consensus in literature to whether financialization of commodities is taking place has yet not been
arrived. While some support the presence of financialization others neglect it. Those neglecting it
believe that the increased correlations between the two markets are seen only during periods of crisis
after which the correlation links are restored back to normal. This brought about another view that
while it is believed commodities are risk diversifiers, they failed to exhibit this when the benefit of
diversification was most sought for.
The 2008 crisis saw both the markets plummeting downwards. Panic investors were seen liquidating
their positions in both the markets thereby driving up the co-movement between them. The
interesting question to be asked here is where did the liquidated funds move during the crisis period.
The answer to this has been provided in many studies which show investors parking their funds to
safer investments like gold.
For many gold was seen as the magic metal which provided them with the required protection of
funds during periods of market turmoil. However research does not show a universal role of gold as a
safe haven. While they did provide the benefit in developed countries, evidence for developing
countries is not uniform across studies. India, being an emerging country expected to grow at a rate
of 7.4%, is the center of attention for many global as well as domestic investors to park their funds.
While the stock markets in India have been actively trading for long, the commodities derivatives
market began organized trading only in 2003. The set up of three main national exchanges and
several regional exchanges marked the beginning of transformation in Indian commodities market.
Although the markets have now been active for more than 15 years, it has not grown to the expected
levels especially since the slapping of commodities transactions tax in 2013. Much of its earlier
growth could be attributed to the commodity boom in the early 2000s.
After the merger of the Forward Markets Commission with SEBI, the commodity markets are
moving into its next phase of development with several initiatives being taken to improve the

91

liquidity and efficiency of the market. In recent years more foreign and institutional participation has
brought about better price discovery and risk management.
In this context the question now being put forth is whether like in the global front, India is also
seeing a situation whereby the commodity markets are getting financialized or is it still isolated from
the shocks of equity markets. In a country like India where 29% of the population lives below the
poverty line, commodity prices play a key role in affecting their lives. Hence policy makers cannot
afford the prices be driven by financialization of commodity markets.
This paper thereby aims to examine how the interaction between the two asset markets have
changed over the period and whether during periods of market stress gold provides the necessary
safe haven for investors in Indian markets.
The rest of the paper is organized as follows: Section 1 reviews the relevant literature, Section 2
presents the data and preliminary analysis, Section 3 covers the Econometric Model and Section 4
explains the empirical results and lastly Section 5 concludes the paper.

Review of Literature
Although the idea of diversification of investments to minimize risk and optimize return was
envisaged as early as 1952 by Harry Markowitz, the center of diversification was generally financial
markets. International diversification was often based upon the foundations of volatility linkages and
transmission across countries stock markets. Earlier studies examined the volatility linkages across
stock markets of developed countries to examine how interlinked they were and how shocks are
getting transmitted across these countries (Bakaert and Harvey, 1997; King and Wadhwani, 1990;
Susmel and Engle, 1994).
Understanding them not only enabled the investors to get an overview on how closely integrated or
segmented financial markets across the globe were, but also how these interlinkage varied during
periods of market stress. While all this studies were restricted to financial markets, commodities
were considered as real assets that did not offer any substantial value to investors who wish to gain
substantial returns. In 1980’s Bodie and Rosansky made an attempt to study different portfolios
comprising stock and commodities by comparing their variances over time. He finds that including
commodity futures in the portfolio led to substantial risk reduction in variance without a
corresponding reduction in return.
After the 2000 dot com bubble burst and the commodity boom that followed encouraged more
researches to explore the commodities futures as a risk diversification tool (Buyuksahin et al, 2010;
Choi and Hammoudeh, 2010; Chong and Miffre, 2010; Erb and Harvey, 2006; Gorton and
Rouwenhorst, 2006; Hammoudeh et al. 2014). This encouraged more investors to slowly include
commodities in their portfolios which were otherwise dominated with stocks.
This increasing presence of financial investors across the two markets slowly increased the comovements between the two markets. Studies showed a spurt in correlations across the two markets
especially during the period of crises (Aboura and Chevallier, 2015; Berger and Salah Uddin, 2016;
Buyuksahin et al., 2010; Delatte and Lopez, 2013; Nagayev et al., 2016; Silvennoinen and Thorp,
2013). This is again contradicted in studies by Demiere et al. (2015) and Olsen, Vivian and Wohar
(2017) who provide evidence showing that financialization has not really impacted the linkages
between the two markets. Roy and Roy (2017) examined the same with respect to Indian asset
markets and find evidence for financial contagion between commodity and other asset markets.
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Even among commodities, not all were homogeneously preferred among investors. While some of
them showed increasing correlations, there were few exceptions like precious metals that still proved
to have negative correlations with stock markets especially during periods of market turmoil (Creti et
al., 2013; Charfeddine and Benlagha, 2016; Chong and Miffre, 2010). Commodities under energy
and precious metals were more liquid and volatile due to their commercial importance and formed a
major part of investor’s strategic portfolio management plans over time.
The safe haven role of gold evidenced during periods of market turmoil especially in developed
countries encouraged investments in this asset class. Baur and Lucey (2010) find that gold acts as a
safe haven during extreme market conditions in case of US, UK and German stock returns and also
find that their safe haven property do not last for long time periods. Although gold bears some
common characteristics with other assets regarding its extensive application and absence of default
risk, it not being dependent on future earning or debt is what differentiates it from others thereby
beholding its value when other assets are declining (Baur and McDermott, 2010).
While there is strong evidence on the safe haven role of gold in case of developed countries, the
evidence is mixed with regard to developing countries. Baur and McDermott (2010) results do not
justify safe haven role of gold. One reason provided is the increasing financialization of commodity
markets leading to gold behaving more and more like stocks. While the markets move less
synchronized in short and medium horizons, long horizons see a trend reversal. Kumar, D. (2014)
and Arouri et al. (2015) studied the case of Indian and China respectively and find evidence of
diversification benefit of including gold in portfolios during periods of market turmoil.
On the context of these mixed evidences, this paper seeks to gain clarity on the following issues:•
•

In an Indian context, have commodities market been subject to financialization or does it still
provide the claimed diversification benefits to equity investors
Does Gold in particular provide diversification benefits and behave as safe haven to investors
during periods of market turmoil?

Econometric Model
The study uses two models, namely DCC-GARCH model and BEKK-GARCH model. DCCGARCH model was introduced by Engle in 2002. The constant conditional correlation model
assumed that correlations did not evolve over time. Such an assumption was very unrealistic for asset
markets which pass through different regimes (Chang et. al., 2013). As a result DCC-GARCH model
came to be used in more studies in connection with Volatility spillover. This method is proven to
give more dynamically correct correlation from the perspective of equity investors (Buyuksahin et
al., 2010).
The DCC (1, 1) model is then given by:

The next method used is GARCH-BEKK model by Engle and Kroner (1995) to model the
conditional variances
H(t) = C′C + A′u(t − 1)u′(t − 1)A +B′H(t − 1)B
Where C is the lower triangular matrices while A and B are general nxn matrices. Thus, each term is
positive semi-deﬁnite by construction. It is clear from the above equation that the conditional
variance for the two asset class being considered is determined by past shocks and past conditional
variances of each of the asset class respectively.
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Data and stylized facts

Data for three asset classes namely commodity markets, gold prices and stock markets have been
collected from the database of MCX and NSE respectively. MCX COMDEX has been used as a
proxy for commodity markets as 95% of the commodity trading takes place on Multi Commodity
Exchange of India. Similarly NIFTY 500 Index has been used as a proxy for stock market as it
represents 96.5% of the free float capitalization of the stocks listed in NSE as on March 29, 2019 7.
For each of the asset class, daily data has been collected for a period ranging from December 26,
2006 to 26th December, 2018. The time span has been chosen based on the availability of data and
further it also covers some of the major events like the Lehman crisis, Eurozone Crisis and the rupee
depreciation of 2013-148 and also periods of strong growth witnessed in Indian Economy.
Table 1- Descriptive Statistics of Return series
NIFTY500
Arithmetic Mean
0.0004
Variance
0.0002
St. Dev.
0.0142
Skewness
-0.0643
Kurtosis
11.6466
Jarque-Bera
15748***
ADF Test
-12.051***
Ljung-Box Test
1061.1
ARCH LM Test
344.75***

GoldSP
0.0004
0.0001
0.0102
-0.0458
11.9572
16598***
-13.879***
404.89

COMDEX
0.0002
0.0001
0.0104
-0.4035
5.5764
3685.3***
-12.953***
1349.8

164.45***

368.74***

Source – Based on analysis of data collected from NSE and MCX Website

The price data has been then converted to series of logarithmic returns for further analysis. The
returns are computed as follows:

The descriptive statistics have been given in Table 1 for Commodities (COMDEX), equity (NSE500)
and Gold (GOLDSP). Stock and gold offers the higher average returns (0.04%) as compared to
commodities (0.02%). The higher returns in stock are followed by the highest standard deviation it
has at 1.04%. Gold with a lower standard deviation as compared to stock and commodity is a more
stable asset class with good returns.
All the three asset classes are negatively skewed and kurtosis value is much higher than normal
distribution which indicates that chances of extreme loss or gains are more than what can be
explained by a normal distribution.

7

The data for commodity trading and stock market free float capitalization has been obtained from the website of NSE
and MCX.
8
The rupee went plummeting to 68.85/USD in August 2013 from 54/USD in May 2013. An article published by Reuters
explains this as the biggest fall the rupee has ever seen in 18 years since October 1995.
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Fig. 1. Return Series of NSE500, Gold and COMDEX
Source – Based on analysis of data collected from NSE and MCX Websites

Before moving to further econometric analysis, the stationarity of the return series is first ensured
using the ADF test statistics. As the table clearly indicates the presence of a unit root is rejected at
1% significance level indicating the return series of all the three asset classes to be stationary.
Undertaking BEKK-GARCH method requires conducting certain diagnostic test which is analyzed
further. The departure from normal distribution is clearly indicated by the Jarque-Bera test where the
null hypothesis states that the data is normal. However it is a well acknowledged fact in the literature
that return series are generally not normally distributed and hence it confirms to the literature.
The Ljung Box-Test statistics indicate the homoscedasticity in returns and the ARCH LM tests for
presence of ARCH effects in the return series. It rejects the null hypothesis in both the cases
indicating the presence of Heteroskedasticity in returns and also presence of ARCH effects in the
data. These tests provide a basis for carrying on with further GARCH Analysis. The return series of
the three asset classes are plotted in figure 1 which further indicates volatility clustering.
Results and Discussions
DCC-GARCH Estimates:

Figure 2a to 2c show the dynamic conditional correlation between the three asset classes. The DCC
between COMDEX and NSE is positive for most of the time except for a brief period in 2013-14
where the correlations see a dip. This period coincides with the slapping of commodity transaction
tax and also the period of rupee depreciation.
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Fig. 2a. DCC between COMDEX and NSE500

Fig, 2b. DCC between NIFTY 500 and Gold Spot

Fig. 2c. DCC between COMDEX and Gold Spot
(Source – Based on analysis of data collected from NSE and MCX Website)

The financial crisis period show a rise in correlation which further asserts that during crisis markets
tend to move together, as investors who holds position in both these markets tend to panic and resort
to other safe assets like gold. This is evidenced in the DCC analysis between stock and gold prices.
The negative correlations are seen to rise particularly during periods of stress. Thus investors who
wish to safeguard their position during periods of market turmoil should diversify their holding to
gold.
The DCC between commodity markets and Gold are positive for most of the period. This is also
because of the fact that COMDEX includes gold as one of the commodity in their index price
calculation. The correlations do not show any particular increase or decrease during any of the crisis
period.
Table 2 – DCC Estimates
Mu
Ar1
omega
Alpha1
Beta1
shape

NIFTY 500

Gold

COMDEX

0.000888
0.097606
0.000002
0.089988
0.899224
6.386454

0.000223***
-0.003673***
0.000001***
0.050747***
0.938192***
4.604393***

0.000334***
0.031001***
0.000001***
0.060517***
0.929265***
6.106802 ***

Joint DCC Estimate (α+β)
NSE500 and GOLD

0.9468
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GOLD and COMDEX

0.9327

NSE500 and COMDEX

0.9909

***, **,* indicates significance at 1%,5% and 10% respectively.
Source – Based on analysis of data collected from NSE and MCX Website

The DCC estimates shown in Table 2 of Gold and COMDEX indicate that the return series show
both ARCH and GARCH effect and the sum of their respective α+β, indicate that there is persistence
in returns. The NIFTY 500 results are not coming out to be significant. The joint DCC (1, 1)
parameters indicate high significance in all the three cases which imply a time varying co-movement
between the three asset markets and show the inability of a constant conditional correlation model to
explain the relation between the asset classes.
Full BEKK-GARCH Estimates:

Table 3a show the FULL BEKK-GARCH estimates between commodity and stock. As can be seen
in equation of the BEKK specification, all the squared coefficients always positively affect the
following days return variance both in the case of NSE500 and MCX COMDEX. This can be a
drawback of this method as it does not account for any negative impact.
The results further show that a positive two asset return covariance of equity and commodities
increases the asset return variance for equity the next day. A shock to the stock market increases the
asset return covariances of equity and commodity the next day. A shock to the commodity market
has a weak negative effect on the asset return covariances of equity and stock the next day. An
increase in stock market index return variance has a negative effect on the following day’s asset
return covariance. An increase in commodity index asset return variance increases the next day’s two
asset return covariances.
What can be implied from this is that investors should be more cautious to the stock market shocks
and commodity market return variances as they have a greater impact on increasing the asset return
covariances the following day. The results further show that previous days two asset return
covariance strongly affects the following days two asset return covariances.
Table 3a : BEKK GARCH estimates of NSE and COMDEX
Variable
Mean(DNSE)
Mean(DCOM)

Coeff.
0.0007
0.0002

Std. Error
0.0002
0.0002

T-Stat
4.1144
1.1997

Sig.
0.0000
0.2303

C(1,1)
C(2,1)
C(2,2)
A(1,1)
A(1,2)
A(2,1)
A(2,2)
B(1,1)
B(1,2)
B(2,1)
B(2,2)

0.0015
-0.0003
0.0008
0.3100
0.0533
-0.0482
0.1812
0.9437
-0.0236
0.0294
0.9778

0.0001
0.0002
0.0002
0.0110
0.0070
0.0141
0.0084
0.0034
0.0025
0.0053
0.0027

13.4798
-1.5769
4.0825
28.2805
7.6603
-3.4221
21.4579
274.2293
-9.4926
5.5287
368.1888

0.0000
0.1148
0.0000
0.0000
0.0000
0.0006
0.0000
0.0000
0.0000
0.0000
0.0000

In Table 3b, which shows the BEKK estimates of GOLD and NIFTY 500 may be interpreted as follows:-

97

A positive two asset return covariance of stock and gold increases the asset return variance for Gold
the next day. A shock to the Gold market decreases the asset return covariances the next day. A
shock to the stock market has a negative effect on the asset return covariances. This implies that gold
market is insulated from short term news affecting stock markets. An increase in Gold returns
variance increases the following days asset return covariance. An increase in stock market index
return variance increases the next day’s two asset return covariances.
A reason for stock market return variance affecting the covariance of both the market could be the
fact that during periods of excess volatility in stock markets, investors actively liquidate their
positions to make a flight of quality towards safe assets like Gold. A sudden increase in investments
in gold drives up the volatility of gold markets also which is reflected in the increase in covariance
between both the markets.
Table 3b : BEKK GARCH estimates of NIFTY 500 and GOLD Spot price
Variable
Mean(DGOLD)
Mean(DNSE)

Coeff.
0.0003
0.0007

Std. Error
0.0002
0.0002

T-Stat
2.1623
4.0366

Sig.
0.0306
0.0001

C(1,1)
C(2,1)
C(2,2)
A(1,1)
A(1,2)
A(2,1)
A(2,2)
B(1,1)
B(1,2)
B(2,1)
B(2,2)

0.0012
-0.0010
0.0009
0.2345
-0.0366
-0.0273
0.2797
0.9653
0.0205
0.0065
0.9565

0.0001
0.0001
0.0001
0.0083
0.0113
0.0066
0.0111
0.0024
0.0043
0.0017
0.0030

19.4993
-6.5151
6.4137
28.1326
-3.2486
-4.1092
25.1234
401.7231
4.7868
3.7865
319.1405

0.0000
0.0000
0.0000
0.0000
0.0012
0.0000
0.0000
0.0000
0.0000
0.0002
0.0000

Source – Based on analysis of data collected from NSE and MCX Website

Conclusion
The paper makes an attempt to seek clarity on the diversification capabilities of Indian commodity
markets to stock market investors and whether during periods of adverse market movements gold in
particular provide safe haven to investors. The DCC- GARCH estimates used in this paper enables to
find time varying conditional correlation between the different asset classes and also examine how
they evolve during different periods of market stress.
We find evidence for financialization of commodities market, as unlike being claimed by several
earlier studies the commodities market are no longer negatively correlated with stocks. Our results
indicate that for most of the time the correlations remain positive. Only during brief periods of
domestic or internal shocks they correlations tend to be low.
The reason for the same could be that in the present scenario more and more investors are entering
the commodity market and their investment behavior across these two markets tends to synchronize
market movements. Also on examining the safe haven role of gold, we find clear evidence for
negative correlations between the markets, and also the results are in conformance to what has been
found by Kumar, D. (2010) and Arouri et. al. (2015).
Hence for investors who wish to diversify their portfolio holding in emerging market like India must
understand that gold does provide them with the required diversification benefits and in the case of
commodity markets, the benefit of diversification may be availed during the period of internal
shocks
where
market
tends
to
move
in
opposite
direction.
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Abstract
In today’s fast paced business world, where there is a need to develop a different mindset and
a wider range of skills, organizations are looking for innovative ways to get ahead. Accordingly,
leadership development has seen several unique approaches. Equine assisted learning programs
which involve innovative, underutilised and motivating techniques and strategies, provide a dynamic
process of building and developing leadership skills through horse-human interactions. In this paper
after the history of horse-human relationship and interactions are examined, a literature review is
conducted on ongoing research and use of equine assisted leadership development programs.
Considering current research which shows that equine assisted leadership development programs
promote skills which are critical to being an influential leader, the present paper provides an insight
into equine assisted experiential learning on leadership development, provides an overview on what
happens in a typical equine assisted experiential learning session and suggests practical implications
for researchers and organizations.
Keywords: experiential learning, equine assisted learning, human-horse interactions,
leadership, leadership development.
INTRODUCTION
Human-horse relationship has a long history (Berg & Causey, 2014; Hausberger, Roche,
Henry & Visser, 2008). Both ridden and driven horses became essential as pack animals,
transportation sources and especially in military ventures. In this way they have contributed to the
success of humanity more than any other animal (Heleski, 2011; Kachelmeier, 2008). Across time
human use of horses has changed dramatically and the horse’s utilitarian value had decreased
whereas they have become equivalent in many ways to other domestic pets (Birke, Hockenhull &
Creighton, 2010). Today horses still meet many human needs, including transportation, draft power,
recreation, warfare, and companionship (Splan, 2011). While their muscle power is no longer
required, another use of horses has attracted attention. The humans need their intuition and wisdom
for the subtle challenges of mastering soft skills (Bjönberg, 2015) which means that they are now
healers, teachers and facilitators of learning (Pohl, 2012). Whilst they used to feed humans
physically by plowing their fields and socially by performing as race and show horses, today they
feed humans mentally by working to instill competencies that can be used as powerful instruments
and facilitators for the personal and leadership development (Maziere & Gunnlaugson, 2015; Rauen,
2017).
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Although the human-horse relationship goes back hundreds of years, the lessons that can be
learned from horses from a leadership, people skills and communications perspective is only recently
being taken into the business environment (Naidoo, 2009). In today’s fast paced business world,
where there is a need to develop a different mindset and a wider range of skills, organizations are
looking for innovative ways to get ahead and leadership development has seen several unique
approaches (Gitsham, 2012; Rauen, 2017). Today natural horsemanship which is also referred to as
“horse-whispering” is becoming in vogue in the corporate leadership training and development
around the world (Naidoo, 2009). Accordingly, some of the world’s largest organizations are
discovering the unique lessons taught in equine-assisted courses. The value of working with horses
has been acknowledged by academics at several university leadership development programs as a
metaphor for leadership as well (Ridding, 2005). The literature on equine assisted learning suggests
that collaborating with horses can be a great example of learning leadership competencies. Besides,
there has been explosive growth worldwide in this emerging industry (Dyk, Cheung, Pohl, Noriega,
Lindgreen & Hayden, 2012). This idea is certainly unexpected and brings with its aspects novelty
and wonder (Stock & Kolb, 2016).
Throughout history horses have been poised for greatness because of their anatomy,
physiology, and sociability and riding them has been associated with power (Equine Heritage
Institute, 2013; Robinson, 1999). Being able to take care of a horse has been essential for leaders for
thousands of years; kings, wisemen and generals alike. As the word “manager” branches
etymologically into the old French word “manege”, which means “the handling or training of a
horse, horsemanship, riding maneuvers, proceedings” (Clegg, Kornberger & Pitsis, 2008, p. 9;
Kadalie, 2006, p. 19), the link between horses and the field of management was made long ago.
The ongoing discussions on how best to develop leaders assert that leaders who can harness
intelligence in body and brain have a distinct advantage in today’s complex and volatile business
environment (Cooper, 2000). Since horses are excellent examples to guide a learning process that
facilitates this (Bjönberg, 2015), human experiences working with horses provide an opportunity to
develop sustainable changes in an individual’s awareness and actions regarding their leadership skills
and authenticity (Gehrke, 2009; Lyle & Schlamb, 2017). Thus they are different from the traditional
leadership training and development programs.
Dyk et al. (2012) claim that most research on equine assisted interventions focuses on
therapeutical studies and academic research on the effectiveness of equine assisted leadership
development programs is scant. They add that more academic research should be conducted on this
subject so that equine assisted activities may gain credibility as legitimate learning and development
methods for leaders. In order to fill this gap, the present paper attempts to offer a factual report on on
the equine assisted leadership development programs which provide a unique method to build
leadership and self-awareness skills through horse-human interactions.
THEORETICAL BACKGROUND
Equine Assisted Experiential Learning on Leadership Development
Equine assisted learning (similarly referred to as equine facilitated learning, equine partnered
learning or equine guided learning) (Lyle & Schlamb, 2017; Strozzi Mazzucchi, 2015) is an
experiential methodology that promotes the development of life skills applicable to educational,
professional or personal goals through equine-assisted activities (Alm, 2018, p. 3). The workshops
focus on solutions and they are nondirective. They emphasize metaphoric content within humanhorse interactions (Iwachiw, 2017; West, 2015) which can be transferred to several settings. They
emphasize spiritual development, personal growth and team-building in order to achieve more
effective skills and success in the corporate environment (Burgon, 2014; Kelly, 2014, p. 219)
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through personal exploration of feelings and behaviors (Kohanov, 2001). The general areas within
equine assisted learning are education, leadership or corporate and personal growth. A wide pool of
professionals is working in these three areas with participants to develop those life skills in a learning
context (McKissock & Anderson, 2018).
The participants who engage in a leadership development session may come to develop the
skills necessary for effective leadership and learn new approaches to leadership or management
(Hallberg, 2008). Since equine assisted interventions are recently getting popular in the corporate
world as a relatively new endeavor (DeSantis et al., 2017; Gunter, Berardinelli, Blakeney,
Cronenwett & Gurvis, 2017; Hallberg, 2008; Pendry, Carr, Smith & Roeter, 2014), horses play a
joint coach role in leadership, teambuilding and personal development programs among employees
in several organizations (Gehrke, 2009).
It is suggested that out-of-class experiences can create various positive learning and
developmental outcomes (Mikulec & McKinney, 2014). Experiential learning with horses
intentionally takes participants outside their positions of comfort namely their offices, in an
environment safe for experimentation. In this way, the participants become more open to selfdiscovery where they may view problems in a different way and get a clear understanding (Ewing,
MacDonald, Taylor & Bowers, 2007; Gunter et al., 2017; Selby & Smith-Osborne; 2013; Sing,
2015).
It is claimed that training in the outdoors seems to be emerging from the pack of notoriously
diverse activities promoted by the unschooled, the unaccountable and the unscrupulous (Thompson,
1991). Accordingly, the concept of using horses for leadership development might be regarded as a
mere novelty, yet another fad or fashion in the corporate training field (Kelly, 2014; Stock & Kolb,
2016). However previous research suggests that equine assisted interventions provide the opportunity
to foster the development of emotional intelligence (Bouchard, 2014; Dyk et al., 2012; Fransson,
2015; Gibbons, Cunningham, Paiz, Poelker & Chajón, 2017; Grootveld, 2015; Perkins, 2018; Rauen,
2017), development of life skills (Evans et al., 2009; Perkins, 2018; Slocum, 2004), social skills
(Bouchard, 2014; Iwachiw, 2017), problem solving skills (Murphy, Wilson & Greenberg, 2017) and
interpersonal skills (de Beer, 2016; Hesse & Capitao, 2012), to build assertiveness (Fransson, 2015),
social competence (Pendry et al., 2014), social-awareness (Rauen, 2017), perceived social support
(Hauge, Kvalem, Berget, Enders-Slegers & Braastad, 2014), work ethic, time management, balance,
collaboration, teamwork (de Beer, 2016; Duff, 2010; Mikulec & McKinney, 2014), communication
(de Beer, 2016; Mikulec & McKinney, 2014; Murphy et al., 2017; Notschaele, 2011; Pentecost,
2017; Perkins, 2018; Saggers & Strachan, 2016), self-awareness (Bouchard, 2014; de Beer, 2016;
Grootveld, 2015; Notschaele, 2011; Rauen, 2017), self-efficacy (Bouchard, 2014); self-confidence
(All, Loving & Crane, 1999; Bouchard, 2014; de Beer, 2016; Perkins, 2018; Saggers & Strachan,
2016), motivation (All et al., 1999; Pentecost, 2017), self-esteem, cooperation, enthusiasm (All et al.,
1999), which are critical traits to being an influential leader. These findings verify that horse-assisted
activities can help individuals to develop leadership skills and thus contribute to leadership
development. Previous research also suggests that participating in equine assisted learning helps to
teach leadership skills (Benson, 2012; Duff, 2010; Gibbons et al., 2017; Gunter et al., 2017;
Kolzarek, 2001; Lyle & Schlamb, 2017, Mikulec & McKinney, 2014; Pohl, 2006; Ridding, 2005)
and authentic leadership skills (Adams, 2013; Adams-Pope & Stedman, 2014; Grootveld, 2015).
An Equine Assisted Experiential Learning Session
Horses have been essential and meaningful partners for humans throughout time. They have a
unique ability to connect with humans. They react to their energy, strength and perceptiveness (All et
al., 1999; Kendall, Maujean, Pepping & Wright, 2014; Kuropatkin, 2013).
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Equine assisted experiential learning focuses on the learner’s experience with the horses and
promotes social, emotional and cognitive development (Notgrass & Pettinelli, 2015, p. 162; Murphy
et al., 2017, p. 366). The workshops involve innovative and underutilised techniques to develop
leadership skills (Saggers & Strachan, 2016).
Horsemanship skills help the learner to interact with the horse and develop their own
approach of what works best for them in that situation (Prechter, 2014). However equine assisted
learning is not a riding or horsemanship program. In the workshops the participants may participate
the care and handling of their partnered horse. While some programs incorporate riding the horse as
part of the course (Ewing et al., 2007; Pentecost, 2017), by majority of the programs the emphasis is
on non-mounted activities which create interactions between people and horses and require
individuals or groups to discover and apply specific skills (Duff, 2010; Notgrass & Pettinelli, 2015;
Schulz, 2013).
Each session is unique to the participant(s). The number of sessions and the format of the
workshops will vary depending on the size, the objectives and the time limitations of the participant
group to find benefits. The sessions will be structured to allow participants observe, perform the task
and make changes accordingly based on their needs. After the participants arrive at a local equestrian
facility, they are provided an orientation to their experience where they get an overview of the
agenda and processes they will experience in the session (Gunter et al., 2017; Pohl, 2006; Prechter,
2014; Rauen, 2017). Although the programs of the workshops are adaptable and flexible, a typical
program includes topics such as getting acquainted with the horses, the basics of horsemanship,
catching and leading horses, communication with the horses off the saddle, getting acquainted with
the riding tack and equipment care, communication with the horse on the saddle, trust building
exercises and working as a team including the horse (Saggers & Strachan, 2016).
The horse professional, licenced educator and the horse(s) make up the education team. The
horse professional should have comprehensive experience working with the horses and understand
their behaviors. He/she reviews the participants the basics of horse behavior related to its status as a
prey and herd animal and teaches them how to approach the horse before they enter the arena. The
emphasis of this review is on self-observation, self-responsibility and respect for the horse (Adams et
al., 2015; Hagen, 2007). The licenced equine assisted learning practitioners are educators,
organizational consultants, corporate trainers, human resource professionals, and life coaches who
incorporate horses into their work with clients (Green, 2017; Lac, 2017). The horses are viewed as a
joint facilitator of the workshop team and they are let to respond naturally to events within the
sessions (Iwachiw, 2017). They are usally semi-retired working horses which are very calm during
their interactions with clients (Gehrke, Baldwin & Schiltz, 2011). During the sessions, while the
facilitator monitors and processes the partipants’ interactions with the horses, creating a reflective,
experiential context for change, the participants gain new understandings from the strong emotional
experiences they encounter through these challenge activities (Green, 2017; Hagen, 2007; Lewis &
Williams, 1994). A professional who interprets how the horse’s response reflects about the
participants’ thoughts, personality and behavior is key to conducting efficient workshops. Their
feedback is of critical importance (Maziere & Gunnlaugson, 2015).
It is noted that equine assisted interventions are not appropriate for all people because of
safety issues related to horses and the open environment in which the interventions take place (Bachi,
2012). As horses are large and powerful animals, their physical attributes and the interactions with
them sometimes inspire fear and trepidation or awe and excitement among participants (Notgrass &
Pettinelli, 2015). While some people find them intimidating, the practitioners should be aware of the
comfort or anxiety of the participants and see if they can overcome the fear and work with an animal
like this (Lac, 2017; Mandrell, 2006). In order to assure the safety and comfort of both the horses and
the participants in a counseling session, the counselor should include horses that are calm and
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already physically, emotionally and mentally pretty healthy and horses that the equine specialist
knows well enough that he has a real sense of horses’ druthers namely how they are likely response
in any situation in the session (Hauge et al,, 2014; Parelli & Parelli, 2012). Accomplishing an equine
assisted task, in spite of those fears and being able to maneveur and control such a huge animal in
size, creates confidence and provides for great metaphors when dealing with other intimidating and
challenging situtations in life (All et al., 1999; Kuropatkin, 2013; Mandrell, 2006; Vollmer, 2014).
CONCLUSION
This paper offers an introduction to the theoretical foundations of equine asissted leadership
development. By incorporating human animal interaction into educational settings, this relatively
new and increasingly popular approach provides a unique learning experience in which skills that
can be difficult to acquire in more traditional settings are developed and enhance and complements
leadership skills.
While the human-horse bond can enrich and inspire learning, the equine assisted learning
workshops allow the participants view problems in a different way and get new sights. They ait to
revise the behaviors, cognitions, and unconscious processes. Although some people claim that
drawing analogies between horse management and human leadership is dangerous (Rickards, 2000;
Selby & Smith-Osborne, 2013), the workshops obviously include all of the discussed processes in
the leadership development literature such as how goals are established, how decisions are made,
who will make them and who will implement them as well as topics such as team development,
conflict resolution, task management, communication and relationships.
Previous research reveals that participants construct meaning from their equine assisted
experience as it relates to their own style and organizational structure. Through the modeling and
teachings of the horses they are encouraged for the acquisition of new interpersonal skills and they
decide the way better leaders should behave and treat the others (Hagen, 2007; Hesse & Capitao,
2012; West, 2015). Based on recent theoretical and empirical literature on equine assisted learning, it
can be claimed that working with horses can help experiencing the power of the horse to teach
critical life skills such as trust, respect, honesty, open communication and to enhance a person’s self
awareness. Previous research also provides evidence that the confidence developed through
equestrian experiences makes leaders more willing to face problems and take on new challenges and
the assertiveness learned through handling horses is useful in getting co-workers to accept the
leadership (Fransson, 2015). In the workshops participants experience and practice the techniques of
effective communication, willing partnership, shared vision, skillful action and thoughtful decisionmaking (Naidoo, 2009). To sum up, corporating equine assisted learning in a leadership development
program may be a proven, highly effective and rewarding way to hone or discover the skills critical
to being an influential leader.
It is recommended that equine assisted leadership programs are offered to individuals who
work in leadership positions and the universities which offer leadership training and development
programs include equine assisted leadership development workshops to their agenda.
It is important to note that the legitimacy of an equine assisted learning program depends on
the successful transfer of learning from the workshops in the farm to participant’s personal and
professional life (Dyk et al., 2012). In order to maximize results and improve future workshops, it is
suggested that at the end of workshop, the participants asses their own learning and evaluate the
workshop in order to provide feedback to the facilitators. It is also suggested that a report which
includes a summary of what learning goals were achieved from the workshop, the debrief notes from
each session, noteworthy experiences that occurred, evaluation results and next steps for
development is created (Equine Experiential Education Association Marketing Committee, 2018).
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Equine assisted programs are beginning to find their way into the literature (Perkins, 2018, p.
299). Despite the powerful anecdotal and descriptive evidence that supports the beneficial
psychological outcomes associated with the use of horses as an integral part of a coaching session
with humans, scientific research on this topic is scant (Andersen, 2009). The management has a
crucial role in orientation to learning (Gutiérrez Gutiérrez, Bustinza & Barrales Molina, 2012). This
paper is a road map for executives and human resources leaders who are considering how to develop
leadership for competitive advantage, taking it more seriously and giving it the investment of time,
money and rigour that it deserves. The researcher hopes that the literature review and the
recommendations compiled in this paper will stimulate further research on the effects of employing
equine assisted learning on leadership development.
Limitations and Further Research
This study represents an important first step in emphasizing the utility and value of equine
assisted leadership development which is a category of promising complementary practices that are
still struggling to demonstrate their efficacy and validity (Brown, 2010; Kruger & Serpell, 2010). As
Jensen (2011) suggests; in order to allow the identification and elimination or revision of
interventions that are not having the intended impact on self-awareness, formative evaluation of
leader development programs is essential. Thus, the challenge for researchers in this area is to design
both qualitative and quantitative studies that can examine whether equine assisted activities can
develop leadership skills and build and evidence-base to improve the potential application of equine
assisted leadership development programs. Another challenge for the researchers is this area is to
design studies that can examine whether the participants apply their learning in the context of their
work environments. In sum, to move the field of equine assisted leadership development forward, the
further studies must begin to focus on measuring the learning and transfer of leadership skills via
equine assisted interventions.
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ABSTRACT
Banking sector in India is a part of economic development of a nation to mobilize savings and to
provide other general services through a large network of branches to meet tremendous
competitiveness, growth and profitability etc. especially in the recent years. Therefore, the bank's
performance needs to be evaluated depending upon various objectives that need to be achieved. As
compared to other sectors, the banks required to pay more attention to balance the profitability and
liquidity. Hence, the present study analyses and compares the financial performance of Standard
Chartered Bank and Kotak Mahindra Bank as both the banks are big giants in foreign and private
sector respectively. The present study evaluates the financial performance of these two banks for a
period of five years from 2013-14 to 2017-18. It has been concluded that the Kotak Mahindra Bank
has more capital adequacy ratio, return on assets, net NPA/NA, current ratio, profit per employee and
business per employee compared to Standard Chartered Bank.
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I. Introduction
Banks today plays a significant role in the overall functioning and development of a nation and forms
the core money market of a country. The Indian banking sector witnessed a growth both in terms of
the number of branches and in money managing activities, but still it requires further intensify efforts
to enhance the quality of its products and services, to improve their individual performances and to
keep pace with the rapid developments that are taking place worldwide. Banks performance in India
depends upon their financial performance, profitability and by assessing various variables such as
deposits, advances, cost of borrowings, cost of raising funds, cost of deposits, sector-wise
deployment of funds, return on investments, operating expenses etc. In India they were 21 public
sector banks (including State Bank of India group), 25 private sector banks, 45 foreign banks (with
286 branches representing 23 countries), 64 regional rural banks, 1,574 urban cooperative banks of
which 56 were scheduled banks and 93,913 rural cooperative banks, in addition to cooperative credit
institutions, including short-term and long-term credit institutions and these banks have been
differentiated with another in terms of operations, advanced technology, customer service, innovative
products such as e-cheques, Electronic Data Interchange (EDI), National Electronic Fund Transfer
(NEFT), Real Time Gross Settlement (RTGS), mobile banking, internet banking etc. Thus, there is a
need to improve the business efficiency and volume of business of the banks.
II. REVIEW OF LITERATURE
Cheenu Goel and Chitwan Bhutani Rekhi (2013) attempted to measure the relative performance of
select public sector banks and private sector banks and used different proxy indicators to measure
productivity of banking sector. They concluded from their study that the public sector banks are not
as profitable as private sector banks.
R. Sunitha Shree and Dr. P. Suresh Kumar (2015) focused on performance efficiency of private
banks in India for 2012-13 and with the help of cross efficiency matrix and concluded that the
federal bank is the most efficient bank among nine private sector banks.
Ashish M Joshi1, K. G. Sankaranaryanan (2016) observed that among public sector Bank of Baroda,
among private sector ICICI bank and among multistate cooperative banks Punjab Maharashtra
Cooperative bank performed better than other selected banks.
Palamalai Srinivasan, John Britto (2017) examined the impact of liquidity, solvency and efficiency
on the profitability of the selected Indian commercial banks by employing the fixed effect and
random effect models and found that the study results showed the positive impact on the profitability
of both the public sector and private sector banks.

II. OBJECTIVES OF THE STUDY
The objectives of the present study are:
To analyse and compare the financial performance of Standard Chartered Bank and Kotak Mahindra
Bank by using CAMEL model.
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To suggest measures on the basis of results of the study to enhance the financial performance of both
the banks.
III. HYPOTHESIS
In order to compare and evaluate the performance of the Standard Chartered Bank and Kotak
Mahindra Bank the following hypothesis are tested:
Hypothesis 1
H0 :There is no significant difference between the capital adequacy ratio of Standard Chartered Bank
and Kotak Mahindra Bank.
Hypothesis 2
H0 :There is no significant difference between NPA to NA of Standard Chartered Bank and Kotak
Mahindra Bank.
Hypothesis 3
H0 :There is no significant difference between profit per employee and business per employee of
Standard Chartered Bank and Kotak Mahindra Bank.
Hypothesis 4
H0 :There is no significant difference between current ratio and return on assets of Standard
Chartered Bank and Kotak Mahindra Bank.
IV.RESEARCH METHODOLOGY
For the present study, Standard Chartered Bank and Kotak Mahindra Bank have been selected on the
basis of their market capitalization. The study is based on the secondary data that has been collected
from the annual reports of respective banks and other published information through internet. The
data collected for the study have been analysed by using CAMEL parameters such as capital
adequacy, asset quality, management capability, earnings capacity, liquidity and current ratio.
V. PERIOD OF THE STUDY
The study covers a period of 5 years from 2013-14 to 2017-18.
VI. LIMITATIONS OF THE STUDY
The present study suffers from certain limitations as stated below:

The study is limited to two banks only, namely Standard Chartered Bank (foreign bank) and
Kotak Mahindra Bank (private bank) which cannot represent the entire banking sector.
The study is limited to only five year period from 2013-14 to 2017-18.
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The study is based on secondary data which has been collected from published annual reports
of banks and some of the websites.
The data collected from the annual reports for the study is subject to window dressing and
may not show the actual position of the selected banks.
VII. DATA ANALYSIS AND INTERPRETATION
For evaluating the financial performance of Standard Chartered Bank and Kotak Mahindra Bank, the
world renowned CAMEL model is adopted, which was introduced by Mr. Padmanabhan, Former
Governor, RBI. Under the, CAMEL model the financial performance of the individual banks is
evaluated on the basis of key parameters - capital adequacy, asset quality, management capability,
earnings capacity, liquidity and current ratio.
Table No 1: Calculation of Capital Adequacy Ratio (CAR) of Standard Chartered
Bank and Kotak Mahindra Bank (in percentage)

Year

Standard Chartered Bank

Kotak Mahindra Bank

2013-14

12.48

18.8

2014-15

12.49

17.6

2015-16

12.98

17.0

2016-17

14.05

17.2

2017-18

15.82

18.4

Average

13.56

17.8

Source: Annual reports of Standard Chartered Bank and Kotak Mahindra Bank.

From table1 it is observed that Kotak Mahindra Bank is having a higher capital adequacy ratio of
17.8% than that of Standard Chartered Bank with 13.56%. This ratio determines the capacity of the
bank to meet its liabilities in time and to cover certain risks such as credit risk, operational risk etc.
The higher the capital adequacy ratio, the stronger is the bank.
Table 2: Calculation of Net NPA to Net Advances of Standard Chartered Bank
and Kotak Mahindra Bank (in percentage)

Year
2013-14
2014-15
2015-16
2016-17
2017-18

Standard Chartered Bank
0.45
0.34
1.07
0.18
0.58

Kotak Mahindra Bank
1.08
0.92
1.06
1.26
0.98

Average

0.52

1.06

Source: Annual reports of Standard Chartered Bank and Kotak Mahindra Bank
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From table 2 it is observed that Standard Chartered Bank is having an average Net NPA to Net
Advances of 0.52% less than the Kotak Mahindra Bank of 1.06%. This ratio indicates the overall
quality of bank advances. The high ratio affects the quality of loans.
Table 3: Calculation of Profit per employee of Standard Chartered Bank
and Kotak Mahindra Bank (in rupees)

Year

Standard Chartered Bank

Kotak Mahindra Bank

2013-14

23,87,000

10,00,000

2014-15

41,79,000

11,00,000

2015-16

13,62,000

7,00,000

2016-17

30,22,000

11,00,000

2017-18

24,92,000

12,00,000

Average

26,88,400

10,20,000

Source: Annual reports of Standard Chartered Bank and Kotak Mahindra Bank
From table 3 it is observed that the average profit per employee of Standard Chartered Bank stood at
Rs. 26, 88,400 which was 2.54 times higher than Kotak Mahindra Bank of Rs. 10, 20,000. This ratio
measures the bank’s profit in relation to number of employees. Higher the ratio indicates better
operating performance of the bank.
Table 4: Calculation of Business per employee of Standard Chartered Bank
and Kotak Mahindra Bank (in rupees)

Year

Standard Chartered Bank

Kotak Mahindra Bank

2013-14

20,71,30,000

6,78,00,000

2014-15

19,00,03,000

7,05,00,000

2015-16

18,84,47,000

7,51,00,000

2016-17

18,20,60,000

8,35,00,000

2017-18

19,01,71,000

9,04,00,000

Average

19,15,62,200

7,74,60,000

Source: Annual reports of Standard Chartered Bank and Kotak Mahindra Bank
This ratio measures the efficiency of all the employees of a bank in generating the business to the
bank. The high ratio is the sign of high productivity and efficient management of the bank. The table
4 shows that the average business per employee of Standard Chartered Bank Rs. 19,15,62,200 is
higher than that of Kotak Mahindra Bank of Rs. 7,74,60,000.
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Table 5: Calculation of Return on Assets of Standard Chartered Bank
and Kotak Mahindra Bank (in percentage)

Year

Standard Chartered Bank

Kotak Mahindra Bank

2013-14

1.20

1.80

2014-15

2.42

1.98

2015-16

0.75

1.19

2016-17

1.70

1.73

2017-18

1.31

1.73

Average

1.48

1.69

Source: Annual reports of Standard Chartered Bank and Kotak Mahindra Bank
Return on Assests (ROA) shows the relationship between earnings after tax and total assets of banks.
The higher the ratio the greater returns earned on assets deployed by the bank. The table 5 shows that
the Kotak Mahindra Bank has higher ROA 1.69% on an average compared to Standard Chartered
Bank average of 1.48%.
Table 6: Calculation of Current Ratio of Standard Chartered Bank
and Kotak Mahindra Bank (in times)

Year
Standard Chartered Bank
Kotak Mahindra Bank
2013-14
1.16
1.32
2014-15
1.23
1.31
2015-16
1.22
1.25
2016-17
1.21
1.26
2017-18
1.22
1.27
Average
1.21
1.28
Source: Annual reports of Standard Chartered Bank and Kotak Mahindra Bank
From the table 6 it is observed that the Kotak Mahindra Bank is having a higher current ratio of 1.28
on an average than that of Standard Chartered Bank. Both the banks are maintaining a constant
current ratio approximately over a period of three years from 2015-16 to 2017-18. It shows that the
liquidity position of both the banks is good.
Table 7: Mean, Standard deviation & t - Test value of
Standard Chartered Bank and Kotak Mahindra Bank

RATIO
Capital Adequacy
Ratio
Net NPA /NA
Profit Per Employee
(in Rs.)
Business Per

BANK
SCB
KMB
SCB
KMB
SCB
KMB
SCB

MEAN
13.56
17.80
0.52
1.06
2688.40
1020.00
191562.20
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SD
1.41
0.77
0.34
0.13
1027.37
192.35
9310.20

t-Test
6.288
3.036
4.115
15.295

Employee (in Rs.)
Return on Assets
Current Ratio

KMB
SCB
KMB
SCB
KMB

77460.00
1.48
1.69
1.21
1.28

9370.86
0.63
0.30
0.03
0.03

1.119
3.227

VIII. FINDINGS OF THE STUDY
From table 7 it is observed that Kotak Mahindra Bank have a high capital adequacy ratio with
a mean of 17.80 and low standard deviation of 0.77 when compared with Standard Chartered
Bank with a mean of 13.56 and standard deviation of 1.41. t- Test tabular value at 95%
significance level is 2.776 is less than the calculated value of 6.288. Therefore, we accept the
alternative hypothesis as there is a significant difference in the capital adequacy ratio between
Standard Chartered Bank and Kotak Mahindra Bank.
From table 7 it is observed that Kotak Mahindra Bank have a high NPA/NA ratio with a
mean of 1.06 and low standard deviation of 0.13 when compared with Standard Chartered
Bank with a mean of 0.52 and standard deviation of 0.34. t- Test tabular value at 95%
significance level is 2.776 is less than the calculated value of 3.036. Therefore, we accept the
alternative hypothesis as there is a significant difference in the NPA/NA ratio between
Standard Chartered Bank and Kotak Mahindra Bank.
From table 7 it is observed that Standard Chartered Bank have a high profit per employee
with a mean of 2688.40 and standard deviation of 1027.37 when compared with Kotak
Mahindra Bank with a mean of 1020.00 and standard deviation of 192.35. t- Test tabular
value at 95% significance level is 2.776 is less than the calculated value of 4.115. Therefore
we accept alternative hypothesis as there is significant difference in profit per employee
between Standard Chartered Bank and Kotak Mahindra Bank.
From table 7 it is observed that Standard Chartered Bank have a high business per employee
with a mean of 191562.20 and low standard deviation of 9310.20 when compared with Kotak
Mahindra Bank with a mean of 77460.00 and standard deviation of 9370.86. t- Test tabular
value at 95% significance level is 2.776 is less than the calculated value of 15.295. Therefore,
we accept the alternative hypothesis as there is a significant difference in business per
employee between Standard Chartered Bank and Kotak Mahindra Bank.
From table 7 it is observed that Standard Chartered Bank have a lowest return on assets with
a mean of 1.48 and high standard deviation of 0.63 when compared with Kotak Mahindra
Bank with a mean of 1.69 and standard deviation of 0.30. t- Test tabular value at 95%
significance level is 2.776 is more than the calculated value of 1.119. Therefore, we accept
the null hypothesis as there is no significant difference in return on assets between Standard
Chartered Bank and Kotak Mahindra Bank.
From table 7 it is observed that Standard Chartered Bank have a low current ratio with a
mean of 1.21 when compared with Kotak Mahindra Bank with a mean of 1.28 t- Test tabular
value at 95% significance level is 2.776 is less than the calculated value of 3.227. Therefore,
we accept the alternative hypothesis as there is a significant difference in current ratio
between Standard Chartered Bank and Kotak Mahindra Bank.
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IX. CONCLUSIONS OF THE STUDY
The following conclusions are arrived on the basis of the above results:
A bank has to maintain the capital adequacy ratio at 9% according to Basel III norms and
both the Standard Chartered Bank and Kotak Mahindra Bank have maintained adequate
amount of capital to meet their financial needs.
It has been concluded that Kotak Mahindra Bank is suffering with high NPA level when
compared to Standard Chartered Bank.
It can be concluded that Standard Chartered Bank generates more profit and business per
employee compared to Kotak Mahindra Bank.
There exists a significant difference between Standard Chartered Bank and Kotak Mahindra
Bank in the earning quality (measured in terms of ROA) and liquidity position (measured in
terms of current ratio).
X. SUGGESTIONS
From the data analysis and interpretation, it may be suggested that the Kotak Mahindra Bank
should minimize its Net NPA and improve the asset quality and also suggested the bank to use
advanced technology, processes, core banking and aggressive marketing strategies to improve
operational efficiency and to create a customer friendly environment to satisfy them. As ROA and
liquidity position of Standard Chartered Bank is low compared to Kotak Mahindra Bank, it is
suggested that the Standard Chartered Bank should retain efficient employees by providing good
working conditions so as to increase return on assets and also suggested that the proper liquidity
should be maintained to meet customers day to day cash requirements and to respond to the sudden
cash withdrawals.
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ABSTRACT:
A commitment alludes to the loyalty and bonding. An affective commitment is an employee’s
emotional bonding to involvement and identification in an organization. The objective of this study is
just to know the importance of job satisfaction in affective commitment. This is a conceptual study.
After the review of literature, it is found that job satisfaction is an essence of affective commitment.
Keywords: Job satisfaction, Commitment, Affective commitment.
INTRODUCTION:
About human motivation, it is the reason for human action, willingness, and goals. And for all these
require satisfaction and job satisfaction is the important studied variable in the present area of
working organization psychology. Many researchers have proved that motivation unremarkably a
large impact on the job satisfaction of the workers and this motivation leads to job satisfaction and it
develops an essence in the affective commitment. The success of the organization also depends upon
the efforts of the employees and his commitment. Employee’s job satisfaction and commitment have
been viewed as key determinants of the effectiveness of the organization. Meyer et al (2002)
expressed that, job satisfaction is predictive of organizational commitment. Satisfaction and positive
feelings towards one's job prosecute promotes a feeling of the commitment for the organization.
Komal Nagar (2012) founds that job satisfaction is a considerable belief of organizational
commitment. Calisir et al (2011) explained that organizational commitment is decisively explained
by job satisfaction. And in this review, we are trying to know and explain the effectiveness of the job
satisfaction on affective commitment.

119

LITERATURE REVIEW:
Job satisfaction:
Oshangbemi (2003) stated workers job satisfaction is that attribute which organizations want from
their workers. According to Chen et al., (2006): Lee eta l., (1999) job satisfaction likely to be
connected with organizational, productivity performance and other issues, concern together with
labor turnover. Though, unsatisfied workers are liable to excessive turnover and absenteeism.
Spector (1997: Chen et al., (2006) explained that job satisfaction has been discovered to
considerably affect truancy, turn over, psychological distress and job performance. Lee (1998) also
discussed that the best predictors of turnover among all are job dissatisfaction. Moreover, Williams
(1995) developed the job satisfaction affected by the employee's benefits. Nevertheless, Testa (1999)
stated that various predecessor of the job satisfaction has been measured from the past decades that
includes, chances for advancement, compensation, leadership style. Working environment, the
climate of organizational structure.
Job satisfaction may elucidate as “The proportion by which employees are like (satisfied) or dislike
(dissatisfied) their responsibilities and duties. Spector, (1997) simply indicates that job satisfaction is
a global or general affecting response of employees doing their work in an organization. Locke
(1969) elucidates that job satisfaction is an attitude of emotional feeling and a result employees
evaluation of her or his work experience differentiate between what she or he anticipates from
her/his job and what they actually acquire from it. Locke, (1976) in previous researches proposed
that an employee’s job satisfaction appears from of though she or he seems extra significant than un
fulfillment or fulfillment of her or his requirements. Weiss et al., (1967) discovered Job Satisfaction
has been categorized into main three foremost forms: intrinsic satisfaction, extrinsic satisfaction, and
total satisfaction. Rose (2001) has been explained that , an individual intrinsically feels that if she/he
satisfied she/ he gets no perceivable return apart from the job itself, although extrinsic job
satisfaction can be described that it is a contrasting conception (i.e., an individual is extrinsically
satisfied if they get economic benefit or any extra measurable benefit to change their performance.
Locke, (1968) stated that Job satisfaction is a satisfying emotive situation emerging after the
assessment of individual job as attaining or assisting the accomplishment of individual work
efficacy. Vroom (1964) explained that job satisfaction is an encouraging direction of an employee to
the job which they are currently performing. Hackman and Oldham (1975) stated that it is “a
pleasurable or positive emotional state, resulting from the perception of one’s job as fulfilling or
allowing the fulfillment of one’s important job values, providing these values are compatible with
one’s physical and psychological needs “(McPhee & Townsend, 1992, p.117).
Organizational commitment:
Organizational commitment is a concept that describes the relationship between an organization and
an employee Alvino (2014) mentioned “behaviors such as working long hours and productivity are
enacted first by an emotional attachment or commitment, to an organization’s mission or story”. The
current observation has been specified to commitment and engagement in the approved
administration has been focused steadily on emotive prosperity while expressing employees’
assurance to the organizations.
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William Davis (2015) explained in an article of Atlantic “All the content workers “additionally
explored the modern societal and organizational need for prosperous and emotionally committed
individuals. Davis (2015) explained that while highlighting the determination of corporations on an
affective commitment and well-being stated”. In this 21st century, the managers have an important
viewpoint that Each employee can become better in output, mind, and body. Robbins and Judge
(2007) describe organizational commitment is a state where an individual in a link through the
certain organization and as well as the achievements and needs to retain membership in an
organization.
Allen and Meyer (1990) propound that workers who are committed to their organization determine to
perform with a free commitment that worker has the desire and the power to provide extra duty as an
outcome of emotional connection among workers and organization. Robbins and Judge (2007)
indicated that an organizational commitment entails three extents (1) Affective commitment is a
psychological devotion towards organization and belief on the efficacy involve in organization (2)
continuance commitment is efficacy of an employee economically receiving the reward they will be
continuing in an organization when linked by leaving the organization. (3) Normative commitment is
an assurance to be continuing in an organization for the reasons of being ethical and honest.

Affective commitment:
Affective commitment a required and ethical commitment. Affective commitment is to be linked by
psychological devotion, it results in psychological position resulting for the organization. It an
outcome of predisposes and satisfaction to face a change in job.
The inclination of the employee to stay with the company that is a form of psychological attachment.
A worker of a business who shows affective commitment to their organization with repeatedly
determine strongly with the organization even if they seem more attractive financially.
The studies of over the past two decades have admitted that the concept of an affective commitment
as defining that emotive affection towards an organization as expressed through an employee’s
recognition and participation in the organization. ( Meyer & Allen, 1991; Meyer et al., 2002)
Kanter (1968) and past study on work recognition Sheldon (1971) developed a key difference of
affective commitment as a concept in describing commitment as an “attitude or orientation towards
an organization which links or attaches the identity of the person to the organization” (p.143). The
significance of the commitment by means of viewpoint and that is not the only attitude that helping
in the creation of the way in the distinguishability and development of affective commitment as a
different form. Sheldon studied over the various researchers and engineers in study laboratory to
define if the societal participation and investment affected the individuals’ devotion to their
organization. Sheldon (1971) discovered if an individual did not include herself/himself in an
organization by the societal relationship, instead of investing time, they inclined to leave the
organization. In the 1970s the scholarly research discovered that an affective commitment signifies
the value of concern in what way an employee’s attitudes towards an organization can influence their
investment and contributions in that organization.
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Job satisfaction essence of affective commitment:
Singh and Dubey (2011) stated that the Job satisfaction raises to an employee’s attitude and feelings
for her/his work and each side of a defining work contributing to the growth of worker’s feelings of
dissatisfaction and satisfaction. Locke (1976:1300) job satisfaction is a positive or pleasant
psychological situation that is resulting from an evaluation of an individual's work. Johnston et.al
(1990) describes that there is a positive link between job satisfaction and commitment. Whilst Lew
(2008) elucidate that there was a considerable connection between job satisfaction and affective
commitment. In some earlier researches, it was determined that association among job satisfaction
and affective commitment is very important. On the bases of review of literature, the relationship
between job satisfaction and affective commitment is expressively associated. Boles et al (2007)
stated that the relationship between satisfaction with policy, job satisfaction with pay, satisfaction
with the job, satisfaction with workmate and supervisor are suggestively associated with affective
commitment therefore satisfied employees would be affectively committed. Mabasa, et al (2016)
suggested there is an association between job satisfaction and affective commitment. Patrick, et al in
2012 also stated the association between job satisfaction and affective commitment.
CONCLUSION:
By the current literature review of this study, it is concluded that motivated personnel is those who
are satisfied with their job and affectively committed as well. And there is a relationship between
affective commitment and job satisfaction. Therefore we conclude that emotional attachment and
feeling of positive attachment of employees makes them more satisfied in the job. Additionally, it
can be stated that if an employee is equally treated in an organization and are contented in all the
affairs including work environment, salary, and benefits, recognition, etc. then the employee feels
satisfied and then he/she try to devote themselves to the organization for long term.
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Abstract: This study aims to investigate the effect of green value on attitude, the effect of green
value on sustainable transportation engagement and the mediating role of attitude on the relationship
between green value and sustainable transportation engagement. A survey was carried out on
students in a public university. A sample of 107 students was obtained for this study. The data was
analysed using Partial Least Squares Structural Equation Modelling (PLS-SEM) analysis. The
findings showed that green value and attitude have a significant influence on sustainable
transportation engagement among students. In addition, attitude played a mediating role in the
relationship between green value and sustainable transportation engagement. This study provides
valuable insights as well as theoretical and practical guidance for future implementation of
sustainable transportation in Higher Educations Institutions worldwide. Theoretically, this paper
extends the value-attitude-behaviour model in the context of sustainable transportation and adds to
the body of literature of eco-campus. This is among the first studies conducted in Malaysia that
investigate factors that contribute towards sustainable transportation engagement among students. In
terms of managerial significance, the results provide guidance to policymakers to help them plan for
strategies to enhance students’ engagement in sustainable transportation in the future.
Keywords: green value, sustainable transportation engagement, students, eco-campus, attitude.
Introduction
The key to a sustainable city is sustainable transportation (Wadhwa, 2000). This is due to excessive
air pollution and noise from unsustainable transportation. Since 1960, emissions per kilometre have been
decreased but in many urban areas, the percentage of traffic growth rise above that of improving emissions
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managements. Full recycling may need for solid waste, fluids, scrapped vehicles, and infrastructure. Many
recognize the toll of deaths and injuries in accidents as a sustainability problem (Greene, 2015).
It is widely acknowledged that trends in motorization on universities equate those experienced by community
at large. The carbon content of the transportation fuels and the energy performance of transport systems
influence the quantity of carbon dioxide emission produced by transportation. Greene (2015) points out that
the combustion of fossil fuels is the prevalent cause of greenhouse gas emissions from human activities.
Transportation is directed on an unsustainable lane. It is the rapid growing source of greenhouse gas emissions
due to people action. Rises in the number of new vehicles, the average size of vehicle and the distance they
are driven each year have remained increases in ground level ozone and particulates in cities, regardless of
compact vehicle emissions regulations (Wadhwa, 2000)
Vasquez et al (2015) reports that there are few peer reviewed studies that analyse greenhouse gas emissions
produced by universities for developing countries. It is estimated from their study that the GHG emission
values at the campus expected to be increased in the future. This is because universities are developing and
become more complicated. Besides, it is the regular path to move toward a higher economic level that is
predicted in developing countries and middle income countries which affects, among other things, greater
access to automobiles for the students. In the last decade, campus planners have managed to provide access
and mobility without destroying campus qualities as distinct communities (Balsas, 2003). Any university
working towards sustainability must compromise with the concern of transportation as students, staff and
visitors commuting to and from campus represent one of the most crucial impacts a university has on the
environment and society (Miralles-Guasch & Domene, 2010). Specifically, the current trends in transport
activity volume and growth pose serious barriers for societies addressing to shift towards sustainable
development (OECD, 1996).
Towards sustainable development, generations must not compromise the ability of future generations to meet
their needs (Greene, 2015). Hence, in term of environmental issue in eco-campus for this paper, 'sustainable
transport’ has become a main goal for transport planning and policy making around the world (Chowdhury &
Ceder, 2016). Environmental issues on public transport and eco-campus for sustainability have been the
preferences for Malaysian public universities, especially in assuring the efficiency and effectiveness of the bus
service (Hashim, et al., 2013). This is because to become leaders in sustainable development, universities need
to prepare students and “practice what they preach” (Gomez, et al., 2016). So, the aim of this study is
i) to examine the effect of green value on attitude
ii) to examine the effect of attitude on sustainable transportation engagement
iii) to examine the mediating role of attitude on the relationship between green value and sustainable
transportation engagement.

Literature review
Sustainable transportation engagement
Sustainable transportation can be explained as satisfying present transport and mobility requirement
without negotiating the ability of future generations to meet these needs (Black, 1996). In context of this
research, the Sustainable Transportation Engagement (STE) can be defined as the process whereby higher
education make deliberate attempts to involve and empower students in satisfying current transport and
mobility needs without compromising the ability of future generations to meet this needs.
Black (1997) in his journal article stated that there are several reasons for unsustainable transportation such as
the limited nature of petroleum supplies, the bad effects of petroleum-based emissions on air quality, the
numerous number of fatalities and injuries because of motor vehicles, traffic congestion, bordering on
gridlock in many cities, and urban sprawl. The negative impacts of petroleum-based emissions on air quality
is very dangerous not only for human health but also environment including animal life (Azam, et al., 2016).
A sustainable transportation system has defined by The Transportation Association of Canada as a system that
(Wadhwa, 2000) meets the access requirements of the current generation; giving chances for future
generations to meet their own access needs (which will grow because of economic development and
increasing populations); is powered by renewable (inexhaustible) energy resources; does not contaminate air,
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land or water beyond the planet's capability to ingest/purify (especially CO]); is technologically achievable; is
economically and financially cost-effective; supports a craved quality of life; supports local, national and
worldwide sustainable development goals.

Green value
Values is related to the beliefs and concepts that govern a specific desirable state and, in turn, can affect
behaviour (Bardi & Schwartz , 2003). Previous study by Karna, Hansen and Juslin (2003) reported that green
values, environmental marketing strategies, structures and functions are logically connected to each other.
Based on the concept of green or ecological marketing, businesses should refer to ethical and green practices
while dealing with customers, suppliers, dealers, and employees (Rehman, 2017). Values convey what is
significant to us in our lives. Every individual have various values (e.g., achievement, benevolence) with
changeable degrees of importance (Bardi & Schwartz , 2003). In this study, student as the largest stakeholder
in higher education should practice green value for sustainable transportation in order to achieve sustainable
development. Environmental or “green” marketing has been seen as a tool towards sustainable development
and satisfaction of different stakeholders (Karna , et al., 2003).

Attitude
Attitudes refer to the evaluation of a specific object, quality, or behavior as good or bad, positive or negative
(Leiserowitz, et al., 2006). It is usually extract from and reflect abstract values (Maio, et al., 2003). Attitude,
as well as behaviors are leaded, commonly by the beliefs that are reachable in the context in which attitudes
are expressed and in the context in which behaviour is performed (Ajzen, 2012).

Value-Attitude-Behavior Theory
Value usually induce emotional responses and are mostly expressed in terms of good or bad, better or worse,
desirability or avoidance. Values define or direct us to goals, frame our attitudes, and provide standards
against which the behavior of individuals and societies can be judged. Consumers' environmental
consciousness (value) strongly influenced their attitude towards environmental issues and towards eco-social
benefits (attitude), which in turn exerted positive effects on their green purchase behavior (behavior) (Cheung
& To, 2019). In the context of transportation, human behavior on the road is determined by the attitude to
driving, the psychological condition at the moment of driving, the cognitive processes, and the personality
(Muzikante & Reņģe, 2011).

Green Value

H1

Attitude (ATT)

H2

Sustainable
Transportation
Engagement (STE)

H3

Figure 1: Research model based on value-attitude-behavior theory
Based on the research model the following hypotheses have been developed to be tested in this
research.
H1: Green value positively influences attitude.
H2: Attitude positively influences sustainable transportation engagement.
H3: Attitude mediates the relationship between green value and sustainable transportation
engagement.
Methodology
A quantitative research using convenience sampling method was used in this study. Survey data was collected
through the personal delivery of self-administered survey forms on March 2019 to random students who were
128

around the main library of University Malaysia of Terengganu. This study utilised Gpower software to reach
at the minimum sample size needed. The sample size necessary for two independent variables and two
dependent variables using effect size (f2) of 0.15 (medium) is 68 respondents. However, a total of 130
questionnaires were distributed to University Malaysia of Terengganu’s students as the top eco-campus in UI
Green Metric for east of Malaysia (Anon., 2018). 107 were returned which were considered as suitable for the
analysis, yielding a response rate of 82.31 percent. 23 of these were rejected due to errors in completing
sections of the questionnaire. The distributed questionnaire consists of three sections. The instruments
involving 14 items related to the research model were adapted from existing literatures and refined based on
the context of this study.
In section A, the respondents were asked about mode of transportation on campus, frequency of use and
sustainable transportation engagement with eight items specifically in environmental sustainability using fivepoint Likert-scale (1= strongly disagree and 5= strongly agree). In the section B, the green value and attitude
were measured through a five-point Likert-scale (1= very seldom and 5= very often) with three items for
green value adopted from Choi, Jang, & Kandampully (2015) and three items for attitude adopted from
Taufique & Vaithianathan (2018). In the section C, the respondents were asked about their gender, age,
nationality, year of study, programme of study, courses on environment taken, car ownership, purchased
parking pass, residence, student status, religion and race. A pre-test allowed for the quotation of comments
and recommendations regarding potential defect including the questionnaire format, design, and wording.

Demographic Data
Among the respondents, 23.4% students were male and 76.6% were female. Respondents were mostly have
age range from below 24 years old (88.8%), 9.3% were 24-26 years old, 0.9% for 27-29 years old and also
0.9% for over 29 years old. The most mode of transportation used by the respondents in this study is walk
(51.4%), followed by motorcycle (23.4%), drove alone (10.3%), carpool (9.3%), public transportation (2.8%)
and others (2.8%).
Table 1
Demographic Data
Variables
Gender
Age

Nationality

Category

Frequency
25

Percent (%)
23.4

82

76.6

Below 24 years old

95

88.8

24-26

10

9.3

27-29 years old

1

.9

Over 29

1

.9

104

97.2

3

2.8

1 year

39

36.4

2 years

24

22.4

3 years

34

31.8

More than 3 years

10

9.3

Male
Female

Malaysian
Non Malaysian

Study year

Programme of study

Bachelors

102

95.3

Masters

2

1.9

PhD

3

2.8
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Environment course taken
Car ownership
Purchased parking pass
Residence
Student status
Religion

Race

Yes

54

50.5

No

53

49.5

Yes

24

22.4

No

83

77.6

Yes

18

16.8

No

89

83.2

On-campus

60

56.1

Off-campus

47

43.9

Full-time

105

98.1

Part-time
Islam

2
80

1.9
74.8

Buddhism

16

15.0

Hinduism

7

6.5

Christian

4

3.7

Malay

77

72.0

Indian

19

17.8

Chinese

7

6.5

Other

4

3.7

Table 2
Frequency
Valid

Walk
Motorcycle
Public transportation
Carpool
Drove alone
Other
Total

Percent
55
25

51.4
23.4

3

2.8

10
11
3
107

9.3
10.3
2.8
100.0

Data Analysis
Data does not have the normality requirement when it is analysed with Smart PLS. However, as suggested by
Hair et al. (2017), the study was tested the multivariate normality by looking at the skewness and kurtosis
using the software available at:
https://webpower.psychstat.org/models/kurtosis/results.php?url=54750fdd23ccb0c263171592f2a06b89.
If the distribution is normal, the values of skewness and kurtosis are zero. Kurtosis values above zero indicate
a distribution that is too peaked with short, thick tails, and kurtosis values below zero indicate a distribution
that is too flat (also with too many cases in the tails)." Non-normal kurtosis produces an underestimate of the
variance of a variable (Tabachnick & Fidell, 2007). The findings displayed the research data was multivariate
not normal, Mardia's multivariate skewness (β = 0.000, p>0.01) and Mardia's multivariate kurtosis (β = 1.780,
p>0.01), which is a non-parametric analysis software.
The Partial Least Squares (PLS) analysis (using the SmartPLS 3.2.8 software) is used to analyse the
measurement model (Ringle, et al., 2015). There are two recommended stage analytical procedures. First is
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the measurement model (validity and reliability of the measures) (Anderson & Gerbing, 1988). Second, the
examination of the structural model (testing the hypothesized relationship) (Hair Jr, et al., 2014).
Measurement Model
To determine the measurement model two types of validity will be examined which are convergent validity
and discriminant validity. The convergent validity of the measurement is commonly decided by examining the
loadings, average variance extracted (AVE) and also the composite reliability (CR) at their threshold value.
According to Ramayah et al (2018) the loadings 0.708 or higher is suggested but loadings higher than 0.5 is
adequate if other items have highest scores of loadings to complement AVE and CR. For AVE, it is suggested
that AVE should be higher than 0.5 and CR should be higher than 0.70-0.90 (definitely 0.95) to be considered
as satisfactory (Hair, et al., 2017).
In this study, the loadings were all higher than 0.5. The CR were all higher than 0.7 and the AVE were also
higher than 0.5 as suggested in the literature (see Table 3).
The discriminant validity using new suggested method by Henseler et al., 2015 through the heterotraitmonotrait ratio of correlations and the results are shown in Table 4.

Convergent Validity
Table 3
Validation of measurement scales
Construct
Green value

Attitude

Item

Loadings

CR

AVE

0.929

0.813

0.875

0.702

Using sustainable
transportation when
travelling would enable
me to protect the
environment

GV1

0.900

Using sustainable
transportation when
travelling would enable
me to prevent pollution

GV2

0.891

Using sustainable
transportation when
travelling would enable
me to respect the earth

GV3

0.913

It is very important to
raise sustainable
transportation concern
among campus
communities

ATT1

0.856

More sustainable
transportation initiatives
are needed at my campus.

ATT2

0.894

It is crucial to promote
sustainable transportation
among campus

ATT3

0.758
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communities.
Sustainable
transportation
engagement

I use sustainable
transportation to:
Reduce Carbon Dioxide
(CO2) emissions

STEV1

0.824

Reduce ozone emissions

STEV2

0.919

Reduce Volatile Organic
Compound (VOC)
emissions

STEV3

0.896

Reduce Carbon Monoxide
(CO) emissions

STEV4

0.874

Reduce Nirogen Oxides
(NOx)
emissions

STEV5

0.868

Reduce traffic noise level.

STEV6

0.662

Reduce energy
consumption.

STEV7

Reduce land consumption.

0.948

0.698

0.836

STEV8

0.778

Notes: CR, composite reliability; AVE, average variance extracted
Discriminant Validity
In a well-fitting model, heterotrait correlations should be smaller than monotrait correlations, meaning that the
HTMT ratio should be below 1.0 (Garson, 2016). Henseler, Ringle and Sarstedt (2015) suggested that if the
HTMT value is below 0.90, discriminant validity has been established between a given pair of reflective
constructs.

Table 4
Heterotrait-Monotrait (HTMT)

Attitude
Green value
Sustainable transportation engagement

Attitude

Green value

0.355
0.408

0.344

Sustainable transportation
engagement

It is important to confirm that there is no collinearity issue in the structural model before testing the
structural model. Diamantapoulus and Sigauw, (2006) reported that the VIF must be lower than 3.3.
Table 5 below shows the VIF value for each construct is lower than the conservative value of 3.3. Thus, it
indicates that collinearity is not a concern (see Table 5).

Table 5
Lateral collinearity
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Hypothesis Relationship

Attitude
Green Value
Sustainable transportation
engagement

Attitude
Beta
Std.
Error

Green value
T
P
Value Value

Sustainable transportation
engagement
LL
UL
Decision

1.096
1.096

1.000

Structural Model
After the measurement model and the collinearity issue were clarified, the assessment of the structural model
should
be
Construct
R2
Q2
Effect size
done.
To
GV
ATT
STE
estima
te the
GV
0.096 Small
0.061 Small
structu
ral
ATT
0.088
0.045
0.095 Small
model,
a
STE
0.180
0.111
bootst
rappin
g procedure with 500 resamples was run to generate the t-values. Figure 2 presents the structural model while
Table 7 presents the results of the hypothesis testing. (Green value -> Attitude), β=0.296, t=3.317, LL=0.134,
UL=0.442; (Attitude -> Sustainable Transportation Engagement), β=0.292, t=3.206, LL=0.097, UL=0.463.
Hence, it confirmed that Green value have a positive relationship with Attitude and Attitude has a positive
relationship with Sustainable Transportation Engagement. Thus, H1 and H2 were supported.

Table 6
Assessment of coefficient
Notes: GV, Green value; ATT, Attitude; STE, Sustainable transportation engagement
Table 6 presents the assessment of coefficient of determination (R2), the effect size (f2) and the predictive
relevance (Q2) of independent variable on dependent variables in this study. The value for the coefficient of
determination (R2) for Attitude and Sustainable Transportation Engagement were 0.088 and 0.180
respectively. Overall, the Q2 value of 0.045 and 0.111 for Attitude and Sustainable Transportation
Engagement respectively which are larger than 0 (Hair et al., 2014) indicates that exogenous variable have
predictive ability over the endogenous variable. For the effect sizes, the endogenous has a small effect size.
All the details are shown in Table 6.

Table 7
Hypothesis Testing
Notes: GV, Green value; ATT, Attitude; STE, Sustainable transportation engagement
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To
test
0.463 Supported the
third
0.176 Supported hypo
thesi
s the
effect was applied. The
Sustainable Transportation

H1

GV -> ATT

0.296

0.089

3.317

0.001

0.134 0.442 Supported

H2

ATT -> STE

0.292

0.091

3.206

0.001

0.097

H3

GV -> ATT
-> STE

0.234

0.040

2.150

0.032

0.024

Preacher and Hayes (2008) method of bootstrapping the indirect
bootstrapping analysis results for H3, (Green value -> Attitude ->

Engagement) β=0.234, t=2.150, LL=0.024, UL=0.176, shows that the relationship were supported. As
indicated by Preacher and Hayes (2008), LL and the UL do not straddle a 0 in between indicating there is a
mediation effect between independent variable and the dependent variable. Hence, we can conclude that
Attitude (ATT) was mediated a positive relationship between Green value (GV) and Sustainable
Transportation Engagement (STE).

Figure 2: Structural Model
Discussion and Conclusion
The results of this empirical study confirm that the direct effects of green value on sustainable transportation
engagement, the direct effect of attitude on sustainable transportation engagement and the mediation effects of
attitude between green value and sustainable transportation engagement exist. The findings gained from the
current study are persistent with past studies (Bardi & Schwartz , 2003; Cheung & To, 2019), thus affirming
that this VAB theory model is potent in predicting sustainable transportation engagement (behaviour) among
the students in eco-campus.
This study contributes significant understanding as well as theoretical and practical guidance for forthcoming
practice of sustainable transportation in Higher Educations Institutions globally. Theoretically, this paper
extends the value-attitude-behaviour model in the context of sustainable transportation and adds to the body of
literature of eco-campus. It enriched study of Cheung and To (2019) by confirming that the positive
relationship between attitude towards green purchase behaviour in terms of environmental sustainability
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specifically in sustainable transportation on eco-campus. This is among the first studies conducted in Malaysia
that examine factors that contribute towards sustainable transportation engagement among students. In terms
of policy-making significance, the results accommodate guidance to policymakers to help them plan for
strategies to enhance students’ engagement in sustainable transportation in the future.
In contempt of the positive findings, the present study was limited in some ways. The sample is selected
among students from eco-campus which the result maybe not applicable to the universities that were not listed
as eco-campus in UI Green Metric 2018. However, as time passed by, this surely will developed the
understanding among eco-campus students and can increase more universities to participate by implementing
sustainable transportation practice towards sustainable development goals 2030.
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ABSTRACT
In this dynamic, competitive environment organisations need to create dedicated workforce.
Transforming knowledge workers into wisdom workers, transactional leadership into
transformational leadership is the desideratum. In order to attain this, the exigency is to address all
vital facets of human differences and performance excellence in light of models of motivation.
Knowledge of personality preferences and respecting human differences will lead to greater
cooperation and consonance. However, the arduous task of analysing personality attributes and
developing beneficial behavioural attributes is possible through addressing different motivational
theories to achieve performance excellence. This will act as a reflection of quantifiable outcome and
demonstration of right balance that lead to personal as well as organisational acceleration. The aim of
the study is to appreciate the significant traits of personality that could be drawn as a strong
motivator in the endeavour of generating outstanding performances.
Keywords: Secondary, Job Satisfaction, Human Resource Management, Organisational Behaviour,
Performance, Human Resource Strategies
INTRODUCTION
Motivation is the solution of most of the problems of organisations and enhances performance
substantially. Motivation is a complex force that energises and moves the person to action. It reduces
the restlessness and directs the behaviour towards goal accomplishment. Researchers have found that
managers not succeed as anticipated not because they lack in competency in their respective domain
but inability to encourage the manpower and inadequacy to act in emotionally poised manner. Earlier
the focus was to increase the skills of individuals to perform a specific task effectively. Absolute
changes in organisational structure, diverse workforce and subsequent uncertainties have led the
organisations to rethink and revamp their strategies in considering every individual of distinct
personality. Despite the clear message from various models of motivation, some organisations are
unable to realize the diverse human needs. Organisations need to acknowledge that the things
motivate an individual, may not motivate others. The motivational behaviour of individuals is
enterprising and perplexing. This behaviour pattern affects performance and acceleration of
organisation in a positive or negative way. People are motivated to do particular thing when they
anticipate that it lead to attain the objective they value. People differ in their need pattern as they
have a distinct personality. It is the apparent incapability of managers to understand the particular
psychological toolbox used by every one of us. Great gains are possible through better understanding
of these human differences which is universal. The objective of the study is to appreciate the
significant traits of personality that could be drawn as a strong motivator in the endeavour of
generating outstanding performances. The study is an exploratory research using secondary sources
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of data to acquire an understanding of fundamental perspectives and purpose. The study will provide
acumen to develop thoughts to recognize and respect human differences through fundamental
perspectives to gain excellence.
REVIEW OF LITERATURE
Das and Satpathy (2008) found that interpersonal leadership, empathetic communication and
creative cooperation are the sources that encourage and elevate an individual. Also, that individual
with rectitude and nobility flourish.
Myers and Myers (1995) found that specific personality differences are in fact the logical result of
basic differences related to perception and judgement.
The study of Robbins, Judge and Vohra (2016) have found that the individual will exercise high
level of endeavour, if they perceive a strong relationship between effort and performance,
performance and rewards, rewards and contentment.
The study of Srinivas R. Kandula (2014) has found that the foundation of HRM practices lies in two
crucial disciplines: Intelligence Management and Motivational Management. Motivational
management deals with employee’s performance, rewards, recognitions, work-life balance,
organisational culture and level of achievements.
THEORIES OF MOTIVATION
Kandula (2014) establishes that hierarchy of needs is the rudimentary theory destined to interpret the
power of needs in motivating the behaviour. Its comprehensive composition deals with various
financial and non financial incentives. The proposition of this theory is that once a lower order need
is fulfilled at a reasonable level, the individual is motivated to fulfil the next higher level need.
Kandula (2014) states that McClelland three needs theory delineate how the needs for achievement,
power and affiliation strongly influence actions of individuals. The motivational force to fulfil one of
three needs is derived from individual’s life experiences and the culture in which they are nurtured.
The need for achievement is portrayed by the behaviour to outdo. High achievers are vigilant
planners; they cautiously evaluate all alternatives and eschew easy assignments. The study of
McClelland shows that need for achievement is formed at early stages of life. This achievement
motivation can be activated through a proper training. Kandula (2014) further opines that the twofactor theory of Motivation is more relevant in terms of its applicability. It shares a direct
relationship with job-satisfaction and performance at work. Hygiene factors dissatisfy where as
motivators play a significant role in job-satisfaction and sequential performance intensifiers. Kandula
(2014) further explored that valence expectancy model of motivation has greater impact on the
motivational behaviour of individual which is effectual and complex. Different things motivate
different people. So, individuals differ in their efforts to attain the desired outcome. Outcome which
has an immediate relevance to motivational behaviour of individuals is the factor accountable for
non-performance. Robbins, Judge, and, Vohra (2016) states in goal-setting theory that clear, specific,
stimulating, assessable and attainable goals increases individuals’ performance. Distinctly defined
goals provide clear perspective about the roles of individuals with a clear career planning. Robbins et
al. (2016) further described about self-efficacy theory of motivation that it focuses on the self-belief
of individuals in their capabilities. The individual with high self-efficacy is assured of attaining
specific objective whereas an individual with low self-efficacy is uncertain of own potential to attain
a goal. Robbins et al. (2016) opines, according to Bandura, this self-efficacy is formed through
following four factors:
Enactive mastery. It is the significant source of enhancing self-efficacy. It states that we are
more confident in performing the task in future which we did successfully in the past.
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Vicarious modeling. It is the second source which states that we are more confident in
performing the task when we see someone else doing the task.
Verbal persuasions. It is the third source which establishes that our level of confidence to
perform the task increases when someone convinces us that we have the requisite skill to become
victorious. It is well accepted in the self-efficacy researches that individuals in typical cases,
underrate their proficiency because of dearth of confidence in themselves in accomplishing any task.
The verbal persuasion is used through the Pygmalion effect or the Galatea effect. The Pygmalion
effect is a self fulfilling prophecy in which individuals propagate their expectations through
demonstration. These expectations are transformed into reality when we converse it to the
manager/supervisor/teacher of the individual that the person is of high capability. In the Galateaeffect the expectations are directly manifested to the individual.
Physical state. It is the fourth source which regulates the state of self-efficacy.
The Big Five Personality Traits
Robbins et al.(2016) described these five significant dimensions to describe personality.
Openness to Experience. Individuals who score high on this trait are more creative, curious
and adventurous. They carry unusual belief and are more likely to engage in risky behaviour. In
contrast those who score low are rational, data driven and opinionated.
Conscientiousness. This trait is related to self-discipline, dedication and putting continuous
endeavour for accomplishment. Individuals who score high on conscientiousness are focussed,
responsible, organised and make one goal at a time whereas low conscientiousness is connected with
ease and versatility.
Extraversion. This trait is marked by engagement with outside sphere. Extraverts relish
interaction with external world; they are full of zeal, authoritative in social milieu, affable, goaloriented as against introverts.
Agreeableness. The individual who score more on this trait are highly concern for tranquillity
and accord in social spheres. They are serving, reliable, accommodating and have a sanguine view
for surroundings. In contrast with individuals who score low. These disagreeing people are sceptical,
non-cooperative, argumentative and unsympathetic.
Neuroticism. It is related to emotional stability or instability. Individual who score low on
neuroticism cope up with stress effectively, have clear thought process and can handle negative
emotions (anger, anxiety, depression) with high tolerance capacity whereas who score high are
vulnerable to strain and experience anger, envy, guilt, loneliness, frustration and anxiety.
Ramification of Motivation on Personality and Performance
It is worldwide comprehended from different theories of motivation that various applications of
motivation can stimulate the level of motivation. It is a substantial apparatus which can transform
individual’s ability to achievement. Organisations invest their ample amount of resources to motivate
their workforce and utilize their expertise to gain a competitive edge. Integration of motivation for
excellence includes different tools and applications like remuneration, rewards, recognitions,
different appraisal techniques, quality of work-life etc depending on different personality traits on
individuals. It is evident from self-deterministic theory that extrinsic rewards and time-limit are
detrimental for intrinsic motivation, if they are perceived as coercive. It hypothesizes, that people
more driven for need for autonomy perceive extrinsic rewards reducing intrinsic motivation. Goals
are substantial in moulding behaviour. Challenging, specific and strenuous goal leads to high
performance. Evidence suggests that goal commitment is quintessential. Individuals having internal
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locus of control and who are capable to monitor their own growth perform better than others.
Organisation uses a comprehensive technique to inculcate management by objectives program to
deploy goal-setting theory. Individuals who are governed through intrinsic factors are apparently
destined to attain their goal and are contended. In contrary, people who are motivated through
extrinsic factors are unlikely to achieve their goal and rejoice less even if they do attain it. It is
evident from many studies that people who follow the goals for ingrained causes are complacent and
accomplish the task effectively. Conscientiousness and emotional stability enhances the self-efficacy
of a person. Similarly, high achievers score high on conscientiousness. Researchers predict that there
is a strong relationship between achievement need and performance of an individual. Individual in
the grip of high power motive and extravert personality can be an effective manager. Kandula (2014)
described few models which have great relevance in today’s organisations in context of performance
management are stated below:
Michael jordan effect. It is an exemplary flaw of presuming that if an individual is technically
competent, the person has the potential to lead masses. Dr.Daniel Goleman coined the term and
states that often organisations make technically sound people as their head without knowing their
competence to encourage and lead manpower. The study found that technically sound individuals
have spent years of perseverance in gaining skill and competency par excellence. So, they are less in
handling masses. We must acknowledge that interpersonal skills are contrary to technical skills and
social skills are indispensable to lead.
Peter’s principle. It is the most piercing socio-psychological finding of this century. Laurence
J. Peter propounded it. It establishes, “managers tend to be promoted to their extent of inefficiency”.
The objective behind it is that people are upgraded for their former performance. The skill and
efficiency to handle the upgraded level is often ignored which has lead in wrong recruitments and
poor assessment of talent.
Dilbert principle. Scott Adams originated this Principle which establishes the fact that the
unproductive workers are put to the place where they can no longer do the damage to the
organisation.
Phenomenon of forty-first chair. This phenomenon is befitting in most of the organisations,
just the degree varies. The proposition behind this phenomenon is that in most of the cases
evaluation committees reconfirm the person who is already authenticated as exceptional. This act
helps the committee to abscond from the pressure of genuine evaluation, thereby generating severe
disparity in performance evaluation.
CONCLUSION
Since personal experiences, interaction to the environment through the process of socialisation,
outline of thought process, preference to perception and judgement varies resulting into personality
differences. This has resulted into different need patterns and the satisfaction earned by striving for
excellence. Theories of motivation manifests that human motivation is not stable rather it is
changeable or altered by different situational variables. Human beings differ in their capabilities,
interests and approaches. So, the extent of motivation for every individual is unequal and varies.
Various researches have concluded that heterogeneity is clearly visible in motivational pattern for
human beings. Rewards and performance shares a linear and strong relationship. Rewards are
dependent on performance and individuals must perceive it as the same. When the perception of the
individual changes it can lead to decreased level of motivation, increased absenteeism, low
performance and high turnover in the organisation. Individuals exercise high endeavour if they
recognize a strong relationship between effort and achievement, excellence and rewards resulting
into gratification of individual goals. The endeavours to lead excellence, the individual must have the
potential to perform and the performance appraisal system perceived as equitable and objective.
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ABSTRACT
This study attempts to measure productivity change of Airlines companies in private and public
sector in India for a period of four years (2011-2016). In this study the nature and productivity
change is probed using the Malmquist Productivity Index (MPI). This index has the constituents
which are used to measure the performance in terms of change in Scale Efficiency, change in
Technical Efficiency, change in Technological Change and Total Factor Productivity. The paper
compares efficiencies for the companies in public and private commercial airlines sector in India.
Five Airlines companies are included in the study. The research includes Total Annual Income as an
output variable and Total Expenditure, Employee Compensation, Sales & Distribution Expenditure
and Marketing expenses as Input variables. A panel data with 30 observations has been used for
analysis. The panel data is used to arrive to MPI estimates, with a total of five commercial airlines
companies in India. The Total Factor Productivity change in the airlines sector depends upon the
change in the efficiency and productivity of the companies. The research is based on the analysis of
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the Technical, Pure and Scale Efficiency changes based upon the performance of the airlines
companies under study.
From the study it is evident that the Total Factor Productivity change has not changed significantly
over the last six years for all the companies under study. The Technical Efficiency was the highest in
the year 2013-14 which then dropped in the subsequent year. The Total Factor Productivity change is
mainly due to change in scale efficiency of the companies since the pure efficiency has shown no
significant change during the period under study. The Total Factor Efficiency dropped by almost
50% in the case of Air India in the year 2015-16. This drop is attributed to the deterioration in the
technical efficiency of the company.
It is evident that all the airlines companies under study have not emphasized on improving scale
efficiency as well as pure efficiency. These companies can improve their overall productivity by
bringing in efficiency in the scale of operations as well as focus on improving efficiency on factors
other than scale of operations.
The overall Total Factor Productivity of Air India is the highest. This can be attributed to positive
change in the company’s Technical Efficiency especially in the year 2013-14. Go Airlines (India)
Ltd. and Spicejet Ltd. have not shown any observable change in Total Factor Productivity. The
commercial airlines companies in India need to improve their scale efficiency and pure efficiency to
improve their total factor productivity.
Keywords : Airlines sector; Malmquist Index; Efficiency Change; Technical Efficiency Change;
Scale Efficiency Change; Pure Technical Efficiency Change; Total Productivity Change;

I. INTRODUCTION
Every organization can achieve its competitiveness by enhancing its productivity. In other words
organization gets its competitive edge when it produces more value with same level of resources or
produces same level of value using lesser resources. Productivity driven growth leads to the
economic growth of the organization. Organizations can envisage productivity growth through
efficient use of human and non-human resources. At the same time technology and knowledge can
be used as catalyst for multiplying the growth in productivity.
II. AIRLINE INDUSTRY IN INDIA
Tata Airlines, India's first scheduled airlines, was started in 1932 by J. R. D. Tata. Later in 1945,
Nizam of Hyderabad partnered Tata Sons to start Deccan Airways. In the next couple of years few
airlines started operating in India viz. Airways India, Bharat Airways, Himalayan Aviation, Kalinga
Air Lines etc. In 1953 almost 6 years after India's Independence Government of India nationalized
and merged all the existing airlines in two state owned national carriers viz. Air India and Indian
Airlines. Air India was intended for international travel while Indian Airlines was for domestic
travel. Since then onwards, upto mid-nineties, these two airlines constituted Indian Airline industry
and enjoyed full monopoly.
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In mid 90s Government of India adopted the Liberalisation, Privatisation and Globalisation (LPG)
Policy. And with this the country opened its aviation sector to new private airline operators. With the
several new airlines started operating in India. Though airline industry is a highly capital intensive,
still these new airlines were not started by big corporates of India but by small time entrepreneurs.
The newly started airlines include included include Damania, East West, Jet, Sahara Modiluft, NPC
and few more. Unfortunately many of these airlines could not continue their services because of huge
losses they made. Some of the reasons for the losses are high fuel cost, route restrictions by
Government and poor infrastructure.
With the decline of Indian airline industry Indian Government did several changes to its aviation
regulatory policy. Because of this a new era of Indian airline industry started form the year 2000
onwards. Air Deccan entered into the industry as a Low Cost Carrier (LCC). This was followed by
other LLC viz. Spice Jet, Indigo and Go Air. New entrant Kingfisher Airline chose to be a luxurious
Full Service Carrier (FCC) and competed with existing FSC Indian Airlines and Jet. Later Kingfisher
Airlines acquired Deccan and rechristened it as Kingfisher Express.
As on date Kingfisher has stopped plying its services because huge debt and Jet Airways has made
temporary suspension of its operations due to lack of cash since April, 2019. Air India is struggling
with financial crisis. Indigo, Spice Jet and Go Air are performing well and many of them are making
profits.
III. PRODUCTIVITY MEASUREMENT
Total Factor Productivity (TFP) measurement, which is defined as ratio of aggregate output produced
in relation to cumulative inputs utilized to produce that output, is one of the effective tools of
performance measurement. TFP is used to measure performance of a firm during a given period of
time (Coelli et. al., 2005). It may also be used to measure the performance across various firms for a
comparison. Earlier, organizations were achieving growth in productivity through efficiency
improvement but today, growth in productivity is achieved by technological changes also. Thus
productivity enhancement resulted because of efficiency improvement and technological
developments. TFP measure the technological change and correlate it with the externalities and
effects of scale (Jorgensen & Griliches, 1997). Other studies done by Law (2002) and Young (1992)
presents the FTP measure the
There are two approaches for measuring TFP growth i.e. frontier approach and the non-frontier
approach. In frontier approach the best obtainable position is estimated based on the estimation of the
boundary function for a given set of inputs and outputs. The role of technical efficiency in the overall
performance of the firm can be identified by frontier approach establishes the technical soundness of
the firm.
IV. RESEARCH METHODOLOGY
The main motive of the research is to measure and compare the technical efficiencies of selected
airlines of India. This will result knowing which airline company is doing better in terms of technical
efficiency while less efficient will understand the areas for further improvement. The no-parametric
Data Envelop Analysis (DEA) technique is used to measure the technical efficiencies.
DEA is one of the popular approaches found in literature for productivity measurement. DEA is a
linear programming methodology which is useful in case where it becomes difficulty to establish the
relationship between the input and outputs, in such cases liners programming techniques is applied.
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V. DATA ANALYSIS
The research includes Total Annual Income as an output variable and Total Expenditure, Employee
Compensation, Sales & Distribution Expenditure and Marketing expenses as Input variables. A panel
data with 30 observations has been used for analysis. The panel data is used to arrive to MPI
estimates, with a total of five commercial airlines companies in India. Table 1 depicts the descriptive
statistics of the data used under study. The intercession approach is adopted, considering Total
Expenditure, Employee Compensation, Sales & Distribution Expenditure and Marketing expenses as
inputs, while Total Annual Income is considered as output.
Table 1: Descriptive Statistics

Mean

Total
Annual
Income
2654472

Total
Expenditure

Employee
Compensation

Sales & Distribution
Expenditure

Marketing
expenses

3124233

354466.1

95243.9

94704.1

Std. Dev.

77495.89

95218.35

12607.14

3223.488

3236.551

Max

227932.7

265837.5

37514.9

9411.8

9411.8

Min

9418.8

10317.7

724.3

68.3

52.5

The DEA approach uses number of indices as alternatives for measuring the productivity changes.
Fisher index, Tomqvist index and Malmquist index are some of the indexed used by some
researchers while undertaking efficiency study. Since Malmquist index neither requires the profit
maximization nor cost minimization assumption, many researchers prefer this index. The present
study also uses Malmquist index to measure efficiency changes. Moreover, since this research uses
panel data, this approach enables decomposition of productivity change into technological change
and technical efficiency change.
VI. MEASUREMENT OF TOTAL FACTOR PRODUCTIVITY
This section measures Total Factor Productivity and its changes in years between 2011 and 2016. It
also compares the Total Productivity and its changes between the commercial airlines companies.
Balanced panel data with 30 observations that appear in five airlines companies are included in the
study. The Malmquist productivity index has five constituents which are used for measuring the
performance; these constituents include Technical Efficiency, Technological change Efficiency, Pure
Technical Efficiency Change, change in Scale Efficiency and change in Total Factor Productivity.
The productivity within the segment is compared using the Malmquist productivity index. This gives
the poor performers to compare themselves and identify scope for improvement. Total Factor
Productivity refers to all factors pertain to the operations/production of Airlines companies, or
specifically changes in the efficiencies and changes in technology. It may be noted that when
interpreting the results of Malmquist Total Factor Productivity, all components less than one indicate
deterioration in the regression while component greater than one indicates improvement or
progression. Component values equal to one indicates no improvement or deterioration in
productivity.
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A. Malmquist Index Summery of Annual Means
Table 2 : Efficiency Change for the period 2013 to 2016 in comparison with the previous year

MALMQUIST INDEX SUMMARY OF ANNUAL MEANS
YEAR

EFFCH

TECHCH

PECH

SECH

TFPCH

2011-12
2012-13
2013-14
2014-15
2015-16
Mean
Change<1

0.09
1.12
0.98
1.01
1.03
0.85

1.29
0.75
1.54
0.99
0.96
1.11

0.99
1.01
1.00
0.99
1.01
0.99

0.89
1.10
0.97
1.02
1.02
1.02

1.13
0.85
1.51
1.00
0.99
1.09

3

3

2

2

2

Change>1

0

2

0

1

2

2

0

3

2

1

Change=1

Note : Efficiency Change (EFFCH), Technical Efficiency Change (TECHCH), Pure Technical Change (PECH), Scale
efficiency Change (SECH), Total Factor Productivity Change (TFPCH)

It is evident from Table 2 that the efficiency of airlines companies was lowest during the year 201112. However there is positive efficiency change in the subsequent year 2012-13. The efficiency has
been almost constant since then. The Technological Change Efficiency has deteriorated by 72% in
the year 2012-13 which then significantly improved in the subsequent year 2013-14. It has been
almost constant since then. The table indicates that there has been no significant change in pure
efficiency as well as in the Scale efficiency during the period under study. From the Malmquist
index it is evident that the Total Factor Productivity change has deteriorated in 2012-13 by 33%
which almost doubled in the year 2013-14. This significant improvement in the Total Factor
Productivity change can be attributed to the similar improvement in technical efficiency of airlines
companies during the same period.
From the table it is evident that all the airlines companies under study have not emphasized on
improving scale efficiency as well as pure efficiency. These companies can improve their overall
productivity by bringing in efficiency in the scale of operations as well as focus on improving
efficiency on factors other than scale of operations.
The individual mean productivity change of individual airlines companies is depicted in table 3
B. Malmquist Index Summery of Firm Means
Table 3: Efficiency Changes of individual Airlines companies
MALMQUIST INDEX SUMMARY OF FIRM MEANS
YEAR

EFFCH

TECHCH

PECH

SECH

TFPCH

Air India

1.02

1.19

1.00

1.00

1.22

Go Airlines

1.00

1.02

1.00

1.00

1.02

Jet Airways.

0.99

1.01

1.00

0.99

1.01

Jet Lite

0.98

1.15

1.00

0.90

1.12

Spicejet

1.00

1.01

1.00

1.00

1.01
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Mean
Change <1

0.99

1.08

1.00

1.00

1.07

2

0

0

2

0

Change>1

0

2

0

0

2

Change=1

3

3

5

3

3

Note : Efficiency Change (EFFCH), Technical Efficiency Change (TECHCH), Pure Technical Change (PECH), Scale
efficiency Change (SECH), Total Factor Productivity Change (TFPCH)

The Malmquist index summery of firm mean values indicates that there is no change in pure
efficiency of any airlines company during the period under study. The Scale Efficiency is also almost
constant with a marginal rise in case of Air India Ltd. and a marginal fall in case of both Jet Airways
as well as Jet Lite (India) Ltd. The Total Factor Productivity of Air India Ltd. is the highest followed
by Jet Lite (India) Ltd. The Total Factor Productivity is constant for other commercial airlines
companies under study.
C. Productivity Change Company wise
The following table depicts the efficiencies of company wise and year wise. The study of the table
shall reveal the efficiency changes of each of the five commercial airlines under study during each of
the year between 2011and 2016. This information helps in determining which airlines companies
show superior performance and which companies have shown deterioration in their efficiency. Also
it reflects the efficiency changes of each of the company for the last five years.
Table 4: Productivity Change Company wise
PRODUCIVITY CHANGE COMPANY WISE
FIRM

Air India Ltd.

YEAR
2011-12

EFFCH
0.74

TECHCH
1.20

PECH
1.00

SECH
0.74

TFPCH
0.88

2012-13

1.24

0.83

1.00

1.24

1.04

2013-14

1.24

3.16

1.00

1.24

3.92

2014-15

1.00

1.24

1.00

1.00

1.24

2015-16

1.00

0.61

1.00

1.00

0.61

1.04

1.41

1.00

1.04

1.54

2011-12

1.00

2.56

1.00

1.00

2.56

2012-13

1.00

0.37

1.00

1.00

0.37

2013-14

1.00

1.16

1.00

1.00

1.16

2014-15

1.00

0.99

1.00

1.00

0.99

2015-16

1.00

1.03

1.00

1.00

1.03

1.00

1.22

1.00

1.00

1.22

2011-12

0.90

1.04

1.00

0.90

0.94

2012-13

1.13

0.93

1.00

1.13

1.05

2013-14

0.85

1.04

1.00

0.85

0.89

2014-15

1.09

0.99

1.00

1.09

1.07

2015-16

1.05

1.08

1.00

1.05

1.14

1.01

1.02

1.00

1.01

1.02

2011-12

0.96

1.10

1.00

0.96

1.06

2012-13

1.04

0.92

1.00

1.04

0.96

2013-14

1.00

2.12

1.00

1.00

2.12

Mean

Go Airlines (India)
Ltd.

Mean

Jet Airways (India)
Ltd.

Mean
Jet Lite (India) Ltd.
[Merged]
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2014-15

0.90

0.85

1.00

0.90

0.77

2015-16

1.01

1.10

1.00

1.01

1.11

0.98

1.22

1.00

0.98

1.20

2011-12

0.83

1.03

0.94

0.88

0.85

2012-13

1.21

0.92

1.06

1.14

1.11

2013-14

0.83

1.10

1.00

0.83

0.92

2014-15

1.07

0.97

0.95

1.13

1.04

2015-16

1.10

1.09

1.05

1.07

1.23

1.008

1.022

1.001

1.009

1.028

Mean

Spicejet Ltd.

Mean

Air India had the lowest efficiency in 2011-12 which the improved in the years 2012-13 and 201314. The efficiency has been constant since then. From the analysis it is clear that there is no
significant change in the pure efficiency of Air India and therefore any change in the total factor
productivity can be safely attributed to change in scale efficiency and technical efficiency. One can
observe a significant jump in the total factor productivity of Air India in the year 2013-14 which is
clearly due to the improvement in the technical efficiency of the company.
Go Air, on the other hand has shown no change in the efficiency as revelled from the Malmquist
index. Both the pure efficiency as well as the scale sufficiency are constant. Any change, therefore
in the Total Factor Productivity of Go Air can be attributed to Technical Change. The Total Factor
Productivity of Go Air significantly dipped in the year 2012-13 which as per the analysis, is due to
fall in technical efficiency of the company.
The Malmquist index shows that Pure Efficiency of Jet Airways (India) Ltd. is constant during the
period of study. The technical efficiency is also not significantly changed although it saw a marginal
dip in the years 2012-13 and 2014-15. The Total Factor Productivity is almost constant but shows a
marginal fall during 2013-14.
In case of Jet Lite also the Pure Efficiency is constant. The Malmquist Index does not reveal any
significant change in the Scale Efficiency either. The Total factor Productivity significantly
increased due to remarkable increase in technical efficiency in the year 2013-14.
The Technical Efficiency of Spicejet Ltd. saw a dip of around 105 in the year 2012-13 and 2014-15.
The Pure and Scale Efficiencies are almost constant with a marginal change of 8 to 10 % during the
years 2011-12 and 2014-15. The Total Factor Productivity was the highest in the year 2015-16
mainly due to increase in scale efficiency.
VII.

CONCLUSION

From the research it is evident that the efficiency of the airlines companies was the lowest during
2011-12 which then improved due to improvement in the technical efficiency of these companies.
No significant improvement in the scale and pure efficiency can be reason behind the stagnation of
Total Factor Productivity of the airlines companies.
The overall Total Factor Productivity of Air India is the highest. This can be attributed to positive
change in the company’s Technical Efficiency especially in the year 2013-14. Go Airlines (India)
Ltd., Spicejet Ltd. and Jet Airways (India) Ltd. have not shown any observable change in Total
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Factor Productivity, while Jet Lite (India) Ltd. has shown marginal improvement owing to enhanced
Technical efficiency.
Jet Airways (India) Ltd flew its last flight on 17th April, 2019 from Amritsar to Mumbai after
providing the emergency funds were rejected by the lenders. They were informed by the State Bank
of India (SBI) that they were unable to consider its request for critical interim funding fearing its
recovery in the future. Since no emergency funding from the lenders or any other source is
forthcoming, the airline could not pay for fuel or other critical services to keep the operations going
and stopped its operations temporarily since April 2019.
For the airline to make money it is very important to reduce the fuel prices in a price sensitive market
like India. High costs and low yields is the situation of the Indian commercial airline industry. The
commercial airlines companies in India need to improve their scale efficiency and pure efficiency to
improve their total factor productivity.
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Abstract
The roles of foreign aid in economic growth through enhanced investment, technology transfer,
human resource development, etc. have been well attested by existing economics literature. But the
extent to which foreign aid contributes to economic and social infrastructure has been overlooked in
the literature. In this context present study intends to capture the impact of Official Development
Assistance (ODA) on economic and social infrastructure of India. The study considers the specific
case of UK and Japanese ODA being active supporters of two forms of infrastructure in India. The
results suggest that these two countries’ ODA play significant role in shaping the economic
infrastructure of India. Intensity of impact is more tuned to the UK’s ODA compared to Japanese
ODA. The study also evidences that the less effectiveness of governance and poor regulation hamper
the pace of infrastructure development in the country. Towards social infrastructure, study provides
evidence of strong impact of UKs ODA in economic development of India.
JEL Classification: F35, F62, F63
Key Words: Official development assistance, Economic & social Infrastructure, Japan, India
1. INTRODUCTION
India has managed consistent economic growth since the onset of twenty first century mainly associated with
wide ranging economic reforms of 1990s. This growth momentum can pave the way for India to achieve the
significant level of economic development in the decades to come. However the continuity in growth
trajectory has remained a centre point for policymakers wherein infrastructure development is widely
considered as important peripheral factor for nation’s growth momentum. The quality infrastructure facilitates
the distribution aspect and incentivizes the domestic as well as foreign investment. On infrastructure front
India has achieved significant performance in the past decade, but the country has much potential to bridge the
demand-supply gap and augment the other sectors of economy. As per the ADB estimation, India would be
requiring the energy growth of around 3 percent annually for the period 2010-35 to expand its industrial base
to new levels. Country is going to experience annually 8-9 percent increase in the vehicles between 2010 and
2035 amid enhanced level of income (ADB, 2013). This phenomenon of growing energy demand along with
high vehicle intensity necessitates a compatible infrastructure base in the country. In this regard Government
of India has given due importance to the sector while planning to spend to the tune of US$ 1 trillion on
infrastructure projects (40 percent to be financed by private sector) under 12 th five year plan.9 At the same
time, Government has also acknowledged the international experiences where ODA has played vital role in
empowering the economic and social infrastructure base of recipient countries. The Korean and Singaporean
9

GOI (October 2011). Faster, sustainable and more inclusive growth: An approach to the Twelfth Five Year Plan (201217). Government of India.
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models have been much appreciated for their transformation from aid recipient counties to donor countries
(Lee, 2015). The same is paving the way for other developing economies to take valuable lessons to make
their ODA program much effective.
Globally, ODA has seen voluminous growth as it has doubled in past one and half decade. The ODA intensity
measured in terms of national income has increased from 0.20 percent in 2016 to 0.32 percent in 2016.10 Asia
has been the key recipients of the global ODA, occupying about two-fifths of total DAC ODA during 201114. India has long been receiving the ODA since independence and occupied the top position in world ODA
during 1951-92 (Bijoy, 2013). This journey has continued since then as ODA reached to significant level of
US$ 2.4 billion in 2015 amounting to 1.3 percent of global ODA mainly provided by DAC group (Figure 1).
India has emerged a key ODA receiver in the Asian region as the share of pie reached to its peak of 6.1
percent in 2010 before settling down at 3.5 percent in 2014. Japan, UK and Germany are the largest ODA
donors to India, collectively amounting to about 80 percent of the total ODA receipt during 2011-15 (Figure
1). The inter-temporal behaviour reveals that Japan and UK have been contributing the India’s development
assistance for a long period, however Germany has started the assistance in the recent past. It is boasted that
Japan has been enhancing the capacity building of firms to realize the development goals of India by way of
boosting the economic infrastructure. These facts give a motivation to understand that to what extent ODA has
facilitated the infrastructure development of India with special reference to Japanese and UK ODA. The
present study would have implications for creation of sound infrastructure development in India, a key factor
to stabilize the growth momentum of the country.

Figure No. 1: Net Official Development Assistance in India (Percentage Shares)

Source: World Development Indicators, 2017

Japan’s ODA has been unique in the sense that the country utilized the funds for enhancing the backbone of
the economy in terms of infrastructure improvement. It mainly focuses on development of industry-related
infrastructures, which attract deep interest among foreign investors and domestic investors (Rocha et al.,
2011). Other features of Japanese ODA to India include- significant proportion of loans and generally
unconditional regarding domestic purchase of raw materials and other items,11 strengthening economic needs
instead of social needs. The major attention of Japanese aid has been towards development of physical
infrastructure including, roads, ports, railways, energy, among many more.12 Japanese ODA had tuned as per
10

https://data.oecd.org/oda/net-oda.htm

In 1999, more than 95 percent of Japan’s ODA to India was untied whereas the same figure for Germany and UK stood
at 84.7 percent and 91.8 percent, respectively.
11

12

In late 1990s, about one third of the Japanese ODA to India had concentrated towards economic infrastructure as
compared with 13 percent for the United States and 12 percent for the United Kingdom.
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the economic structure of India as it moved towards economic infrastructure in 1990s, the time when India
had undergone with the major economic reforms and country was exploring the infrastructure avenues
(MOFA, 1998). As argued, the Japan has followed the ‘ingredients approach’, mainly empowering the
institutions directly involved into field-level change (Yanagihara (1998). However, Japanese ODA has been
criticized on the ground of less focus on framework approach which most of DAC countries advocate
whereby key concern lies to directly address the poverty issues (GRIPS, 2008). This gap has been bridged by
UK through channelizing the ODA into education; health; Government and civil society; conflict prevention
and resolution, peace and security; etc.13 India has been in the list of priority countries fixed by Department
for International Development’s (DFID). Aid from the UK has noticed consistent increase and reached to
$579 million in 2005. It was the time when Indian economy passed through major structural reforms and
economy was requiring massive support to augment the development initiatives. Further, UK’s aid to India
had grown from around 6 percent in early 1990s to nearly 30 percent in 2008 (Townsend, 2010).
Having unique attributes to the Japanese and UK development assistance, study takes a motivation to identify
their roles in infrastructure development of India. Also, study extends the existing literature by way of
identifying the impact of ODA on economic infrastructure as well as social infrastructure, knowing the fact of
differential approaches of assistance of Japanese and UK ODA. In the economic literature there is little
knowledge about these empirical relationships especially in the context of India.

2. REVIEW OF LITERATURE
The theoretical underpinning for foreign aid and economic growth goes through channels like increase in
savings and investment, enhancing the worker productivity via boost to health and education sector, or
contribution in terms of technology transfers of launch of new seeds and fertilizers in the Green Revolution
(Radelet, 2006). Papenek (1973) and Levy (1988) identified positive relationship between aid and growth.
However some literature pronounced that there is no relation between aid and economic growth (Dowling and
Hiemenz, 1982; Singh, 1985; Boone, 1994; Rajan and Subramanian, 2005). Levine & Kinder (2004) pointed
out the contribution of aid for economic development mainly improving health, education, or the environment
conditions. Blaise (2009) tested the nexus between Japan’s official development assistance and foreign direct
investment inflows for Southeast Asian countries. It was stated that private players do give weightage to the
locations which have more Japanese aid flows apart from other business factors. Other notable studies also
have pointed out the relationship between foreign aid and economic growth (Astreriou, 2009; Burke et al.,
2006; Collier and Hoeffler, 2004; Reddy et al., 2006; among others). However a little attempt has been made
towards official development assistance and infrastructure development.
Pragmatically, Asia-Pacific region has experienced significant changes in its development model by way of
improving economic growth, reducing poverty, achieving the Millennium Development Goals (MDGs), etc.
Some of the countries have shifted their status from lowest to highest income such as Vietnam, the
Philippines, Indonesia, India, Mongolia and Sri Lanka; some to the upper-middle income category viz. China,
Thailand, and Malaysia.14 Behind the Asian development model, ODA has much influence in terms of
supporting regionalism (Dornan & Cain, 2014), infrastructure development (World Bank, 2006) and poverty
reduction (Abbott & Pollard, 2004). The pacific region has remained as one of the most aid dependent regions
in the world (Dornan & Pryke, 2017). In an empirical study for 24 Asia-Pacific region countries, Chen &
Singh (2016) added that official development assistance contributes directly and indirectly through public
investment to economic growth (Chen & Singh, 2016). For country specific study, Feasel (2013) highlighted
that Vietnam’s success is much attributed to the Official Development Assistance (ODA) received from
around the world especially Japan’s ODA which had even helped the country to maintain its economic
imbalances. Korea and Singapore experiences are already well appreciated for their shift from donor
recipient to donor providing countries. Korean model has remained a reference model for various developing
countries as it aligned its ODA to Asian region (about 80%) and largely provided the ODA for social
13 Statistics on International Development 2013: Section 2 Understanding aid expenditure statistics,
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/254225/section2-understanding-aidexpenditure-statistics.pdf
14

Rosita Armytage (July 18, 2013). Is there a role for foreign development assistance in middle income Asia?, Retrieved
from http://www.devpolicy.org
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infrastructure (60 percent) rather than economic infrastructure. With the emergence of these new actors in the
aid field, the scope of ODA is much heightened in terms of providing access to more resources and opening
the greater selectivity and reducing the aid conditionality. The new aid architecture is focusing on
empowering the recipient governments by aligning the ODA to the nation’s priority agendas mainly termed as
Asian aid model.
The impacts of Japanese ODA to Asian countries have been very lucrative in terms of economic development
through empowering the nations in economic infrastructure. It helped improving the environment for
investment by foreign capitals and utilizes the vitality of the private sector. Japan's grant aid for the
development of social infrastructure has generated multiplier effects in improving the well being of people
and helped to reduce the regional disparity between city and rural areas (Panda, 2010). As per the annual
report of MOFA (1994), Japanese ODA has contributed to the 15 % of Indonesia’s total power output, 12
percent of railways lines, 15 percent of total road kilometres, about three fifths of the intra-city
communication transmission cable conduit system of Jakarta, and and about half of the city's water filtration
facilities. Moreover, Japanese ODA has been channelized to human resources development as well which is
the key to sustain the economic growth. Notably, the beneficiary countries of Japanese ODA like South Korea
and Singapore have graduated to the list of donor countries instead of the recipient countries (MOFA, 2002).
Sahoo & Sethi (March 2013) utilized the least square method to quantify the role of foreign aid on economic
growth and development of India. The study found the foreign aid as a significant determining factor for both
economic growth and development. Moreover the impact of aid is skewed towards growth rather than
development. Ekanayke & Chatrana (2010) indicated that foreign aid is found to have both- contributory or
negligible role in economic growth of developing countries. Miyamoto, & Chiofalo (2016) discussed the
descriptive behaviour of distributions of financial flows towards developing economies for identifying the
financial gap in infrastructure in developing countries. Recently it is pointed out that humanitarian aid and
loan types of ODA influence the Korean exports positively (Noh & Heshmati, 2017).
The Japanese assistance has made contribution, especially to Indian regions such as Andhra Pradesh and West
Bengal. As of 2011, Japan has facilitated about 400 major projects amounting to 565 billion JPY.15 As per the
existing literature, the setting up of West Bengal Transmission System Project has helped in reducing the
electricity outages and improved the electricity supply. With this project the state could reduce the
transmission losses from 4.0% in 2007-08 to 3.5% in 2012-13. Apart, distribution loss in the State has also
improved substantially. Under the initiation of Simhadri and Vizag Transmission System Project (I) and (II),
Andhra Pradesh state has been able to handle the power shortages problems. The project has improved the
power generation capacity considerably by almost doubling the power from 6,764MW in 1997 to 15,003MW
in 2011. Most notable is that the transmission and distribution losses had come to the half in 2011 compared
to the level of 1997 (Miyazaki & Fujiwara, 2012). Tamil Nadu Transmission System Project is again best
support to fulfilment of the energy demand in country.
Transport sector has remained the lucrative sector for Japanese ODA as it received about one fourth of JICA’s
total assistance to India during 2002-11. This contribution has helped the country to mitigate traffic
congestions and to promote regional economic growth. In the transport sector highest ODA has been
channelized to promising and innovative project metros trains absorbing about three fourths of total transport
ODA (Sahoo & Bishnoi, 2016). A study conducted by the Delhi Metro Rail Corporation found that
approximately 16% of Delhi Metro passengers had been earlier using private automobiles to commute to
school or offices. This finding obviously supports the argument for valuable role of ODA in reducing traffic
congestion and improvement in environment (MOFA, 2010). Recently signing for the projects like DelhiMumbai Industrial Corridor, Dedicated Freight Corridor Project Phase II and Chennai Metro project Phase- I,
II and III are promising initiatives towards making Indian road infrastructure a growth driver.
On health perspective, Japan has facilitated the technical cooperation in late 1990s to the National Institute of
Cholera and Enteric Diseases (NICED), whereby the Project for Prevention of Diarrhoeal Diseases was
launched. This project could help India in controlling the diarrheal illness which has remained a key factor for
high infant mortality rate in India. Japan has extended the technical support for other projects such as Madhya
Pradesh Reproductive Health Project Phase I (2005-2006) and Phase II (2007-2011) (MOFA, 2010). To name
15

https://www.jica.go.jp/india/english/office/others/c8h0vm00004cesxi-att/brochure_01.pdf
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the few projects related to sanitation and water supply supported by Japan include Bangalore Water Supply
and Sewerage (II) Karnataka, Rajasthan Rural Water supply and Fluorosis Mitigation Project (Nagaur),
Rajasthan, Kerala Water Supply Project (I & II) Kerala, Yamuna Action Plan Project (III) Central-Delhi.
Japan has focused on local development when country financed the projects related to Sericulture
Development during 1991-2007 to increase the income level of rural farmers by improving productivity. 16
JICA’s signing of Loan Agreement India to provide up to 13 billion JPY for the Tamil Nadu Investment
Promotion Program is another important project to support policy implementation to improve the investment
climate.

After reviewing the existing literature it is inferenced that past literature has considered the impact of
Japanese ODA with respect to the nature of projects likewise extension in roads, rail; improvement in energy
capacities, health facilities; local development, etc. Moreover, literature has captured the impact of Japanese
ODA to India in terms of ex-ante and ex-post evaluation basis and most of the intense literature is carried out
by JICA itself. The above review of literature highlights the research gap that no study has empirically
investigated the impact of ODA on overall infrastructure development of India. Present study is an attempt to
investigate the impact of India’s tops donors’ ODA on economic and social infrastructure of India. To the best
knowledge of author this is the first study in Indian context exploring the impact of Japanese and UK ODA on
infrastructure development. The possible explanation for selecting the two countries ODA is that these
countries have actively financed the infrastructure related projects of India since long time, hence give ample
scope for quantification of impact assessment on infrastructure.

3. RESEARCH METHODOLOGY
The study utilizes the two way analysis for fulfilling the above mentioned objectives. First it computes the
composite indices for economic infrastructure and social infrastructure separately, using detailed parameters
of infrastructure. Second it investigates the impact of Official Development Assistance (ODA) on
infrastructure development of India considering the specific cases of Japanese and UK ODA.
3.1 Variables and Data Sources
In order to construct the economic infrastructure study utilize the indicators viz. energy production through
coal, natural gas, hydroelectric and nuclear sources, carbon emissions; sanitation and water facilities; air
transport freight; railway passengers; and transmission losses. In order to account for the social infrastructure
study considers number of hospitals and physicians, literacy rate, poverty headcount ratio, mortality rate and
primary enrolment ratio. The other explanatory variables utilized as determinants of infrastructure
development are gross fixed capital formation (% of GDP), social services expenditure (% of GDP),
government effectiveness, and regulatory quality. The data on the variables mentioned above is extracted from
the secondary sources such as World Bank publications (e.g. World Development Indicators, Worldwide
Governance Indicators) and the Reserve Bank of India publications (e.g. Handbook of Statistics on Indian
Economy). The study uses very recent sample period ranging from 1985 to 2014. The data for governance
indicators are available for period 1996 to 2014.

3.2. Impact of ODA on Infrastructure Development: Research Methods
The impact of ODA on economic and social infrastructure is assessed in general and Japanese and UKs ODA
in particular. First, we investigate the general impact by using the ODA of top three countries contributing
more than 70 percent of Indian external assistance. The top three countries viz. UK, Japan and Germany are
selected based on average values of ODA received by India during 2000-14. The reason for considering the
Japan as specific case is due to large pronouncement towards developing economic infrastructure, a different
model than other donor countries. Keeping in view the differences in nature of ODA, we try to investigate the
impact of ODA on economic and social infrastructure separately. The explanatory variables for economic
infrastructure are the Japanese ODA, UK ODA, and Germany ODA, domestic investment, government
effectiveness and regulatory quality. The following models are considered:
Model 1: E = α1 + β1LODAJ + β2LODAUK + β3LODAGM + β4GFCF + ε1
16

(1)

Role of JICA in the Rural Sector: Assistance For Development of BivolTine Sericulture In India (1991-2007).
http://shodhganga.inflibnet.ac.in:8080/jspui/bitstream/10603/18742/10/10_chapter%205.pdf
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Model 2: E = α1 + β1LODAJ + β2LODAUK + β3LODAGM + β4GFCF + γ1GE + ε1

(2)

Model 3: E = α1 + β1LODAJ + β2LODAUK + β3GFCF + γ1GE + ε1

(3)

Model 4: E = α1 + β1LODAJ + β2LODAUK + β3GFCF + γ1R + ε1

(4)

Model 5: E = α1 + β1LODAJ + β2LGFCF + γ1R + ε1

(5)

Model 6: E = α1 + β1LODAJ + β2LGFCF + γ1GE + ε1

(6)

Where E is the factor score for economic infrastructure variables, LODAJ/UK/GM are the log values of Japanese
ODA to India, UK’s and Germany’s ODA to India, respectively. GFCF is the gross fixed capital formation as
percentage of GDP. GFCF proxies the demand side as well as domestic capabilities for infrastructure
development. GE is the government effectiveness and R is the regulatory quality. Government effectiveness
reflects perceptions of the quality of public services, the quality of the civil service and the degree of its
independence from political pressures, the quality of policy formulation and implementation, and the
credibility of the government's commitment to such policies (WGI). Regulatory quality reflects perceptions of
the ability of the government to formulate and implement sound policies and regulations that permit and
promote private sector development (WGI).
The study starts the models estimations of ODA impact on infrastructure (Models 1 & 2) from general level
by way of considering the top three donor counties, contributing about four-fifths of the India’s total ODA.
Then keeping in view the nature of infrastructure development projects which have long gestation period, the
Germany ODA is dropped in the model estimation (Models 3 & 4). The possible reason for dropping
Germany is that it has started contributing India’s ODA in the recent past period. However Japan and UK
have been contributing the ODA since long period back and hence gives ample scope for the impact
assessment on infrastructure. Moreover, existing literature has much lauded that Japan’s ODA to India has
been supporting the development agenda by way of empowering the economic infrastructure. In this regard
study uses models 5 & 6 to empirically test the same. The set of different models (1-6) serves the purpose of
sensitivity analysis for empirical estimation of ODA and infrastructure development in India.
In order to investigate the impact of ODA on social infrastructure following regression models are utilized.
Model 7: S = α1 + β1LODAJ + β2LODAUK + β2LODAGM + β4Social + ε1

(7)

Model 8: S = α1 + β1LODAJ + β2LODAUK + β3LODAGM + β4Social + γ1GE + ε1

(8)

Where S is the factor score for social infrastructure indicators, Social is the expenditure incurred by
Government on social services as percentage of GDP.
4. RESULTS AND DISCUSSION
4.1. Economic and Social Infrastructure Indices
The study exploited principal component analysis (PCA) for transforming the correlated variables
representing economic and social infrastructure into a composite score. This transformation will help to use
the single dimension of infrastructure instead of individual components which may cause the problem of
multi-collinearity. The PCA utilizes the variations among variables to construct the composite score without
losing much information.

Table 1:
Factor Proportions for Economic and Social Infrastructure Indicators
Economic Infrastructure

Social Infrastructure

Factor
Eigen Value

Proportions

Cumulative

Eigen Value

Proportions

Cumulative

Factor1

8.438

0.868

0.868

3.947

0.820

0.820

Factor2

1.084

0.112

0.980

0.740

0.154

0.974

Factor3

0.141

0.015

0.994

0.144

0.030

1.004

Factor4

0.046

0.005

0.999

0.035

0.007

1.012
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Factor5

0.018

0.002

1.001

-0.007

-0.001

1.010

Source: Author’s computation

As can be seen in the Table 1, the Eigen value for economic infrastructure indicators reveals that first
principal component explains about 87 per-cent of variance. In case of social infrastructure first component
explains around 82 percent variance. Keeping in view more than 80 percent variance explanation, we consider
the first components of both the infrastructure and utilize these factor scores as proxy for economic and social
infrastructure development separately. Having computed infrastructure indices, we apply the regression
models to empirically estimate the impact of ODA on infrastructure.
4.2. Economic Infrastructure and ODA
The results of regression models 1 and 2 are presented in table 2. Model 2 differs from model 1 with
introduction of additional variable government effectiveness. The results for model 1 suggest that Japanese
ODA and UK’s ODA play significant role in shaping the economic infrastructure. UK’s ODA has larger
impact than the Japanese ODA. Gross fixed capital formation has also added the infrastructure significantly.
In model 2 government effectiveness is added. Vast number of literature has pointed out that the less
effectiveness of government, poor regulation results into slower pace to infrastructure base. In this model,
results suggest that both the countries’ ODA (Japan and UK) have positive impact however Japanese ODA
appears statistically insignificant. The government effectiveness has negative coefficient and significant also.
Since the indicator’s actual values for the sample period are negative and hence it can be interpreted that the
increase in government effectiveness leads to improvement in economic infrastructure. To the best knowledge
of author it the first study in Indian context to account for the role of governance indicators in infrastructure
development. The results are intuitive in essence that UK has extensively utilized the ODA in a number of
different sectors like economic infrastructure and services- including transport and storage, communication,
energy generation and supply, etc. The results suggest for best fit of overall model as indicated by P-value of
F-statistic.

Table 2:
Impact of Top three Countries’ ODA on Economic Infrastructure in India
Model 1 (1985-2014)
Coefficie Standard
Variables
T-statistic
P-value
nt
Error
Ljapan
0.458
0.175
2.620
0.015
Luk
1.257
0.557
2.260
0.033
Lgermany
-0.028
0.165
-0.170
0.866
gfcf_gdp
0.130
0.042
3.090
0.005
govt_effct
_cons
-12.466
2.264
-5.510
0.000
2
F (4,25) = 46.8, Prob > F = 0.000, Adj R = 0.863
Source: Author’s Computations

Model 2 (1996-2014)
Coefficie
Standard
T-statistic
P-value
nt
Error
0.395
0.223
1.770
0.100
1.454
0.567
2.560
0.024
0.154
0.200
0.770
0.455
0.125
0.046
2.730
0.017
-3.363
0.961
-3.500
0.004
-14.209
2.467
-5.760
0.000
2
F (5, 13) = 25.7, Prob > F = 0.000, Adj R = 0.873

Table 3:
Impact of UK and Japanese ODA on Economic Infrastructure in India
Model 3 (1996-2014)
Variables

Coefficient

Standard

Ljapan
Luk
gfcf_gdp
govt_effct
regulatory

0.509
1.349
0.149
-3.458
-

0.164
0.543
0.033
0.940
-

Tstatistic
3.090
2.480
4.450
-3.680
-

P-value

Coefficient

0.008
0.026
0.001
0.002
-

0.581
1.256
0.119
-0.553
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Model 4 (1996-2014)
TStandard
statistic
0.255
2.280
0.774
1.620
0.046
2.600
1.025
-0.540

P-value
0.039
0.127
0.021
0.598

_cons
-14.181
2.431
-5.830
0.000
2
F (4, 14) = 32.9, Prob > F = 0.000, Adj R = 0.876
Source: Author’s Computations

-13.120
3.386
-3.870
0.002
2
F (4,14) = 15.4, Prob > F = 0.000, Adj R = 0.762

Table 3 presents the results of regression models 3 and 4. These models exclude the ODA received from
Germany and add two dimensions- government effectiveness and regulatory quality one by one. The later
indicators’ data are available since 1996 and hence restricts the estimation of model using the indicators
simultaneously. With exclusion of Germany the results appear very interesting. It is found the UK and
Japanese ODA, capital formation and government effectiveness plays vital role in economic infrastructure of
India. Model 4 results also favor the role of Japanese ODA.
Table 4 presents the results of regression models 5 and 6. The model satisfies the test of goodness of fit as
indicated by low p values of F-statistic. These models differ from models 3 & 4 in terms of excluding the UK
ODA variables. Study has main thrust to capture the impact of Japanese ODA on economic infrastructure in
India. Hence these two models are utilized to investigate the same. At individual level, the results speak the
positive significant role of Japanese ODA along with capital formation on infrastructure. The results of study
are intuitive and aligned with those studies that capture the partial impacts of Japanese ODA for indicators of
economic infrastructure.

Table 4:
Impact of Japanese ODA on Economic Infrastructure in India
Model 5 (1996-2014)

Model 6 (1996-2014)

Variables

Coeffici
ent

Standard
Error

T-statistic

P-value

Coefficie
nt

Standard
Error

T-statistic

P-value

Ljapan

0.660

0.263

2.510

0.024

0.551

0.190

2.900

0.011

gfcf_gdp

0.181

0.026

7.070

0.000

0.215

0.023

9.290

0.000

govt_effct

-

-

-

-

-3.229

1.084

-2.980

0.009

Regulatory

-0.139

1.046

-0.130

0.896

-

-

-

-

_cons

-8.218

1.613

-5.100

0.000

-8.807

1.286

-6.850

0.000

F (3,15) = 17.720, F = 0.000, Adj R2 = 0.736

F (3, 15) = 31.100, F = 0.000, Adj R2 = 0.834

Source: Author’s Computations

4.3. Social Infrastructure and Official Development Assistance
The thrust objectives of development assistance from donor countries have been to channelize the resources
for social welfare purposes. In order to see the role of ODA on social infrastructure, models 7 and 8 are
utilized. It is found that there is significant positive impact of UK’s development assistance on social
infrastructure of India (Table 5). Japanese ODA has positive coefficient value however statistically
insignificant. Social services expenditure as percent age of GDP is appearing significant indicator. The overall
fitness of model is good as F-statistic is significant.

Table 5:
Impact of ODA on Social Infrastructure in India
Variables
Ljapan
Luk
Lgermany
Socialsvs
govt_effct

Model 7 (1985-2014)
Coeffici
Standard
T-statistic
ent
Error
0.217
0.160
1.360
2.198
0.381
5.760
-0.108
0.149
-0.720
0.998
0.423
2.360
-

P-value
0.187
0.000
0.476
0.026
-
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Coefficien
t
-0.310
1.805
0.138
1.149
-1.861

Model 8 (1996-2014)
Standard
T-statistic
Error
0.171
-1.810
0.420
4.300
0.136
1.020
0.410
2.800
0.768
-2.420

P-value
0.093
0.001
0.327
0.015
0.031

_cons

-13.169

2.193

-6.010

0.000

F( 4,25) = 50.210, F = 0.000, Adj R2 = 0.872

-9.540

2.598

-3.670

0.003

F (5, 13) = 30.220, F = 0.000, Adj R2 = 0.921

Source: Author’s Computations

The above results of significant positive impact of UK ODA among top three donor countries are convincing
in essence that UK has been favoring the economic and social infrastructure since long date, and accordingly
country’s ODA has positive impact for both the indicators, and can be concluded that UK’s ODA has
facilitated the development goals of India. Japan has boasted of creating the development through economic
infrastructure and the same is evident from above results.

5. CONCLUSION
The present study empirically estimates the role of ODA in infrastructure development of India. It considers
the specific case of UK and Japanese ODA, being active supporters of economic and social infrastructure of
India. Based on empirical results, it can be considerably argued that Japanese and UKs ODA have played very
important role to boost the economic infrastructure in India. UK’s ODA has larger impact than the Japanese
ODA. The study evidences towards hampering role of less effectiveness of government and poor regulation
towards infrastructure development. Even considering the Japanese ODA at individual level only the findings
of the study remains robust. Towards external assistance and economic development, study provides evidence
of strong impact of UKs ODA on social infrastructure in India. The above results are convincing keeping in
view the nature of ODA provided by two countries. Growing number of literature suggests the positive
association between infrastructure development and economic growth which in turn promotes development.
The official assistance provided by Japan and UK has indirect impact on economic development. The
governance indicators prompt the policymakers for improvement in supervisory and regulatory role of
institutions to realize the next ladder of economic infrastructure. Herein study puts forth the future scope for
empirical estimation of relationship between infrastructure betterment and economic growth & development.
Japan's proven energy efficient technologies and alternative energy technologies may prove helpful for India
in removing economic infrastructure inefficiencies. India has the advantage of numerous natural resources but
the advancement of technology and sound institutional structure may address the energy crisis in India. The
growing energy requirements as highlighted by ADB reports, initiatives for smart cities etc. puts forth
enormous scope for both the partner countries to carry forward the strategic dialogue for next best attainment.
In this regard the commitment of Government towards delivery of efficient governance relating to
infrastructures, and land acquisition are the promising areas. These factors coupled with continuous flow of
foreign assistance pave the way for next economic development of India.
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ABSTRACT
A study to examine the Mediation effect of Goal Commitment on the relationship between Proactive
personalities and Sales performance indicated that there was a positive relationship of Proactive
personalities on Sales performance, Proactive personalities on Goal Commitment, Goal commitment
on Sales Performance. The study further confirmed the Mediating effect of Goal commitment on the
relationship between Proactive personalities and Sales Performance. Managers and policy makers
should therefore put strategies in place that help their sales persons to be proactive in achieving the
set sales targets and enable the selling organization achieve the desired goals. This can be done
through indoor training programs as it helps them feel confident of their ability to perform their sales
job well and effectively, reward system and lots of team work.
Keywords: Sales Performance, Proactive personalities and Goal Commitment

INTRODUCTION
Over the last a hundred years there has been numerous studies done on sales force performance.
Different studied have conceptualized a sellers’ performance in numerous ways. These studies have
brought out inconsistencies due to the different concepts. According to a study done by Woods et al.,
(2013), sales force performance is the behavior of the work force to ensure a certain goal is met. An
organization’s goals in accordance with behavior and activities of the employees are the main factors
that determine performance Churchill et al., as cited in Day, (2011). The behavior of employees
influences how they perform to achieve organizational goals. Every organization has to be effective
and efficient on its sales. The levels of sales performance need to be maximized by managers from
time to time Homburg et al., (2011). According to Piccolo et al., (2012) a sales person with a
proactive personality can easily maintain relationships with customers.
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LITERATURE REVIEW
The mediating effect of goal commitment
An intermediary variable that exists between a dependent and independent variable is what makes
the dependent variable to be impacted by the independent variable in a mechanism of a mediation
effect (MacKinnon, 2011). Direct and indirect effects break down the mediation effect (Garson,
2013). The effects are tested by use of two regression equations by use of a simplified method. The
independent variable and the mediating variable are linked by the two effects.
Proactive personalities and Sales Performance
Proactive personalities is the degree to which individuals have an active role orientation. Rather than
accepting their roles passively, proactive persons challenge the status quo and initiate change Blocker et al.,
(2011). Thus sales people with proactive personalities use initiative, persevere, and attempt to shape the
selling environment Bakker et al, (2012) and tend to have a positive impact on sales performance. Using this
approach past research has conceived proactive personality as a relatively stable individual disposition
toward proactive behavior (Benet-Martinez et al., 2015). Additionally, the extant work on proactive behavior
advocates the fact that the construct proactive personality explicitly encompasses the varied aspects of
proactive behavior and initiative (Beattie et al., 2011; Barrick et al., 2013). Chiaburu et al., (2011) defined the
construct proactive personality “as a dispositional construct that identifies differences among people in the
extent to which they take action to influence their environment” (pg 103). They further developed the
Proactive Personality Scale (PPS) to measure this construct and provided evidence for the scale’s convergent,
discriminant, and predictive validity with results from three studies. Since then, a number of studies have
consistently demonstrated the validity of the proactive personality construct, as assessed by the PPS (e.g.,
Raju et al., 2011; Peighambari, (2012); Mulki et al., (2015). According to the goal setting theory, participation
plays a significant role in ensuring that employees feel a sense of ownership that results to commitment to
their work (Locke and Latham, 2013). Other studies done by Sandalgaard et al., (2011) were in agreement
that participation is significantly connected to goal commitment. Most of the organizations do not offer
goals that employees feel committed to. Other organizations use rewards (such as financial rewards) to get
employees to be committed to the goals they set for them to attain.

Based on the above discussion the following hypotheses for this study are:
H1 Proactive personalities significantly exert a positive and direct effect on Sales performance.
H2 Proactive personalities significantly exert a positive and direct effect on Goal commitment
H3 Goal commitment significantly exerts a positive and direct effect on Sales performance
H4 Goal commitment significantly mediates the relationship between Proactive personalities and
Sales performance.
Fig 4.4: CONCEPTUAL FRAMEWORK
Indirect (mediated) effect of X on Y = a*b
Direct (unmediated) effect of X on Y = c’
(M)Goal Commitment

Proactive Personalities (X)

Sales force Performance (Y)

Covariates
Gender, Age, Tenure, Working within insurance sector
and education levels
RESEARCH
METHODOLOGY
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Research Philosophy and Research Design of the Study
This study was approached from a positivism philosophy point of view where the researcher and the
subjects are independent and cannot influence each other or the outcome of the study. In this case,
the researcher upholds objectivity by remaining neutral to prevent values and biasness from
influencing outcome of the study (Martin & Field 2010). And scientific research approaches are
applied from sampling, analysis and interpretation of the results. Explanatory research design was
adopted as the study seeks to establish a causal relationship between variables under investigation.
Target Population and Study Area
This study was conducted in Mombasa, Kenya and the target populations were all authorized sales
agents working in all insurance companies with branches in Mombasa Kenya as at May 2017.
According to Association of Kenya Insurers (AKI) there are 68 insurance firms in Kenya (AKI,
2017) out of which 39 of them are in Mombasa with over 1000 sales agents.
Sampling Design and Sample Size
Sampling Design and Sample Size
The population was divided into thirty nine strata reflecting the representation of all the insurance
companies with branches in Mombasa. Since the study population was over 1000, it adopted the
Cochran’s formula (1977) and recommended by Fisher et al., (1991) to obtain the desired sample
size.

where: n= the desired sample size (where population is greater than 1000)
z= the standard normal deviate, usually set at 1.96 (or more simply at 2.0), which corresponds to the
95 percent confidence level.
P= the proportion in the target population estimated to have a particular characteristic.
q = 1.0-p, d = degree of accuracy desired, usually set at .05 or occasionally at .02
The sample size was 399.
Following the suggestion by Comfrey and Lee (1992) that a sample size of 50-100 is considered very
poor; 100-200 very poor; 300-400 good; 400-500 very good, and over 1000-excellent, and based on
an assumption of a response rate of previous research (Salkind, 2010) the sample size was increased
by 25% and calculated as 399*.255=101+399=500. This large sample allowed for a reasonable and
an accurate interpretation of the results.
Measurement of Variables
Sales performance was measured by using subjective questions rather than objective questions
asking participants to rate on a five-point scale from their job performance as indicated by their last
formal performance evaluation with items adopted from Ma et al.,(2013), with few modifications to
suit the current study. Proactive personality was measured with items adapted from Markose et al.,
(2009) and Goal commitment from Klein et al., (2011)
ANALYSIS AND FINDINGS
The data contained responses from authorized sales agents working in all insurance companies with
branches in Mombasa Kenya. 500 Self-administered questionnaires were distributed to the
respondents out of which, 460 were returned indicating a response rate of 92%. However only 448
questionnaires were used as 12 of them were not properly filled, hence excluded from the final
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analysis. This response rate therefore shows a good representation of the study population as it was
above the adequate 50% (Mendenhall et al., 2003).
Descriptive Statistics for the Constructs
Goal commitment showed the highest mean of (4.6) and a standard deviation of (.555) which was
followed by Proactive personalities with a mean of (4.3) and a standard deviation of (.661) and Sales
performance with a mean of 3.9 and a standard deviation of .616.
Correlation Analysis
Pearson correlation analysis was done to examine the relationship between the variables. The
findings from Table 4.5 shows the associated pairs of Sales performance with all the variables were
significant at 0.01 levels. Based on the results, the correlation between Sales performance and
Proactive personalities was the strongest with r = 0.490, p<0.01. This was followed by Sales
performance relationship with Goal commitment at r=0.193 (p<0.01).
Table 4.5 Descriptive Statistics, Scale Reliability, and Correlation for the Constructs

Construct

No. of

Mean

Std. Deviation

Cronbach’s alpha

Correlations

items
Sales performance

7

3.8712

.61617

.825

Proactive

3

4.2507

.66133

.576

490**

Goal commitment

3

4.5751

.55501

.689

.193**

Hypotheses Testing
The aim of this study was to examine whether Goal commitment would mediate the relationship
between Proactive personalities and Sales performance Figure 4.4 illustrates the conceptual model
which was also used to construct the hypotheses for the study. Proactive personality was adopted as
independent variable in this study, Goal commitment as the mediator and Sales performance as the
dependent variable.
Hypotheses H1 postulated that Proactive personality exerts a significant and direct effect on Sales
Performance. Results from table 4.6 model 2 indicates that Proactive personalities had a β= 0.29,
SE=0.04, t= 6.71 with p-value=0.00, LLCI = 0.20 ULCI.The second hypothesis H2 stated that
Proactive personality exerts a significantly and direct effect on Goal commitment. The findings from
the study on table 4.6 model 1, reveals that Proactive personalities had a β= 0.31, SE=0.04, t= -8.10
with p-value=0.00, LLCI = 0.23 ULCI .Hypothesis H3 stated that Goal commitment exerts a
significant and direct effect on Sales performance. Results from the regression analysis shown on
table 4.6 model 2 shows that Goal commitment effect on Sales performance had a β= 0.21,
SE=.0538, t= 3.7029 and p-value=.0002.Since p-value <.05, this hypothesis is supported. The
hypothesis H4 postulated that Goal commitment significantly mediates the relationship between
Proactive personalities and Sales Performance. Hayes, (2013) formula was used to test for the
Indirect effect of X on Y through Mi =ai bi (ai= 0.31, bi=0.21) (a×b) = 0.31 × 0.21 = 0.07. The
findings on table 4.6 model 1 shows that there is existence of a mediation effect of Goal commitment
on the relationship between Proactive personalities and Sales performance with LLCI 0.03 and
ULCI 0.11, therefore the hypothesis was rejected and conclusion was that Goal commitment
mediates the relationship between Proactive personalities and Sales Performance.

Table 4.6 (Hayes Model 4) Mediation Results
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Model 1

Proactive Per

Mediator(Goal
Commitment)

Dependent Variable(Sales
Performance )

-0.31*** (0.14)

0.29***

Goal Commit
a1 × b1 (PP&SP)

Model 2

(0.23)

0.21***
0.07(sin)

Note:a1 × b1 (LC&SP)….. Mediating effect of Goal Commitment on the relationship between Proactive Personality and Sales Performance
N=448 for all models. Level of sig ***p<0.01, **p<0.05, *p<0.1

DISCUSSIONS AND CONCLUSION
The main objective of this study was to assess the mediation effect of Goal Commitment on the
relationship between Proactive personalities and Sales performance. The research study adopted
Model 4 of Hayes’s (2013) PROCESS macro to perform and analyze the mediation effect. The study
used bootstrapping method to test for the significance of the effects so as to obtain robust standard
errors for parameter estimation (Hayes, 2013). Confidence intervals that do not contain zero indicate
effects that are significant at α = 05.Hypotheses H1stated that Proactive personalities exert a direct
and significant effect on Sales Performance. The finding from the study indicates that Proactive has a
significant effect on Sales performance with This result is in line with Crant, (2000), Bakker et al.,
(2012), and Mallin et al, (2014) who argues that Individuals with proactive personalities are
motivated to engage in positive extra-role behaviors such as identifying improvement opportunities
and challenging the status quo, and more specific behaviors such as innovation and career
management which leads to higher Sales performance. Hypothesis H2 stated that Proactive
personalities exert a positive and significant effect on Goal commitment. Through the findings, it is
evident that Proactive personalities have a significant influence on Goal commitment, thus the
hypothesis is supported. This result is supported by Klein et al.,(2012), who states that Goal
Commitment is associated with persistence and may therefore lead people who have (proactive) the
most ambitious goals to persist in attaining them despite of all the challenges. Hypothesis H3 stated
that Goal commitment has significant and direct effect on Sales performance. The findings shows
that Goal commitment had a significant effect on Sales performance. These finding is in line with
prior studies done by Locke & Latham (1984) and Asmus et al., (2015). In their study on the impact
of goal-setting on worker performance, it became clear that their finding suggests that goal- setting
and commitment improves task performance which leads to higher output quantity. Hypothesis H4
stated that Goal commitment mediates the relationship between Proactive personalities and Sales
Performance. The study reveals that the existence of a mediation effect of Goal commitment on the
relationship between Proactive personalities and Sales performance. This is a new finding in
literature; hence a contribution to knowledge as most of the previous studies like Lau (2012), tested
the impact of Personality Traits and Goal Commitment on Employees' Job Satisfaction, Mehta et al.,
(2008), did a research on Team Goal Orientation and Team Performance: The Mediating Role of
Team Planning, Theodorakis, (1996), carried out a study on “The influence of goals, commitment,
self-efficacy and self-satisfaction on motor performance”. But there is no evidence from the literature
of any research done on the mediating effect of Goal commitment on the relationship between
proactive personalities and sales performance.
Conclusion of the Study
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This study addressed a gap in the literature by examining the mediation effect of Goal Commitment
on the relationship between Proactive personalities and Sales performance. The findings of the study
confirm a positive relationship of Proactive personalities on Sales performance, Proactive
personalities on Goal Commitment, Goal commitment on Sales Performance. Furthermore, the study
confirms the Mediating effect of Goal commitment on the relationship between Proactive
personalities and Sales Performance.
Theoretical Implication of the Study
This study provides new knowledge that Goal commitment mediates the relationship between
Proactive personalities and Sales Performance.
Implication of the Study to Policy Makers
The study will be of a great importance to policy makers in coming up with strategies and policies
geared towards improving the selection of sales people especially during the hiring period as
personality traits acts as a prediction of work related attitudes and behaviors. Secondly, improving
job satisfaction can be a key priority in the organizations; hence policy makers should formulate
policies and strategies which nurture job satisfaction among the employees by encouraging
proactiveness as they pursue to achieve the individual desired and organization’s set goals.
Furthermore, police makers need to formulate strategies to enhance commitment among the
employees by providing more organizational support and design which may include special training
programs for externals for the purpose of strengthening commitment relationship.
Managerial Implications
The findings of this study reveal strong implications for organizational leaders and managers.
Managers need to help their sales persons to know the right thing to do in every selling situation
through indoor training or programs as it helps them feel confident of their ability to perform their
sales job well as this increases sales performance.
Managers should also ensure that their sales force understand that; their behavior can greatly
influence the selling outcome, sales performance is strongly related to the efforts they make, and that
every personnel is in a position of fixing what is wrong, hence they can excel at identifying
opportunities. Strategies should also be in place to ensure sales personnel strongly feel committed to
pursuing their goal and there is much to be gained by trying to achieve it and no situation should stop
them from pursuing their desired or set goal.
Limitations and Suggestions for Future study
Like any other study, this research had several limitations. This study used the cross-sectional design
from which it becomes difficult to draw conclusions about the causal relationships among variables.
A longitudinal study design is therefore recommended for future researchers as it may provide a
more rigorous test of relationships. Lastly, the sample of this study was only limited to Kenyan
employees and in specific, insurance companies. There might be some culture specific issues which
might have been overlooked. Future studies may benefit from an exploration of a wider range of
employees at different organizational levels, cultures, and sectors.
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APPENDIX 1: RESULTS:
Mediation of Goal Commitment on Proactive Personalities and Sales Performance
**************************************************************************
Model : 4
Y : SALESPER
X : PROACIVE
M : GOALCOMM
Covariates:
gender
age

working_ worked_sEdu_leve

Sample
Size: 448
**************************************************************************
OUTCOME VARIABLE:
GOALCOMM
Model Summary
R
.3728
Model
coeff
constant
PROACIVE
gender
age
working_
worked_s
Edu_leve

R-sq
.1390
se
3.1467
.3063
.0802
-.0062
-.0170
.0070
.0152

MSE
.2688
t
.1925
.0378
.0501
.0289
.0372
.0372
.0250

F
11.8671
p
16.3423
8.0985
1.5995
-.2162
-.4552
.1884
.6099

df1
6.0000
LLCI
.0000
.0000
.1104
.8289
.6492
.8507
.5423

df2
441.0000
ULCI
2.7682
.2320
-.0183
-.0630
-.0901
-.0661
-.0339

p
.0000

3.5251
.3806
.1786
.0505
.0562
.0802
.0644

**************************************************************************
OUTCOME VARIABLE:
SALESPER
Model Summary
R
.4747
Model
coeff
constant
PROACIVE
GOALCOMM
gender
age
working_
worked_s

R-sq
.2254
se
1.5843
.2868
.2124
-.0589
-.0473
.0624
.0641

MSE
.2988
t
.2572
.0427
.0502
.0530
.0305
.0393
.0392

F
18.2866
p
6.1596
6.7114
4.2316
-1.1111
-1.5515
1.5902
1.6330
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df1
7.0000
LLCI
.0000
.0000
.0000
.2671
.1215
.1125
.1032

df2
440.0000
ULCI
1.0788
.2028
.1138
-.1630
-.1071
-.0147
-.0130

p
.0000

2.0899
.3708
.3111
.0453
.0126
.1396
.1412

Edu_leve

.0295

.0264

1.1187

.2639

-.0223

.0813

****************** DIRECT AND INDIRECT EFFECTS OF X ON Y *****************
Direct effect of X on Y
Effect
se
.2868
.0427

t
6.7114

p
.0000

LLCI
.2028

ULCI
.3708

Indirect effect(s) of X on Y:
Effect
BootSEBootLLCIBootULCI
GOALCOMM
.0651
.0220
.0258
.1111
*********************** ANALYSIS NOTES AND ERRORS ************************
Level of confidence for all confidence intervals in output:
95.0000
Number of bootstrap samples for percentile bootstrap confidence intervals:
5000
NOTE: Variables names longer than eight characters can produce incorrect output.
Shorter variable names are recommended.
------ END MATRIX ----
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Abstract :
Mosque plays an important role in molding and creating beautiful success ummah. In the days of
Prophet Muhammad s.a.w. the mosque is known and acts as a central place for all Muslims to
practice religious ritual as well as other social activities. However, in Malaysia, the mosque is now
seen as a place meant for religious rituals only and the activities held does not attract many attendees.
This research aims to understand what are the core competencies which will have a significant
impact on mosque performance. The research adopts a qualitative method and six groups of mosque
committee leaders in the state of Kedah will be interviewed to achieve the aim of the study.
Keywords:
Mosque, Competencies, Leaders
Introduction
A mosque is an exclusive place for Muslims around the world. It is a place where not only religious
rituals are performed but also a place where many other social activities are being held. In the days
of Prophet Muhammad s.a.w. the mosque was a central place meant for religious ritual and worship,
education, political discussion as well as social interactions. It was also mentioned by Sulaiman, M.,
Siraj, S. A., & Ibrahim, S. H. M. , (2006) mosque also do serves as a platform to share information
and to transform governmental policies within the society.
Mosque and the community today
However as of today, some mosque is seen as inactive and only carries activities which are religious
based. Therefore, this has created a challenged whereby Muslims today need to revive the masjid as
a centre of the community. Due to the advancement of technology, modernization, influence from
the west as well as time constraint due to work demands, it is noted that the community have
definitely change and the community’s lifestyle is no longer according to the Sunnah and Al Quran
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(Mohd Rozaini M. R., Mahazan A, M., Abdullah A. G., Muhammad Hashim, 2014) (Solihin., 2008).
The lifestyles which is currently being practice is not balanced between what is needed now and
what is needed in the world hereafter which has led to high divorced rates among couples, social ills
among youth and many more. The increase of social ills and issues have forced the police
department to station police officers in certain schools in Kelantan ( (Sulong, 2017). However in a
statement by the statistic department of Bukit Aman, there was a slight decrease in crime rate among
school students in year 2013 however there is an increase of 5% increase among teenage dropouts. It
was also mentioned that the manner to show revenge have now turn more brutal and aggressive
which is a danger to others (Azizah H, 2017). Besides social ills, commercial crime recorded a rise of
30% from January to Mei 2018 as compared to January to Mei 2017 (Utusan Online, 2018).
This has steered to questions by the public on what has prompted such actions by those involved
with the social ills and crime rates as the actions are definitely not according to Al Quran and As
Sunnah. Hence, should the community do utilize the mosque as a place for education hub, social
activities or a meeting place for social interactions, as well as reverting to the teaching of Al Quran
and As Sunnah, social ills and many other community challenges could be reduce (Rohana. Z, 2014)
With that, the mosque need to be a place where all members of the community are welcome,
participate and contribute knowledge to each other regardless of their age, gender, ethnicity and
status. Despite the effort from the mosque management in creating activities for the community of
different ages, the feedback and attendees for activities are low.
According to Mohd Rozaini M. R., Mahazan A, M., Abdullah A. G., Muhammad Hashim, (2014) on
of the reason on why the attendees to the mosque is low is because the mosque management system
is not being treated as a professional institution (Straits Times, 2013) Should the mosque is a
professional institution, mosque would practice a management system in a systematic and order to
achieve the objective of a mosque. Therefore, having a team of leaders with suitable competencies
would definitely be an added advantage to the mosque.
Mosque Management in Kedah
There are 12 districts in the state of Kedah and the total of mosque or masjid kariah is 571. The data
is off 15 May 2019 and extracted from the official website of Jabatan Kemajuan Islam Malaysia. The
12 districts are Langkawi, Kuala Muda, Kota Setar, Kubang Pasu, Pokok Sena Padang Terap,
Pendang, Bandar Bharu, Sik, Baling, Kulim and Yan.
In the state of Kedah, each mosque is being managed by two teams ie mosque’s committee and the
mosque officers. Mosque committee are the leaders who plan and execute all activities in mosque (E.
M. Mazlan*, A.I. Che-Ani and A. Mohd Sarman, 2018). A total of seven mosque committee are
responsible to plan and execute the mosque activities and management, however only three mosque
committee are elected by the kariah members on their annual general meeting. In Kedah, the Imam
also holds the position as a chairman to mosque committee therefore no election is needed for the
position. The balance of three other committee members is being appointed by the three who have
been elected earlier. The main team would consist of seven main committee member, however
additional members are allowed to be elected by the mosque committee to assist with the needed task
and responsibilities which seems necessary. The team usually consist of between 10 -15 members
(Jaafar A, Sanep A., Mariani A. M. & Hairunnizam W., 2007)
As for the mosque officers which are the nazir, imam, khatib, bilal, mungkim and siak are elected by
the council or the State Religious Islamic Department and the mosque officers are given an
allowance for the position/task (Alia J, Nurul Fadly H., Mohd Yahya M. H., Zainizam Z. & Asnida
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A.H., 2013). The mosque officers are responsible to complete their assigned duties and they are not
involved with any planning of mosque activities.
Competencies of a leader
Competencies is a set of human trait which was discovered by David McClelland in 1953 and it is
mentioned that a set of competencies a better indicator to predict occupational success. Competency
Model is important as it identify specific behavior and actions needed for successful leaders
(Elembilassery V., 2016).
McCall, (2002) in his study discovered that the core competencies which are needed by leaders are
the ability to have an open mind and flexible in their thoughts as well as strategies, the need to be
sensitive to cultures which he is in, the ability to manage complex issues, the ability to be resilient,
resourceful, positive and active as well as having high morality and integrity towards his work and
community. And according to Hogan, K. and Kaiser, R.B., (2005) and Seiler, S. & Pfisher, A.C.,
(2009), in order for a leader to be effective, he or she need to have a set of skill and competencies
such as the ability to be professional, the ability to be strategic, great personal, social and has the
intercultural competencies.
However, core competencies would differ for different type of position nevertheless managerial
competencies are significantly needed for improving performance (Bucur, 2013).
According to Chung-Herrera, B. G., Enz, C. A., & Lankau, M. J., (2003) in any situation or
organization, it is a need for senior managers to identify appropriate competencies to a specific job as
this would assist the management to having a strong team in the organization as well drawing a
succession plan for the team. Should the competency identified is not specified, chances that the
wrong competency and criteria would be look at in a candidate which will create unnecessary job fit
match. However, in a study held by Ahmad A., Silong A. D., and Abbasiyannejad M., (2015), it was
noted that for leaders who lead teams at the village, leaders need to have the skills to obtained funds
and resources, the skills to write and present ideas, the entrepreneurship skills, the interpersonal
skills as well as the ability to delegate task. This is seen necessarily as this competency would be
useful in influencing the other parties to contribute and grant funds for the projects plans.
Engen Kae V, (2012) in her study stated that leadership depends on interaction and the use of
communication. It is viewed necessary for leaders to possess the ability to listen as this will lead and
allow the leaders to pay attention to the needs and feedback of the followers. The ability to response
and listen to what the ideas of the followers would later create and build trust among the followers
and the leader. Trust also would create a bond between the group which would later and later
respond to their followers. Trust acts as a glue which binds the leader its followers as well as offers
the ability for organizational and leadership success. (Mineo, 2014). Trust can be obtained should the
leader practices an open and accessible communications and also applies integrity in carrying out its
objective and goal with consistency. Besides that, leaders also need to show appreciation and allow
for collaboration with followers in certain decision making process. Leaders also need to
demonstration fairness among the team which comprises secure treatment in terms of rewards and
absence of favoritism work matters.
Soft skill is also an essential competency which leaders need to have who. Having the ability to
concur soft skill, leaders would be able to communicate verbally and non-verbally to gain trust and
confidence. Having the soft skill ability will assist in solving problems as a social process with
consensus rather than giving and instructing for correct answers.
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Another major human skills needed in order to survived in the 21st Century are the skills to learn and
innovate, the skills to solve problems, the ability to communicate and cooperate. The ability to think
creatively and the ability to think critically. It was also mentioned that having the skills to deal and
communicate with information technology is a skill needed as well (Wijan, 2012).
Methodology
This study implements a qualitative research method whereby eighteen mosque committee members
will be interviewed. Qualitative research is done with the intention to understand the social reality of
individuals, groups and cultures (Denzin & Lincoln 2004). The researcher would also observe and
participate in the activities held at the mosque in order to further observe and understand the issue
which may arise in the mosque management. The mosque committee members would represent both
mosque which have been awarded with Best Mosque Award and also mosque which have been
identified as not very active by the officers from the Islamic Religious Office of the district.
Conceptual Framework
Soft skills

Ability to
innovate ideas

Mosque
Performances

Resourceful

Dependent Variable

Independent Variable

Figure 1.1 Conceptual Framework

Conclusion
The findings of the study aim to assist Kedah State Religious to strengthen and identify the
competencies needed for mosque committee as the mosque committee are the leaders who would
plan and execute the mosque activities. Through the activities, may it be religious or social activities
organized would assist in the improvement of knowledge as well as socio economy for the
community. However, this would not be achieved should the numbers of attendees in the activities
are low.
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Abstract:
Trade finance is integral for international trade as it offers fluidity and safety to the movement of
merchandise and services globally. Post financial crisis of 2008-09, there has been an
increase in the use of open accounts. As the use of open accounts increases, the possibility
for availing factoring for international trade also enhances. It is observed that international
factoring has witnessed considerable growth in the last decade. This article examines the
relationship between international factoring and cross-border trade using Granger causality.
Further, we decompose international trade into imports and exports and estimate Granger
causal relationships with international factoring. We find that there is a unidirectional causal
flow from international trade to international factoring. Similar results are witnessed, where
the unidirectional causal flow from imports and exports to international factoring are
observed. However, the influence of exports on international factoring is higher than imports.
Keywords: Factoring, International, Trade, Accounts receivables, Financial crisis, Granger causality,
VAR
1 INTRODUCTION
Cross-border trade between countries has become common and essential as the world has become
globalised. International trade is different from domestic trade in various dimensions. Timeto-ship is (Djankov, Freund, and Pham, 2006), more difficult to enforce contracts across
borders, exposure to risk is more (Schmidt-Eisenlohr, 2013; Auboin, 2007). International
trade requires more considerable working capital as compared to intra-national trade.
As the trade partners engage in international trade, they have to decide on the terms of financing.
Some of the most common modes of trade finance are letters of credit, cash in advance,
working capital loans and overdrafts, open accounts, forfaiting or international factoring,
among others (Antras and Foley, 2011; Auboin and Meier-Ewert, 2003;Schmidt-Eisenlohr,
2013). These financing modes can be categorised as bank mediated and non-bank forms of
financing.
Trade finance is essential for international trade. Around 90 per cent of the world trade relies on
trade finance (Auboin, 2009). Constraints in trade finance negatively affect international
trade. Contraction of credit due to the financial crisis of 2008-09 adversely affected the trade
(Auboin, 2009; Berman, Sousa, Martin and Mayer, 2013; Paravisini, Rappoport, Schnabl and
Wolfenson, 2011). Besides, the preference for the modes of trade finance also changed after
the financial crisis. Bank mediated financing declined considerably, whereas the use of open
accounts and cash in advance have been heavily used post-financial crisis (Antras and Foley,
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2014). It is expected that the use other forms of financing such as international factoring also
subsequently increased as open accounts are generally bundled with other modes like
factoring and Bank Payment Obligation (BPO) (Open accounts, n.d.). Factoring can
encourage firms to engage in cross-border trade on open accounts without fear of bad debts
and offer immediate cash to the exporting firm while at same time Importing firm also gets
certain credit. Factoring companies can offer exporting firms with credit protection, working
capital financing, and collection services. These bundled services might also allow local
exporters to enter new, riskier markets (Klapper, 2006a). In the past decade, international
factoring has shown considerable growth as compared to domestic factoring. The average
growth of international factoring was 13.96% as against 7.27% for domestic factoring for the
period 2009-2017 (see Figure 1). These signify the rising demand and the use of factoring in
cross-border trade. Auboin, Smythe and Teh (2016) attributed this to two phenomena, which
are: rising global supply chains through the growth of open account trade involving
ecosystems of small and medium-sized enterprises (SMEs), and receding bank mediated
trade finance post-financial crisis.
In this article, our aim is to examine the relationship between international factoring and
international trade using Granger causality approach.
This article contributes to the existing literature in the ways: Firstly, by examining the causal
relationship between international factoring and international trade, this paper contributes to
the existing literature on trade finance. Though trade finance is the fundamental element of
international trade, however, many aspects of trade finance remain unexplored (SchmidtEisenlohr, 2013). Secondly, in particular, this article contributes to the literature on factoring
in which most of the studies have been on domestic factoring and the works on international
factoring is scanty. Lastly, this paper will also show the influence of cross-border trade on
international factoring.
The remaining section of the paper is divided as follows: Section 2 provides a review of the
literature. Section 3 explains the methodology of the papers. Section 4 and 5 offers the
empirical results and conclusion, respectively.

Figure 1: Growth rate of Domestic and International Factoring
Source: Factors Chain International
2. RELEVANT LITERATURE
Trade finance and international trade
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Trade finance includes credit, insurance and guarantees and is considered to be the lifeline of
international trade (Auboin, 2007). The trade finance can be of a short-term, medium and
long-term. However, short-term financing is considered to be more crucial in financing
international trade (Auboin and Meier-Ewert, 2003). Trade finance is indispensable for crossborder trade and any constraints on it can cause adverse effects on trade.
Several research works, both theoretical and empirical, have shown the significance of trade finance
on cross-border trade. The effect of financial market imperfections on international trade
flows was examined by Manova (2008), and the researcher showed that financial frictions
impede firm selection into exporting in addition to firm-level exports. Due to these, weak
financial institutions lead to fewer destination markets, lesser aggregate trade volumes and
reduction in export product variety. Berman and Héricourt (2010) using a cross-country
firm-level database involving developing and emerging economies showed the importance of
access to finance on the firm's entry decision on the export market. Paravisini et al., (2011)
while studying the effect of bank credit shocks on the export behaviour during the financial
crisis of 2008 showed that negative shocks to bank credit have adverse effects on export
volumes. Felbermayer and Yalcin (2011) found the effects of export credit guarantees on
export, whereby an increase in the credit boosts the exports. Minetti and Zhu (2011) using a
cross-sectional survey of Italian manufacturers, found that credit rationed firms are less likely
to export and are likely to export less. Amiti and Weinstein (2011) using the data based on
the Japanese financial crisis, 1990-2010 concluded that negative financial shocks played an
important role in the decline of exports. Chan and Manova (2015) financial constraints cause
disruptions to firms’ decisions to enter the foreign market. Firms which could profitably
export could be prevented from exporting due to financial constraints (Chaney, 2016).
While the studies discussed above approached the influence of trade finance on cross-border trade
from exports perspective, there are also few studies viewed from imports as well.
Auboin and Engemann (2014) found that increasing trade credit granted to a country results intoan
increasein real imports of that country. Castello and Gruber (2015) based on the international
real business cycle model, found that negative shocks resulted in the fall of trade-to-GDP
ratio as the shock reduces the capability of the importing firm to purchase. Muûls (2015)
reported that firms with less credit-constrained, more productivity and profitability have a
higher probability of importing. Bernard et al. (2005) and Muûls and Pisu (2009) showed that
importing firms share many similar characteristics with exporting firms.
There is also another set of literature that studied the relationship between financial development and
international trade. Several studies showed the association between financial developments
and exports. Generally higher financial developments have been found to increase exports
(Beck, 2002; Becker, Chen and Greenberg, 2012; Hur, Raj, and Riyanto, 2006).
International Factoring
Factoring is a kind of supplier financing whereby the seller avails immediate financing by selling its
accounts receivables at a discount. As the underlying asset in factoring is accounts
receivables, the quality of receivables resulting from the creditworthiness of the buyer is
highly essential. Most of the transactions are undertaken on a non-recourse basis whereby
the Factor bears the risk of non-repayment. Factoring is not just a medium of financing but
also offers other services such as credit protection, bookkeeping and collection services
(Klapper, 2006a, 2006b).
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In the case of international trade, factoring can be of immense help to the exporter as it allows for
selling on open account terms while at the same time cover the credit risk and avail
immediate working capital financing. Factoring is considered to be highly beneficial for
Small and Medium Enterprises (SMEs) exporters as it is resilient to SMEs main problems of
information asymmetry, lack of collaterals and perception of high risk as the underwriting is
based on the quality of receivables(Klapper, 2006b).
Considerable work on factoring, both theoretical and empirical has been done on factoring over the
years. Mian and Smith (1992) and Smith and Schnucker (1994) argued that firms undertake
factoring to finance their accounts receivable to better manage their exposure to credit risk.
Sopranzetti (1998) analysed why factors only purchase seller's highest quality receivables
using the panel data. The mitigation of the underinvestment problem by selling accounts
receivables was examined by Sopranzetti (1999) by employing a two-period mathematical
model. Soufani (2001) explored the client base and criteria for offering factoring using the
interview method in the United Kingdom. Asselbergh (2002) studied the use of trade credit
and factoring in Belgium and showed that SMEs mainly use factoring. Further, the study
rejected the prejudice about factoring being a last resort means of finance. The determinants
of factoring were studied by Klapper (2006b) using the panel data. Few studies have
examined the state the use of factoring at different countries (e.g. Bunich and Sysoeva, 2017;
Cela, Skhurti and Hilaj, 2013; Pavlat and Schlossberger, 2015; Stroeva et al., 2015).
Migliardo and Forgione (2015) analysed the presence of extra profits for factors operating in
the health care sector. Mol-Gomez-Vasquez, Hernández‐Cánovas, and Koëter‐Kant (2016)
analysed whether the used of factoring is dependent on the quality of laws and institutions. Li
and Gu (2018) explored the factoring policy with constant demand and limited capital while
at the same time analysed the performance under two discounting forms of accounts
receivables.
Although a lot of work has been done on factoring, studies concentrating on international factoring is
limited. Huu-Phuong and Soo-Jiuan (1990) studied how export factoring can be used as a
strategic financing alternative by small exporters in Singapore using the data from interviews
and surveys. The role of factoring in financing exports was discussed by Klapper (2006a)
through a conceptual paper. Several studies on international factoring have concentrated on
the legal and regulatory aspects, for example, Velentzas, Kartalis, and Broni (2013), Salinger
(2013) and Mugarura (2016). Velentzas, et al. (2013) analysed the factoring and forfaiting
contract, mainly concentrating on Greek regulations. Salinger (2007) and Mugarura (2016)
discussed the legal aspects of international factoring. Auboin, Smythe and Teh (2016) studied
the influence of international factoring on SMEs’ trade.
3. METHODOLOGY
Granger causality is the method designed to detect the causal relationship between variables
(Granger, 1969).The possibility of bivariate Granger causality can be studied using the
Vector Autoregressive (VAR) Model to estimate whether the lags of one variable explain the
current value of some other variable, and to describe the dynamics of the data (Brooks,
2002). Impulse for the data series integrated on the order of 0, i.e. I(0) as given below:
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Where x and y are two time series, α and β are the parameters for estimation, k is the lag order, N is
the number of members in the panel (j=1,…, N), t is the time period (t=1,…, T), νN,t is an
error term.
When the data are foundto be integrated on the order of 1, i.e.I(1), then the Granger causality can be
estimated using a VAR model as given below.

Where  is the difference operator, x and y are two time series, α and β are the parameters for
estimation, k is the lag order, N is the number of members in the panel (j=1,…, N), t is the
time period (t=1,…, T), νN,t is an error term.
If the series of the variables are found to be integrated on the order of I(1), then, co-integration test is
required to be conducted to check the long run relationships between the variables. If the cointegration between variables is confirmed, then the Error Correction Term (ECM) is
required in testing Granger causality as pure VAR in differences will be misspecified (Engle
and Granger, 1987; Granger, Huangb and Yang, 2002).
Variance decomposition and Impulse response functions are applied to examine the effect shocks on
the endogenous variables. The impulse response function is used to examine the impact of
innovation in one variable on the past and future values of another variable. Generally,
Cholesky decomposition, i.e. Orthogonalised response function is used as it solves the issue
of serial correlation of error terms in VAR, which leads to correlation in the impulse
responses. This makes interpretation of impulse response difficult. However, Cholesky
decomposition requires the ordering of variables in the system and finding an appropriate
ordering of variables can be difficult. One of the ways to avoid this is to use the response
function that does not depend on the ordering of variables in VAR (Kumar, Managi and
Matsuda, 2012). Generalised impulse response function as proposed by Pesharan and Shin
(1998) is one of the methods to void the difficulties of ordering the variables. For this study,
we use generalised impulse response function. On the other hand, the variance decomposition
analysis offers information about the relative importance of each random innovation in
affecting the variables in the VAR.
In this paper, we estimate the Granger relationship between international factoring (LnINFAC) and
international trade (LnINTRD). Further, we decompose international trade into imports
(LnIMPO) and exports (LnEXPO) and estimate bivariate Granger relationships with
international factoring.
4. EMPIRICAL RESULTS
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Data
The data for the present study are obtained from Factors Chain International (FCI), and the World
Bank. FCI is an international body representing Factoring and Receivables Finance Industry.
We have used international factoring volume from FCI and the international trade data from
the World Bank. The data used for the study covers the period 2008-2017.

The definition of the variables is given in Table 1.
Table 1: Description of variables
Variable

Definition of the variable

Source of the data

LnINFAC

Natural log value of international factoring.
Factoring is a mode of financing whereby the
seller avails immediate financing by selling
its accounts receivables at a discount

FCI

LnINTRD

Natural log value of international trade. It is the total
of imports and exports of both merchandise
and services

The World Bank

LnIMPO

Natural log value of imports of merchandise and
services.

The World Bank

LnEXPO

Natural log value of exports of merchandise and
services.

The World Bank

Unit root test
Testing the stationary of the data using unit root test is required to avoid the spurious regressions.
We use Augmented Dickey-Fuller (ADF), Phillips-Peron (PP) and Im, Pesaran, And Shin
(IPS) test procedures for testing the unit root of the panel data. We test the stationarity of the
data both at levels and first-difference. We use Schwarz Info Criterion (SIC) for the lag
selection, and it produced lag 1 as the optimal level.
Table 2: Unit Root test
Variables

Levels

First Differences

ADF

PP

IPS

ADF

LnINFAC

190.89**

237.15**

-2.65***

422.34*** 575.39*** -13.04***

LnINTRD

173.20*

176.75**

-2.06**

466.19*** 552.44*** -12.72***

LnIMPO

457.81***

252.64***

-

394.25*** 561.23*** -9.94***
1
2.
5
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PP

IPS

5
*
*
*
LnEXPO

283.49***

141.80

-5.75***

384.78*** 525.56*** -9.44***

*, ** and *** signify significance at 10%, 5% and 1% level respectively
Table 2 shows the results of the unit root test using ADF, PP and IPS. It can be observed that at
levels INFAC, INTRD and IMPO are stationary. However, for LnEXPO, we obtain a mixed
result whereby ADF and IPS show variable is stationary as compared to PP. At firstdifference, all the variables are stationary at a 1% level of significance. Examining the results
of unit root tests, we consider the panel data to be integrated on the order of I(0).
As the variables are integrated on the order of I(0), we proceed with the Granger causality test based
on unrestricted VAR. Lag order is determined using the Schwarz Info Criterion (SIC). For
the relationship between INFAC and INTRD, the lag order is 3 as per VAR model. We test
the presence of autocorrelation at lag 3 using Breusch-Godfrey Lagrange Multiplier Test
(LM), and we find there is no presence of serial correlation at lag 3 (see Table 3). Similarly,
for LnIMPO and LnEXPO, the lag selection is determined using SIC. The lag order as per the
VAR model is lag 3 for both LnIMPO and LnEXPO. However, due to the presence of serial
correlation, we increased the lag order and eventually lag 5 and lag4 are chosen for LnIMPO
and LnEXPO, respectively. The LM tests show that there is no presence of serial correlation
at lag 5 and lag 4 for LnIMPO and LnEXPO, respectively.
Table 3: LM Test for Serial Correlation between LnINFAC and LnINTRD
Lag

LRE* stat

Prob.

Rao F-stat

Prob.

1

15.59

0.00

3.93

0.00

2

13.13

0.01

3.35

0.01

3

1.42

0.84

0.36

0.84

*Edgeworth expansion corrected likelihood ratio test
Granger causality
Table 4 shows the Granger causality test using the Wald test. We find evidence that there is
unidirectional causal flow from LnINTRD to LnINFAC. The lagged values of international
trade influence international factoring; however, international trade is not influenced by the
lagged values of international factoring. We also find LnIMPO and LnEXPO Granger cause
LnINFAC. However, we do not find evidence of causal flow from LnINFAC to LnIMPO as
well as LnEXPO.
Table 4: Results of Wald tests for Granger Causality
Null Hypothesis

Wald

Prob.
St
at
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conclusion

LnINFACdoes not Granger cause LnINTRD

2.28

0.52

Accepted

INTRD does not Granger cause LnINFAC

15.43

0.00

Rejected

LnINFAC does not Granger cause LnIMPO

2.47

0.58

Accepted

LnIMPO does not Granger cause LnINFAC

9.82

0.02

Rejected

LnINFAC does not Granger cause LnEXPO

4.48

0.35

Accepted

LnEXPO does not Granger cause LnINFAC

19.59

0.00

Rejected

Variance decomposition and impulse response
We also perform Variance decomposition to check the proportion of movement of the variables to
each own shock as compared to the shocks of other variables in a sequence. In the long run,
international trade influences about 3% of the variability of international factoring. Whereas,
international factoring's impact on international trade is meagre both in short-run and longrun (see Table 5). Besides, we find similar results from the variance decomposition analyses
of decomposed variables of international trade and international factoring. However, the
influence of exports is higher as compared to imports (see Appendix 1 and 2).
Table 5: Variance Decomposition Analysis between LnFAC and LnTRD
Variance Period
(in
Years)

Variance Decomposition of
LnFAC

Variance Decomposition of
LnTRD

LnFAC

LnTRD

LnFAC

LnTRD

1

100.000

0.000

0.003

99.997

3

96.959

3.041

0.258

99.742

5

97.202

2.798

0.252

99.747

7

97.041

2.960

0.296

99.704

10

96.971

3.029

0.369

99.631

We then perform impulse response test to examine the response of the variables to the shocks. We
apply Generalised impulse function and it is evident that LnFAC responses positively to the
shocks on LnTRD both in the short and long-run period (see Figure 2). LnTRD also
responses positively to the shocks on LnFAC. Similar results are witnessed from the impulse
responses of LnINFAC to the decomposed variables of international trade and vice versa (see
Appendix 3 and 4).
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Response to Generalized One S.D. Innovations – 2 S.E.
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. SUMMARY AND CONCLUSION
We examine the relationship between international factoring and international trade using Granger
causality test. We find international trade Granger causing international factoring. It can be
seen that the growth in international trade increases the demand for trade finance which
causes

Figure 2: Impulse Response of LnFAC and LnINTRD Based on Generalised Impulse Function
the growth in international factoring. Most papers on trade finance have examined the influence of
trade finance on cross-border trade while reverse influence has not been thoroughly
examined. However, some studies concentrating on the influence of trade on financial
development confirmed that trade influences financial development (Huang and Temple,
2005; Yucel, 2009). Further, we observe similar results from the relationship of the imports
and exports with international factoring. However, we find the influence of exports is higher
as compared to imports. It is understandable that factoring is supplier side financing, and
exporters will generally initiate and obtain funds by selling accounts receivables.
We also find international factoring, not causing international trade. Similar results are found from
the relationships of international factoring to imports and exports. Our finding is not in
coherence with earlier studies which showed the influence of trade finance on trade (e.g.
Amiti and Weinstein, 2011; Castello and Gruber, 2015; Manova, 2008; Muûls 2015).
However, those studies did not focus on international factoring. Auboin et al. (2016) worked
on international factoring; however, their study was concentrated only on Small and Medium
Enterprises (SMEs) trade.
It is expected that the findings of this study may not apply to all countries. The causal relationship
between international factoring and trade may vary between countries. However,
due to limitations in the data, we could not examine the causal relationship at the country-level, and
future research may examine. More studies on the influence of cross-border trade on trade
finance in general and factoring in particular need to be explored in the future. It will be
insightful to decompose international trade, e.g. imports and exports and examine their
influence on international factoring in the future.
Appendix
Appendix 1: Variance Decomposition Analysis between LnFAC and LnIMPO
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Variance Period
(in
Years)

Variance Decomposition of
LnFAC

Variance Decomposition of
LnIMPO

LnFAC

LnIMPO

LnFAC

LnIMPO

1

100.000

0.000

0.086

99.914

3

97.864

2.136

0.617

99.383

5

98.076

1.924

0.552

99.448

7

97.944

2.056

0.537

99.463

10

97.886

2.114

0.512

99.488

Appendix 2: Variance Decomposition Analysis between LnFAC and LnEXPO
Variance Period
(in
Years)

Variance Decomposition of
LnFAC

Variance Decomposition of
LnEXPO

LnFAC

LnEXPO

LnFAC

LnEXPO

1

100.000

0.000

0.021

99.979

3

96.169

3.831

0.076

99.924

5

95.682

4.313

0.084

99.916

7

94.853

5.147

0.111

99.889

10

94.358

5.642

0.247

99.753
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Appendix 3: Impulse Response of LnFAC and
LnIMPO based on GeneralisedImpulse
Function

Appendix 4: Impulse Response of LnFAC and
LnEXPO based on Generalised Impulse Function
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Abstract
What role does education play in becoming an entrepreneur, is a question we explored through a thematic
content analysis of thirty-eight talks and blogs on Stanford eCorner and TED.com, and explored the role an
educator plays in the field of entrepreneurship and how education can shape future entrepreneurs. The major
findings from this study suggest that even though one can become an entrepreneur without being formally
educated, however, an educator can play an integral role by nurturing and showing one the right path to be a
successful entrepreneur. More details are discussed in the paper.
Keywords: Entrepreneurship, Education, Career, Educators, Nature VS Nurture

Background
Education has been defined by the Cambridge English Dictionary as “The process of teaching or learning,
especially in a school or college, or the knowledge that you get from this”, thus it is seen that schools,
colleges, and educational institutions play an integral role in the process of education. However, just as
education is not limited to formal schooling, which is but one of many platforms for receiving education
(Pattison, 2014; Cambridge Dictionary, n.a), it is not guaranteed that one would learn after receiving formal
education at institutions (Bayer, 2018).
When it comes to entrepreneurship, one can observe a similar trend; some believe that formal education is
needed to be a successful entrepreneur, while others disagree on this statement. Hence, through the current
study we intended to explore these contrasting viewpoints to understand which is the best approach to be
adopted to be a successful entrepreneur.
Education. As the common saying goes, “Teaching is a profession that teaches every other profession”,
education is indeed the root of all progress. But what is education? The Cambridge English dictionary defines
education as “The process of teaching or learning, especially in a school or college, or the knowledge you get
from this”.
Nurturing. One develops certain traits and characteristics because of their predispositions while they develop
other traits that they pick up from their environment. The latter factor is referred to as “nurture”. The
Cambridge English dictionary defines nurturing as “To take care of, feed, and protect someone or something,
especially young children or plants, and help him, her, or it to develop”. The current study explores how an
educational institution can nurture budding entrepreneurs.
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Entrepreneurship. Known to the common man as a businessman, the Cambridge English dictionary defines
an entrepreneur as “Someone who starts their own business, especially when this involves seeing a new
opportunity”. However, many believe that entrepreneurship goes beyond just business and involves innovative
thought and action that impact the greater society (United Nations, 2018). The current study stands in line
with this perspective by the UN.
Online resources. In today’s era, the world of internet has become a rich trove of knowledge; especially so
many resources available for free of cost, many opt to learn from such sources and spend money on traditional
means of education. For the current study, the form of online resource that have been considered are platforms
that are primarily educational video archives. Some of the popular platforms that are digital archives of
knowledge include Stanford University’s eCorner, TED Talks

Methodology
Objective. Our primary objective for conducting this study was to understand the role education, educational
institutions, and educators have on the process of becoming a successful entrepreneur.
Method. Entrepreneurship, and education are both concepts that have been exhaustively talked about, and
extensively researched upon, hence for the current study we adopted a qualitative approach based on
secondary data.
Sample. Thirty-eight talks (individual talks, panel talks, and podcasts) and blogs on Stanford eCorner and
TED.com were analyzed through thematic content analysis and conclusions were drawn from the same. The
data considered for the study are derived from highly acclaimed educators, successful entrepreneurs and
budding entrepreneurs, and below are the details of the sample considered for the study:
Dare to Stretch Your Boundaries by Alderson. Lisa Alderson is the Co-Founder and CEO of Genome
Medical, Inc., a digital health company bringing genetics to everyday life. Through its nationwide genomics
telehealth service, Genome Medical provides expert genetic healthcare for individuals and their families to
improve health and well-being. Prior, Ms. Alderson served as the Chief Commercial Officer and Chief
Strategy Officer of Invitae (NYSE: NVTA), a rapidly growing genetic information company. She was also the
former CEO and president of CrossLoop Inc., a marketplace for technical services (acquired by Nasdaq:
AVG). Prior to that, she was part of the start-up team at Genomic Health Inc. (Nasdaq: GHDX), president of
Cinema Circle Inc., (acquired by Nasdaq: GAIA) and the former manager of strategic planning at The Walt
Disney Co. She has an MBA with distinction from Harvard Business School and a B.A. from Colorado State
University, where she graduated Summa Cum Laude.
Applying Education to On-the-Job Experience by Ballmer. Steve Ballmer is the high-wattage former CEO of
Microsoft, who led the company from 2000 to 2014. He joined Microsoft in 1980 as employee No. 30 after
dropping out of Stanford's MBA program. Ballmer oversaw Microsoft at a difficult time-after the first
dot.com crash and through efforts to catch Google in search and Apple in mobile phones. The same year he
retired from Microsoft he bought the NBA's Los Angeles Clippers for $2 billion. He has ramped up his
philanthropy since 2014, putting over $2 billion into a donor-advised fund, with a focus on lifting Americans
out of poverty.
Nature vs. Nurture in Entrepreneurship by Blank, Suster, Chung, and Wadhwa. Four entrepreneurs and
academicians from the allied fields of technology (Steve Blank and Vivek Wadhwa), health science (Patrick
Chung), and Finance (Mark Suster), have come together to speak on the role of nature and nurture in
entrepreneurship.
Finding Our Values: A New Era of Entrepreneurship Education by Byers. Tom Byers, a professor and the
faculty director for the Stanford Technology Ventures Program, speaks about current trends of
entrepreneurship and entrepreneurship education.
Impacting Education Through Entrepreneurship by Carolan. Belonging to the education industry, Jennifer
Carolan, who is the co-founder and general partner at Reach Capital, speaks about how entrepreneurship play
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a significant role in the educational industry and the need for a convergence of the two to create effective
entrepreneurs.
Returning with Real-World Wisdom by Cave, Greenberger, Karutz, and Cheung. Four entrepreneurs from
extremely different yet related fields of environmental science (Etosha Cave, Jonah Greenberger, and Cody
Karutz) and health science (Elaine Cheung) share about their experience of stepping into the real world
outside institutes and becoming an entrepreneur.
Opening the Education R & D Pipeline by Chopra. Aneesh Chopra, United States of America’s Chief
Technology Officer, talks about the importance of investing in education and research, and how it can help in
entrepreneurship.
Real Innovation is Multidisciplinary by DeSimone. In the field of chemistry and chemical engineering, Joseph
DeSimone who is a professor at multiple universities at California, a chemist, an inventor, and entrepreneur,
speaks about the importance of adopting a multidisciplinary approach to bring forth true innovation.
Factors that Impact Innovation by Estrin. A pioneer in cloud computing technologies, Judy Estrin, who is the
CEO of JLABS, speaks that about the various factors that impact and influence the process of innovation.
Skills for Entrepreneurial Leaders by Harvey. Executive director of the entrepreneurship center at Stanford
University’s School of Engineering, the Stanford Techology Ventures Project (STVP), and board member of
the Business Association of Stanford Entrepreneurial Students, Matt Harvey blogs about how being
farsighted, being able to process advices, and being able to be vulnerable are key skills required to be a
successful entrepreneur. In the blog, Harvey uses snippets from talks by Sukhinder Singh Cassidy, Marten
Mickos, and Ori Brafman.
Great Leadership can be Learned by Hennessy. A computer scientist, a businessman, an academician, and
former president of Stanford University, John Hennessy speaks about his own experiences and how leadership
is something that can be learned and nurtured.
Let’s Raise Kids to be Entrepreneurs by Herold. Having been an entrepreneur since he was a child, Cameron
Herold speaks about the role educational institutions play in creating future entrepreneurs and how it is
important to start nurturing entrepreneurial skills since childhood.
Be broadminded by Hoffmann. An entrepreneur in the financial and technology industries, Joshua Hoffmann,
who currently the CEO of Zymergen, speaks about the importance of keeping our minds open to new
experiences and identifying opportunities.
Play to your Weaknesses by Hoffmann. In this talk, Joshua Hoffman talks about the importance of challenging
ourselves and how to be a successful entrepreneur one needs to be aware of their weaknesses in order to work
on them and overcome the limitations.
Entrepreneurs will Create the Future by Hoffman. A serial entrepreneur, a venture capitalist and the cofounder and executive chairman of LinkedIn, Reid Hoffman speaks about how entrepreneurs play a pivotal
role in today’s society how they are becoming the backbone of the economy.
Investing in Yourself by Hoffman. Reid Hoffman speaks about how growth is a lifelong process and the
importance of having a mindset that is always eager to learn and evolve (which in his words is a state of
“Permanent beta”).
Importance of People Skills by Horowitz. Belonging to the financial industry, Ben Horowitz, who is the cofounder and general partner at Andreesen Horowitz, speaks about how the ability to understand others and to
work with others towards a common goal is key to becoming successful as an entrepreneur.
Implementing Ideas into Practice by Imran. A veteran entrepreneur in the field of medicines and the CEO of
InCube Labs, Mir Imran talks about how regardless of the greatness of an idea, it is of no value if it is not
implemented and his own personal experience of transforming ideas into reality.
Education: Importance of Peers by Kawasaki. An evangelist, a corporate speaker on innovation and
entrepreneurship, and the author of fifteen books, including bestsellers (as per New York Times, and Wall
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Street Journal), Guy Kawasaki speaks about the importance of a healthy network of peers and how they help
in one’s education starting from the school days and throughout life.
Education Reimagined by Khan. A pioneer in the field of online education and the founder and executive
director of Khan Academy, Sal Khan shares is own journey with Khan Academy and speaks about traditional
learning is disrupted by online learning and the importance of collaboration.
Social Entrepreneurship Changing Education by Kopp. An educational entrepreneur, Wendy Kopp, who is
the CEO and Founder of Teach for America, speaks about the significance of social entrepreneurship and how
the education system needs to incorporate elements of entrepreneurship for healthy nurturing of the children.
Inexperience is an Asset by Mickos. Belonging to the technology industry and a stalwart in open-source
computing, Marten Mickos, who is the former CEO of MySQL AB and the current CEO of HackerOne,
speaks about how experience can be at times a roadblock to creativity and to be a successful entrepreneur, one
needs to always be open to new possibilities instead of being guided solely by past learnings.
How we Learn Today by Miller. Hailing from an engineering background, Richard Miller, who is the former
dean of engineering and professor at Iowa University, and the founder and president of Olin College, speaks
about how the education industry is evolving and the associated beliefs are changing.
Career Development: To MBA or not? By Musk. A prominent name in technological innovation, Elon Musk,
who is the founder, lead designer, and CEO of SpaceX, and the CEO at Tesla Inc., speaks about the role
business schools play in the life of an entrepreneur, and the possibility of learning outside schools. Through
this talk he emphasizes on how what matters is learning and acquiring the required skills, and not how we
acquire them.
Rethinking the Education Equation by Nanda. A young alumni of Stanford University, Akaash Nanda, who is
former marketing manager at Microsoft and currently a data scientist at Microsoft, blogs about the changing
trends in the education industry. In his blog Nanda uses snippets of talks by Stewart Butterfield, Sal Khan, and
Steve Jurvetson.
Manifesting an Entrepreneurial Mindset by Pena. Serving as the communication manager at Stanford
University, Mike Pena, who is one of the primary content creators for the university’s online presence,
through his blog post, speaks about how one can be trained to think like an entrepreneur. In his blog, Pena
uses snippets of talks by Sue Siegel, Gunnar Carlsson, and Bob Sutton.
Yoda was Wrong: Applying Design Thinking to Life’s Problems by Pena. In this blog post, Mike Pena writes
about the perspectives and philosophies of one of the founding faculties of Stanford University’s design
institute, Professor Bernard Roth. Pena writes about how Professor Roth believes that it is important not to
give up before giving it a try, and that one can usually find the solution of a problem by simply looking the
problem through a different perspective.
Lead by Listening First by Pisoni. An entrepreneur in the field of education and the founder of Abl Schools,
Adam Pisoni speaks about how startups need to begin with an open mind and be ready to adapt to the
changing demands.
The Art of Teaching Entrepreneurship and Innovation by Seelig. A speaker, an author about entrepreneurship
and innovation, and a professor at Stanford University, Tina Seelig, who is also the executive director of
Stanford Technology Ventures Program, speaks about her personal experiences of teaching creativity and
nurturing an entrepreneurial mindset.
What is Social Entrepreneurship? by Seelig. In this blog post, Tina Seelig explores the concept of social
entrepreneurship and how similar or different it is from mainstream entrepreneurship. In this port, Seelig uses
snippets from a talk by Guy Kawasaki, who speaks about how making meaning is more important for an
organization than to make money.
How you can Make a Difference by Tessier-Lavigne. A neuroscientist by profession and a former president of
Rockefeller University, Marc Tessier-Lavigne, who is the current president of Stanford University, speaks
about ways to make a social impact, and the importance of good Samaritanism.
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Finding your Strengths by Verma. An alumni of Stanford University, and an entrepreneur who founded Savi
Technology, a pioneer in the field of Internet of Things, Vikram “Vic” Verma, who is currently a CEO at 8x8
Inc. speaks about his own experience of transitioning from engineering to management. Verma also talks
about the importance of identifying one’s own strengths and knowing what they enjoy doing, as it is one of
the keys to be successful.
The Power of not Knowing by Wiseman. A researcher, speaker, and an author of multiple New York Times
and Wall Street Journal bestsellers, Liz Wiseman speaks about an entrepreneur always needs to keep their
mind open and never be tied down or limited by their past experiences and learnings. Wiseman talks about
how having a “rookie mindset” can help one to constantly learn and stay up-to-date with the current trends.
Not everyone is Built to be an Entrepreneur by Wuh. An orthopedic surgeon, inventor, and entrepreneur, Dr.
Hank Wuh, who is the founder and CEO of Skye Ventures, speaks about how entrepreneurship is something
that is not meant for everyone; he compares an entrepreneur with an athlete as both the professions require an
extreme amount of hard work and dedication.
Why Schools Should Teach Entrepreneurship by Zhang. A young entrepreneur and innovator in the field of
education, Linda Zhang speaks about the importance of schools going beyond traditional textbooks and
encourage students to operate like entrepreneurs to facilitate holistic development of the child.
Analysis. The data collected for the study were analyzed through thematic content analysis.
Rationale. Unlike most of the existing studies which are either quantitative in nature, conducted on students,
or a review of existing academic literature. Papers like Rasmussen and Sørheim (2006) does consider the
perspective of educators through a qualitative approach, however they focused on the nature of
entrepreneurship education, unlike the current study, which explored the significance of the process of
education and the role of educational institutions on becoming a successful entrepreneur.

Findings and Discussion
The findings of the study have been discussed as follows:
Importance of networking. Most of the content analyzed, emphasize on the importance of networking and the
significance of peer-learning. With regard to networking, the most commonly agreed upon fact is that to be a
successful entrepreneur, one needs the help of their networks as nobody possesses all the skills to be the best
all by themselves. Thus, educational institutions should set an example in the art of networking and encourage
their students to engage in the act of expanding their networks; whether it is through their pedagogy, or
through any other means.
Entrepreneurship is a life-skill. Many of the presenters considered for this study believe that entrepreneurship
is not just a profession, but a life-skill that enables one to adapt to whatever change they might encounter, for
an entrepreneur knows that learning is a lifelong process and never stops to improve on their capacities.
Presenters have expressed the need to inculcate these set of skills from the time of early education, rather than
wait till one opts for a course in entrepreneurship. Thus, it is the role of educators in every phase of formal
education to inculcate and nurture entrepreneurial skills from the very beginning of one’s journey.
Importance of positive mindset. Just as it is a skill, entrepreneurship is also an attitude. One who possesses an
entrepreneurial mindset, is creative, positive, and is able to identify opportunities even at the most difficult of
times; they consider challenges as a chance to know more and grow. An entrepreneurial mind is also curious
and always trying to learn something new. This form of mindset highly compliments the skillset an
entrepreneur possesses. Presenters also believe that regardless of their background, anyone with an
entrepreneurial mindset can become an entrepreneur. Similarly, presenters also believe that there is no specific
age to become an entrepreneur; even a young child, who possesses an entrepreneurial mindset and skills of a
successful entrepreneur, can become a successful entrepreneur. Thus, it is important for educational institutes
to nurture an entrepreneurial mindset from an early stage; they need to encourage the child to be creative,
curious, and always question what is put forth to them.
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Educational institutes can’t teach everything. Being a life-skill and a frame of mind, most presenters believe
that even though educators can guide one to the right track, entrepreneurship is something that one gains
mastership by facing the hardships and practicalities of the real world. Presenters also believe that formal
education at most create a foundation, but one has to enter the market by themselves and learn through their
own failure and success stories. In similar lines, some presenters believe that educational institutes are a safe
place, which doesn’t usually allow one to come of their comfort zones, and to do so, one needs to step out and
face the harsh realities.
Integration of industry and academia. Since entrepreneurship is something that goes beyond the four corners
of a classroom, some presenters believe that a curriculum that integrates academia with industrial exposure,
can provide the right balance for a budding entrepreneur. Presenters have expressed the need for research and
keeping up-to-date with the latest industrial and market trends.
Multi-disciplinaries. Entrepreneurship cannot exist as a standalone concept or discipline; for one to be a
successful entrepreneur, one needs to possess knowledge and skills from various other disciplines. Thus, some
presenters feel that a curriculum for an entrepreneurial course should encourage the convergence of multiple
disciplines to enable the budding entrepreneur to gain a holistic exposure.
Change is inevitable and evolution is essential. Presenters have expressed that evolution is a key element in
the life of an entrepreneur, and one can be successful only if they keep up with these changes. To do so, one
needs to be open to change, and more than that, gain exposure of the various possibilities of change across the
globe. Thus, to keep oneself updated with the all the changes happening around them, one needs to conduct
multi-disciplinary research and put themselves in the real world beyond the four corners of the classroom.
Importance of finding own skills and strengths. Presenters have expressed that to be a successful
entrepreneur, one needs to identify their own strengths. This is important for when one follows their passion
and is able to do well in the process, one is almost guaranteed to succeed. In this process, educational
institutes can act as a guide and mentor to get the budding entrepreneur initiated, but the rest of the journey
he/she has to undertake by themselves and explore their true self over time.
Importance of unlearning and being flexible. Learning is key to be successful in any field, however, in
entrepreneurship, along with learning, it is equally, if not more, important to unlearn. Usually one gets trapped
by their own knowledge; of how to get things done, of what to do in a particular context, etc. and in the
process, fail to realize that every situation demands its own solutions. Even though a single solution might
work in multiple situations, it is not necessary that it would be able to solve every problem. Hence, to be a
successful entrepreneur, it is important to break free from one’s own existing patterns and keep an open mind
that is always willing explore and learn new things. With regard to educational institutes, they are a center for
learning, however, a good educator should also encourage budding entrepreneurs to unlearn, so that that they
can constantly keep learning.
Entrepreneurs are peoples’ persons. From all the discussions made by the various presenters, one thing that
is common is that an entrepreneur is a people’s person, and to be a successful entrepreneur, one needs to
possess people’s skills. Whether it be for networking, or for researching, or simply carrying forward their
entrepreneurial duties to earn their bread and butter, an entrepreneur always deals with people. Hence it is the
responsibility of educators to nurture these set of skills among budding entrepreneurs.
Conclusion
Thus, we can conclude that entrepreneurship is not just a profession, but a way of life. Hence, even though
education, or rather formal education is important to be a successful entrepreneur, it is not essential, and
definitely not mandatory for the same. The role an educator plays in the life of an entrepreneur, is that of a
mentor who nurtures their skills, thought process, and guides them with regard which is the right path to
undertake in the journey. It is also observed the role of an educator expands well beyond the peripheries of an
educational institution.
The findings of the current study are a reminder for the educational system to nurture an entrepreneurial
mindset and lifestyle from early stages of formal education, so that even if one doesn’t opt to pursue a career
as an entrepreneur, everybody can reap the benefits of being an entrepreneur in their everyday life.
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Abstract
Small business contributes to economic activities of many nations around the world. Although small
business is growing, other scholars and reports state that small business face challenges such as
access to markets, financial capital, financial literacy, lack of infrastructure and sustainability. On the
other hand, factors that enhance success in small business include family influence, skills, education
and knowledge. To extend the current literature on the phenomenon of small business, this
conceptual paper examines the role of trade promotion strategies on small business by comparing
India and Tanzania. Findings reveal differences in drivers of domestic competitiveness through
implementation and usage of trade promotion strategies such as the Kaizen model for Tanzania and
benefits of exporting for India. This study also found that trade promotion strategies can facilitate
international trade and thus add value through services. Future studies can identify the role of
country image on the competitiveness of the firm.
Keywords: trade, promotion, strategies, small business, India, Tanzania
INTRODUCTION
Small business contribution to the world economic activities is growing. For example, in Australia,
there were 2,065, 523 small businesses that employed less than 19 people which accounts for 97% of
all Australian businesses by employee size (Commonwealth of Australia, 2016). Further statistics on
small businesses in Australia reveal that most of Australian businesses (over nine in ten) are small
business, account for 33% of Australia’s GDP and 12% of total company tax revenue
(Commonwealth of Australia, 2016). In Britain, small business by SMEs employers recorded 36%
turnover growth (Enterprises Research Centre, 2018). The performance of the small business sector
in terms of Micro, Small and Medium Enterprises (MSMEs) contribution to total exports in India
was 45% a and thus the backbone of Indian economy (Gade, 2018). In Tanzania, small business
known as SMEs play a major role in social economic development and about a third of the GDP
originates from SMEs (Nkonoki, 2010). It is evident from previous articles that small business
contributes to economic development.
Although small business is growing, previous articles have also cited a number of challenges facing
small businesses. For instance, in Tanzania, Nkonoki (2010) noted that the growth of small business
198

is limited due to factors such as inadequate education, training, proper business plan, capital
constraints and policy. Gade (2018) pointed out that India can strengthen small business growth
through access to credit, technology, infrastructure, globalization, procedures, exit mechanism,
mentoring, advocacy and access to markets. Further literature shows that most studies have
connected the concept of small business to success, financial literacy, marketing technology and
economic growth (Nkonoki, 2010; Chowdhury, Alam, & Arif, 2013; Dahmen & Rodriguez, 2014;
Alford & Page, 2015; Gade, 2018).
Trade promotion spending averaged to approximately 14% of sales over the past 15 years and that
the manufacturers (35%) and retailers (36%) are satisfied with the value they get out of trade
promotion (AC Nielsen Co., 2004). Trade promotion has also attracted a number of scholars such as
Narasimhan (1989), Walter (1989), Nelsin, Powell and Stone (1995), Agrawal (1996), Bloom
(2001), Kumar, Rajiv and Jeuland (2001), Dreze and Bell (2003), and Gomez, Rao and McLaughlin
(2007). Gomez et al. (2007) found that with greater retail, positioning and power through private
label, retailers are able to elicit better concessions from the manufacturer through private off-invoice
promotions. In 2013, Brandi was interested on successful trade promotion with lessons from
emerging economies namely Brazil, China and India (Brandi, 2013). The study by Brandi (2013)
indicated that India was successful through public-private partnerships in relation to infrastructure
development. Whereas Brandi (2013) engaged on infrastructure mainly airport, railway, port and
roads to study trade promotion for three emerging economies, this conceptual paper focuses on the
role of trade promotion on small businesses by comparing India and Tanzania and thus extend
literature on the phenomenon of trade promotion from the perspective of small businesses.
LITERATURE REVIEW
Small business as a concept refers to firms between 1 and 19 employees (Hurst and Pugsley, 2011).
In the study by Berger and Udell (2002), small business is used interchangeable with small firms to
investigate the phenomenon of small business credit. In Australia, small business by employment
refers to 5-19 employees (Commonwealth of Australia, 2016). In other studies, small business is
considered as small enterprises (Volery & Mazzarol, 2015; Machado, 2016). In this conceptual
paper, small business in Tanzania is defined as Small and Medium Enterprises (SMEs) including
micro enterprises which is adopted from the Tanzania SME Development Policy 2003 by the
Ministry of Industry and Trade indicated in UNIDO (2013). In India, small business as small
enterprises is defined as those small enterprises that have investments in plant and machinery of
more than Rs. 25 lacs (USD 50,000) but not exceeding Rs. 5 crores equivalent to USD 1million
(Dey, 2012). Similarly, the annual report of 2017/2018 by Ministry of Micro, Small and Medium
Enterprises of India shows that according to the provision of Micro, Small and Medium Enterprises
Development (MSMED) Act 2016, the definition of small enterprises under the manufacturing sector
with more than twenty five lakh rupees but not exceeding five crore rupees. The annual report further
defines small enterprises under the services sector as having more than ten lakh rupees but not more
than two crore rupees (Ministry of Micro, Small and Medium Enterprises, 2018). In addition, this
conceptual paper defines small business from India according to MSMED Act 2016.
Trade Promotion Strategies
Trade promotion is a concept which means encouraging progress, growth and acceptance of trade
(McCracken, 2005). Atkova and Alila (2014) also define trade promotion as encouraging trade.
Trade promotion as export promotion is mainly in four groups which are product and market
identification and development, trade information services, specialized support services, and
promotional activities (Jaramillo, 1992). Other scholars define the concept of trade promotion as
special incentives offered by manufacturers to their distribution channel members (Blattberg &
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Levin, 1987). In the study by Michael and Ogwo (2013), incentives in trade promotion are trade
contest, trade fair and trade allowance. Strategy according to Rhonda-Pupo and Guerras-Martin
(2012) is termed as the dynamics of firm’s relation with its environment for which the necessary
actions are taken to achieve its goals/and to increase performance by means of rational use of
resources. For purposes of this paper, the definition of trade promotion strategies is adopted from
studies by Blattberg and Levin (1987), Jaramillo (1992), and Rhonda-Pupo and Guerras-Martin
(2012).
This study adopts a comparative advantage theory to examine the role of trade promotion strategies
on small business by comparing India and Tanzania. In 1817, the comparative advantage theory was
developed by David Ricardo with the assumption that the larger the differences in comparative
advantage then the larger the gains from trade (Schumacher, 2012). The comparative advantage
theory is still used by scholars. For instance, Svenson (2015) applied the comparative advantage
theory to study the phenomenon of corporations in regions. Mkwizu and Dominic (2018) equally
utilized the comparative advantage theory to explore the role of regional trade relationship in
promoting sustainable industrialization in East Africa and the study highlighted that import trade
patterns for all East African member states were declining. Similarly, this paper applies comparative
advantage theory to guide the conceptualization of the role of different trade promotion strategies
between India and Tanzania for small business.
Trade promotion has attracted a number of scholars and thus contributing to literature on trade
promotion. In expanding literature on trade promotion, various scholars have covered issues from
behaviour, regional trade to employees (Kessy, 2018; Mohamed & Magai, 2018; Nangoli, Kemboi,
Ngoma, & Basalirwa, 2018). Mohamed and Magai (2018) concentrated on examining regional
economic integration effects on regional trade in Africa. Pembi, Fudamu, and Adamu (2017) did a
study in Nigeria and examined the impact of sales promotion strategies on organizational
performance. For example, one of the objectives of trade sales promotion for manufacturers is the
increase in sales turn over by using coupon offering or price-off deals (Bemmaor & Mouchoux,
1991). In examining the impact of sales promotion strategies on organizational performance, Pembi
et al. (2017) used descriptive statistics and regression analysis and found sales promotional strategies
had a positive and significant impact on organizational performance. Pembi et al. (2017)
recommended for organizations to take advantage of the festival period or events by developing
effective sales promotional tools that can influence consumer’s awareness about the product in the
events. Hence Pembi et al. (2017) was interested to examine sales promotion strategies.
On the other hand, Mkwizu and Matama (2018) analyzed milk societies and industrialization in East
Africa. Guided by the dichotomy approach, the study pointed out that the member states of EAC
should embrace mechanized and non-mechanized milking and feeding systems among smallholder
farmers. Recently Mkwizu and Dominic (2018) were interested on trade promotion but from the
perspective of the role of regional trade in promoting sustainable industrialization in East Africa by
comparing manufacturing and service sectors. The study noted that there was an increase in export
trade for Tanzania compared to other East African Community (EAC) member states (Mkwizu &
Dominic, 2018). Therefore, further studies are needed to add literature on trade promotion by
comparing Tanzania not only with EAC member states but also other countries. Hence, this paper
focuses on trade promotion by examining the role of trade promotion strategies on small business by
comparing India and Tanzania.
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RESEARCH METHODOLOGY
Population: Business Sector dealing in Foreign Trade (Delhi NCR) was collected. Sample size was
350 Korean companies (Hair et al., 2010). Sampling techniques included random sampling from the
list of directories of various Trade Promotion Organizations (TPOs) followed by snowball sampling.
Data collection method: empirical (questionnaire method) and case study method. The case
methodology includes PPTCR Model of analysis. Using documentary research method, this paper
utilizes conference papers, journal articles, books and reports to obtain information on trade
promotion strategies and small business. Literature analysis is used as a tool of analysis to examine
the role of trade promotion strategies on small business by comparing two countries. The study
countries areas of this paper are India and Tanzania.

Data analysis
Case study analysis (PPTCR Methodology)
People: After examining 22 large exporters and 200 import destinations; it was found that presence
of foreign missions is positively correlated with exports. Bilateral exports rise by approximately 610% for each additional consulate abroad (Rose, 2007). Process of TPO: There is a need to study the
framework for understanding and developing a firm’s competitiveness and in developing trade
promotion policy as well as the markets as networks perspective (Johanson & Mattsson, 1993).
Technology: There is an immense need of using technology for social media marketing techniques
by these companies to enhance trade in international domains. Culture: The culture of marketing
and promotional activities needs to be promoted among the entrepreneurial companies. There needs
to be top management support for using these promotional tools offered by TPO organizations.
Resources: The proper allocation of resources is to be done in the adoption of TPO organizations
and their facilities. There is a need to study the gap between services provided by the Trade
Promotion Organizations and need of the market. As per the data collected, the analysis and data
interpretations are given as follows. These questions were asked during the case study data
collection. The respondent profile includes small entrepreneurs in Korea.
Q.1. You are fully aware about the services & functions of TPO
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The study shows that there is not enough awareness about the TPOs and about the services and
functions among the Korean entrepreneurs.
Table 1: Awareness about the services & functions of TPO among the Korean entrepreneurs
Ratings

Frequency

Percentage

Strongly Disagree

9

13%

Disagree

32

46%

Neutral

22

31%

Agree

6

9%

Strongly Agree

1

1%

Did Not Respond

0

0%

Total

70

100%

This implies that TPOs should adopt some promotional activities to make their services known to the
small entrepreneurs.
Q.2. You are frequently in contact with TPO to avail their services
Table 2: Frequent contact with TPO to avail their services
Ratings

Frequency

Percentage

Strongly Disagree

13

19%

Disagree

33

47%

Neutral

21

30%

Agree

2

3%

Strongly Agree

1

1%

Did Not Respond

0

0%

Total

70

100%

Table 2 shows that only 1 per cent of the entrepreneurs are constantly in touch with the TPO.
However, it is interesting to find that almost 47 per cent are in touch with the TPO through some or
the other reasons. But they are still not aware about their services. This implies that there is enough
scope of TPOs to adopt the marketing strategies to promote their services to the entrepreneurs.
Q.3. TPO has helped your organization in acknowledging the benefits of exporting
Table 3: TPO has helped your organization in acknowledging the benefits of exporting
Ratings

Frequency

Percentage

Strongly Disagree

10

14%
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Disagree

24

34%

Neutral

30

43%

Agree

5

7%

Strongly Agree

1

1%

Did Not Respond

0

0%

Total

70

100%

Table 3 shows that 34 per cent entrepreneurs acknowledge that TPOs have not helped their organization in
acknowledging the benefits of exporting. This implies that TPO organizations have huge scope in promoting
the benefits of the exports to the entrepreneurs thereby helping them to become more internationally
competitive.

Q.4. Experience with TPO has enhanced your business
Table 4: Experience with TPO has enhanced your business competitiveness
Ratings

Frequency

Percentage

Strongly Disagree

4

6%

Disagree

24

34%

Neutral

27

39%

Agree

12

17%

Strongly Agree

2

3%

Did Not Respond

1

1%

Total

70

100%

Table 4 shows that about 57 per cent of the entrepreneurs have experienced with TPO have enhanced
their entrepreneurial business competitiveness.
DISCUSSION AND IMPLICATIONS
Trade Promotion Strategies on Small Business in Tanzania and India
Trade promotion strategies in India exist and in the service sector, for example, insurance service
providers engage in pricing, personal selling, advertising, word of mouth selling, institutional image,
quality control and marketing orientation as trade promotion strategies (Geethamani, 2016). In
conclusion, Geethamani (2016) noted that promotion has different aspects for different industries,
products and services. Although Geethamani (2016) noted the different aspects of trade promotion,
this was focused on companies as opposed to small businesses in India thus indicating that more
studies are needed for the phenomenon of trade promotion strategies. Tanzania has experienced a
stable economic growth of approximately 4 % in the last decade thus giving hope towards a path of
sustainable economic growth (Kiratu, Marker, & Mwakolobo, 2011). One of the trade promotion
strategies in Tanzania is the use of the Kaizen approach towards industrialization by establishing
Kaizen project 1 for Dar es Salaam, Morogoro and Dodoma regions and project 2 for Arusha,
Kilimanjaro, Mbeya, Mwanza and Singida regions with the aim of improving productivity,
efficiency, quality and profitability (Legonda, 2018). Small businesses have been involved in efforts
to support the Kaizen dissemination. There are a number of challenges in adopting the Kaizen model
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in Tanzania and these are resistance from workers due to wrong perception, low level of worker’s
education, less management support and commitment (Legonda, 2018).
The study found the drivers of domestic competitiveness are through the implementation and usage
of TPO. The study also found how TPO can facilitate international trade and what are variables and
areas where TPO can add value through their services. The study findings are encouraging to study
this aspect of promotional activities on TPO performance. However, there is huge scope to
understand the present structure and working of TPOs in India and to understand the present
strategies used by TPOs to reach the Indian companies. There is also a need to evaluate the perceived
usefulness of TPOs for enhancing competiveness by business sector (Bhardwaj et al., 2006).
Furthermore, this paper implies that India has a relative comparative advantage on experience with
TPO compared to Tanzania. On the other hand, Tanzania has a relative comparative advantage on
the use of the Kaizen model to improve production, efficiency, quality and profitability.
The present case study has studied the promotion of trade in goods and services and its influence on
the competitiveness of the firm. The future study can identify the role of country image on
the competitiveness of the firm.
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ABSTRACT
The paper focuses on examining the role of transformational leadership in stimulating individual creativity,
promoting a culture of innovation and leading to the successful organizational outcomes of public agencies in
local government. Based on a survey of 410 civil servants in civic organizations in Dong Nai province,
Vietnam, this study illustrates that innovation-driven culture, flexibility, and transformational leadership have
a positive association with organizational outcomes. Moreover, the results show when a supervisor’s
transformational leadership inspires followers’ efforts to be creative and innovative. The findings also
demonstrate that individual creativity, flexibility, and transformational leadership are significantly associated
with innovation-driven culture. Eventually, the study finds that employees perceive different degrees of the
culture of innovation and the climate for creativity among agencies, and managers still figure out how to
create an effective incentive program to foster a culture of creativity and innovation in the local government.
Keywords: Individual Creativity, Innovation-Driven Culture, Flexibility, Transformational Leadership,
Successful Outcomes.

1. INTRODUCTION
Contemporarily, the increase in demands of adaption and innovation in the organization at local
administrative management is the consequence of the challenges in globalization and civilian expectations
(Hambleton & Gross, 2007). In particular, the association from transformational leadership to corporate
innovation (Hou, Moynihan, & Ingraham, 2003) had been discovered in previous studies. Transformative
leaders who originate and accomplish the alternative strategies in organizations, decipher bygone practices
and found modern approaches based on vision and ideas during innovative periods (Waldman & Bass, 1991).
Walker, (2006) had implemented public management in local government in improving public service quality,
reform, and division of responsibilities for managers. (Waldman & Bass, 1991) Importantly noted that
transformational leadership and personal innovation are closely related while individual creativity in
organizational innovation of culture significantly influenced on the transformational leadership (Gumusluoglu
& Ilsev, 2009). Employees’ creativity is a current element with many aspects at the individual level (Kruyen
& van Genugten, 2017).
Moreover, personal creativity was affected by transformational leadership in the context of innovation
(Gumusluoglu & Ilsev, 2009). Flexibility affected innovation and innovative achievement (Kim & Yoon,
2015). Although the variety in prior studies were conducted the linkage among transformational leadership
(Moynihan et al., 2011), individual creativity (Eisenbeiß & Boerner, 2013), innovation of culture
(Gumusluoglu & Ilsev, 2009), and flexibility to change (Kim & Yoon, 2015), recent researches tend to
concern less about exploring the associations among those factors and organizational success, especially in
public sector in innovation. Satisfying the demands under pressure of innovation in public organization is
sophisticated since it is influenced by management as well as the ability of civil servants. This greatly affected
the results of the quality of public services in government agencies. To cover the gaps in previous studies and
expand the scope of research in the sector of public administration, we have conducted a research paper about
the role of individual creativity, innovation, transformational leadership, and flexibility to change in achieving
successful organizational outcomes. We focus and contribute efforts to research in local government, which
was in manage capacity to bring out the significant findings. We expect that our findings would be a
foundation and literature for future studies at a broader scale like state government, or federal government.
2. LITERATURE REVIEW
2.1. Individual creativity
Creative employees tend to identify opportunities for the latest products and services (Kruyen & van
Genugten, 2017). They can create and develop adequate plans to implement new work-related ideas. At the
same time, creative staff are not only able to offer innovative solutions to problems but can protect ideas from
others. The creative ability of employees is reflected in the skills that exist in themselves, including skills of
recognition, behavior, and attitude (Kruyen & van Genugten, 2017). Behavioral skills demonstrated through
their ability in communication, persuasion, effort, concentration, and perseverance to express their ideas and
opinions. Previous studies discussed the attitudes in individual creativity through mood and emotions
(Hammond et al., 2011). Da Costa et al., (2015) examined the role of emotional attitude to individual
creativity and provided implications in recruiting employees those who have positive attitudes such as
enthusiasm, dynamism. Cognitive skills in individual creativity was emphasized as the importance of thinking
(Kruyen & van Genugten, 2017). To generalize creative ideas, employees can form and acquire different
perspectives, create alternative solutions, and come to a final decision (Shalley & Gilson, 2004).
2.2. Innovation-driven culture in the organization
Members in the organization learn and apply a model of assumptions, which is to address the internal
and external issues, is understood to be the culture of the organization (Schein, 2004). Meanwhile,
organizational innovation-driven culture is to create new and useful products and services that are compatible

with an organizational context (Woodman, Sawyer, & Griffin, 1993). In public management, when the
gradual reduction occurs in leadership, culture, and performance, the ongoing learning sees the adaption to
improve the outcomes of the organization (Hartmann & Khademian, 2010). In this study, we are also
interested in the issue of cultural innovation towards improving the public administration reform in local
government agencies.
2.3. Transformational leadership
Leaders bring clear vision and goals as well as create a perception of participation and contribution
among employees (O’dell & Grayson, 1998). B. Bass & Avolio, (1995) developed the theory of (Burns, 1978)
about transformational leadership. In terms of attraction, transformational leadership has a role in spreading
admiration, respect, and loyalty to uphold the importance of the corporate mission. In observing individuals in
the organization, leaders always have the spirit of building relationships with their employees and learning
about their needs, capabilities, and aspirations. Transformational leadership is the motivator who
communicate, make a positive vision in the future, lead their employees to achieve the goal, and spread the
belief in conquering goals. Leaders in transformational leadership are the intellectual stimulation who
prioritized employees' benefits and stimulated them to be creative in finding new solutions to solve the old
problems. This study determined transformational leadership as a guidance manner that benefits
organizational adjust via the identification of the need for change, the formation of a perspective, intellectual
stimulation and individual attentiveness, and the achievement of changes.
2.4. Flexibility
Employees’ flexibility is the ability to apply the necessary alternative methods at unit work.
Flexibility also is the ability of individuals to handle situations in various ways to be able to work quickly and
on schedule (Wright & Snell, 1998). The flexibility of the employees represents the adaptation that contrasts
with their daily behavior. This adaptation is the extent to which employees can come up with a series of
actions to deal with an alternative to appropriate specific needs in different situations (Kim & Yoon, 2015).
2.5. Individual creativity and innovation-driven culture
Individuals are the foundation of organizational innovation (Shalley & Gilson, 2004) since they
contribute ideas and concepts to the organization (Redmond et al., 1993). The raw material for innovationdriven culture is the creation of employees (Oldham & Cummings, 1996). Creative employees bring out new
and useful ideas for organizational products, operations, or processes. New insights from individual creativity
can be transferred to other employees in the organization to contribute and develop (Shalley & Gilson, 2004).
Such creativity at a personal level is likely to develop innovative products (Gumusluoglu & Ilsev, 2009).
Sarros et al. (2002) analyzed creativity and the expectations of innovation in the work units. Employee
creativity influences innovation-driven culture in the organization is not diverse in the public sector. Based on
the prior theory, we conduct a hypothesis about personal creativity and the innovation-driven culture of public
administrative units as follows:
H1: Personal creativity is positively related to cultural innovation in organizations
2.7. Transformational leadership and Individual creativity
The higher capacity of the employers is, the higher ability of creativity to provide new solutions and
ideas for the organization is promoted (Gumusluoglu & Ilsev, 2009). Also, leaders and employees establish
positive relationships, which are a motivating factor for individual creativity since good emotion will lead to
good creativity (Hunt et al., 2004). Based on positive relationships with leaders, employees will do the
assigned work with higher creativity to solve difficulties. In a Turkish software company, the researchers
asserted that transformational leadership had concerned the positive relationship with the creativity of leaders’
followers (Gumusluoglu & Ilsev, 2009). Based on the literature of previous studies, we propose a positive
impact between transformational leadership and individual creativity in public management in local
government.
H2: Transformational leadership has a direct relationship with individual creativity.

2.8. Transformational leadership and Innovation-driven culture
In public administration, researchers also demonstrated the importance of transformational leadership
in government operations during the periods of innovation-driven culture and general management reform
(Damanpour & Schneider, 2008). The role of leaders is to support innovation, to orient innovation, and to
apply the change in management (Moon & Norris, 2005). Transformational leadership has a positive influence
on organizational innovation by founding a favorable environment for innovation (Nystrom et al., 2002). We
propose the following hypothesis to examine the relationship between the leadership style and the formation
of organizational culture according to the innovation strategy in the public sector.
H3: Transformational leadership has a positive relationship with the organization's innovation-driven
culture.
2.9. Transformational leadership and successful outcomes
The leaders in public management are identified as the primary decision-makers in defining the
practice, developing, deployin, and converting organizational resources into public products and public
service. These such products and services would be valuable and be provided to the organization's
stakeholders or citizens. Therefore, good leaders will have the advantage of delivering stable and sustainable
organizational effectiveness (Rowe, 2001). Good transformational leadership will bring successful outcomes
both in individuals and organizations (Avolio et al., 1999). Corporation results will increase when occurring a
positive impact from leadership transformation (Zhu et al., 2005). In the context of public management in
New Zealand, transformational leadership has a significant association with organizational performance
(Parry & Proctor-Thomson, 2002). Following the literature, we establish the hypothesis about
transformational leadership and the successful organization's outcomes in the context of local government in
Vietnam to enrich the literature.
H4: Transformational leadership has a positive relationship with organizational outcomes.
2.10. Innovation-driven culture and organizational outcomes
Innovations are applied by organizations to fulfill the goals and tasks set out (Hernandez et al., 2008).
Organizational innovation is a process of change to improve organizational performance (Chenhall, 2003).
Hernandez et al. (2008) concluded that innovation-driven culture in the field of information technology is
beneficial and positively influences their business outcomes. In the field of public management, previous
research has found that applying administrative innovations helps organizations adapt to changes in the work
environment and achieve better performance (Naranjo-Gil, 2009). Based on previous studies, we conducted a
hypothesis between innovation-driven culture and organizational outcomes in the local government.
H5. The organizational innovation-driven culture positively related to the successful outcomes at the
unit's work.
2.11. Flexibility and organizational outcomes and innovation-driven culture
Prior researches showed that flexibility in an organization could improve performance and deliver
successful results (Thomke & Reinertsen, 1998). In an in-depth study of employee flexibility in Human
Resource Management, scholars demonstrated flexibility through employees’ behavior, and practice can
deliver the high performance in financial savings for the organization (Bhattacharya et al., 2005). Also, the
previous study explored that flexibility is likely a strategy which brings positive effects to the company's
outcomes in the context of industrial speed (Nadkarni & Narayanan, 2007). Based on prior researches, we
conduct the hypothesis to verify the relationship of flexibility in public administration and the successful
outcomes in local government.
H6: Flexibility had a positive relationship with the organizational outcomes

Previous researchers found that flexibility in the workplace showed the employees' autonomy in
solving problems in various ways and adapt to organizational innovation (Kanter, 1984). In the context of
local government, the extent to which an employee realized the flexibility to change has a significant
influence on the level of employees who recognize the innovation-driven culture at the unit work (Kim &
Yoon, 2015). Although there has been researching on the flexibility and innovative-driven culture for
organizations, this association is concerned less in the public sector. Hence, we explore the relationship
between flexibility in public administration and innovation culture in the public sector.
H7: Flexibility positively impacted on innovation-driven culture in the organization.
3. METHODOLOGY
3.1. Measures
English translator is established to the back-interpretation procedure to decrease variation between the
English and another language (Brislin, 1973). Hence, all questionnaires were converted from English into
Vietnamese and translated backward into English to limit the different meaning. We evaluated all the items on
5-point Likert scales. Moreover, we invited two journalists in a focus group to develop and adapt the
questionnaire to easily read and responded within the Vietnamese local government.
The measurement for the factor individual creativity was measure as three dimensions corresponding
attitudes, behavioral skills, and recognition skills (Kruyen & van Genugten, 2017). Based on the previous
studies, the organizational culture of innovation was modified from (Sarros et al., 2002). Transformational
leadership was rated on the measurement of (Kim & Yoon, 2015), which was adopted from the origin in the
research of (Podsakoff et al., 1990). Flexibility to change, whose initiated from in the context of local
government (Kim & Yoon, 2015), would be built two additional items to prevent cross-loading factors from
EFA test. Factor successful outcomes are temporary new and fix with our context. We invited employers who
are the managers, head of departments in public organization together with two journalists build the relevant
and significant measurement scale for organizational outcomes. The items for these factors are evaluated as
the degree of achievement of civil servants in their organization in the last three years. To be specific, the
appendix provides the detail measurement items. We finally completed the measurement with 36 items and
410 observations, which is the adequate quantity to conduct SEM according to (Green, 1991).
3.2. Data collection
The study was conducted within the local government, with questionnaires representing five factors.
The participants in this research are civil servants in public organizations in Dong Nai province to answer the
designed questionnaires. Thanks to the support from public departments, the performance of the survey
achieved at high productivity with 410 valuable samples over a total of 450 samples issued. It took us around
three months to collect enough valid sample size during the period from October 2018 to January 2019. From
410 valid participants from civil servants in public organizations in Dong Nai province in Vietnam, the
number of male and female account for 53% and 47% respectively. The 410-valid correspondents combine 20
Directors, 21 Deputy Directors, and 369 Officials working at Departments of public organizations such as
taxation, Vietnam customs, education and training, finance, justice, natural resources and environment,
planning and investment, industry and trade, transport, public security, foreign and home affairs, etc. Among
410 correspondents, 320 people completed the bachelor degree (account for 78%), 65 civil servants had the
postgraduate certificate (account for 16%).
3.3. Data analysis technique
Initially, descriptive statistics and correlations among conceptual elements were determined. Next,
exploratory factor analysis (EFA) was an approach to full items for a preliminary judgment of dimensionality,
convergent, and discriminant validity. Then, confirmatory factor analyses (CFA) approach to test the model fit
between the collected data and the conceptual framework. Eventually, SEM analysis was applied to predict
coefficients of the multiple equations by using SPSS and AMOS to test 410 valid collected data.
4. RESULTS
4.1. Reliability and construct validity

In this research, factor loading of IC9, IC10, IC11 were at below the criteria; hence, they were
removed from a set of items of the individual creativity. After falling such three items, we continued to
conduct the framework with 33 items for five factors, and the sample adequacy is accepted since all variables
are grouped in element as expected in the proposed theoretical model. The Bartlett’s test of Sphericity, KMO
test, and total extracted variance was satisfied the weight threshold (p < 0.000). All factors have higher 0.8
Cronbach’s alpha value. To sum up, the data collection met the requirement after conducting EFA test
Table 1: Summary of Cronbach’s alpha and EFA test
Construct

Individual creativity

Innovation-driven
culture

Transformational
leadership

Flexibility

Organizational
successful outcomes

Items

Mean

SD

EFA

IC1
IC2

4.05
3.93

1.049
1.088

0.758
0.840

IC3
IC4

3.94
3.97

1.033
1.08

0.805
0.815

IC5
IC6

4.1
4.04

1.032
1.008

0.791
0.851

IC7
IC8

4.05
3.99

1.029
0.995

0.785
0.773

DC1

3.99

1.082

0.757

DC2
DC3

3.83
3.67

1.059
1.052

0.825
0.878

DC4
DC5

3.9
3.89

1.044
1.037

0.751
0.767

TL1

3.89

1.018

0.646

TL2
TL3

4.05
3.85

1.025
1.022

0.635
0.881

TL4
TL5
TL6
TL7
TL8
TL9

3.88
3.84
3.9
3.85
3.88
3.94

1.083
1.018
1.005
1.049
1.021
1.067

0.659
0.748
0.830
0.761
0.737
0.619

FL1

3.76

1.017

0.779

FL2
FL3

3.89
3.77

1.025
1.002

0.851
0.799

FL4

3.84

0.984

0.781

SO1
SO2
SO3

3.75
3.67
3.45

1.02
1.072
1.169

0.637
0.752
0.837

Alpha
0.935

AVE

CR

0.766

0.868

0.932

0.724

0.929

0.924

0.577

0.925

0.895

0.682

0.895

0.914

0.596

0.911

SO4

3.47

1.145

0.897

SO5
SO6

3.69
3.72

1.006
1.069

0.771
0.709

SO7

3.66

1.047

0.713

4.2. Confirmatory factor analysis (CFA)
Evaluating the measurement model via CFA was the first measure in examining the collected data.
Table 3 describes the CFA construct for the comprehensive model (five-variable model). Correspondingly, all
model fit indices are at good criterion.
Table 2: Model fit indices of CFA test
Measure

Estimate

Threshold

Interpretation

Source

CMIN/DF

1.984

Between 1 and 3

Excellent

(Byrne, 2016)

CFI

0.956

>0.95

Excellent

(Bentler & Bonett, 1980)

SRMR

0.038

<0.08

Excellent

(Browne & Cudeck, 1992)

RMSEA

0.049

<0.06

Excellent

(Byrne, 2016)

PClose

0.627

>0.05

Excellent

(Byrne, 2016)

4.3. Convergent Validity and Discriminant Validity
All Composite Reliability indices (CRs) exceeding the suggested standard of 0.7 and all Average
Variance Extracted indices (AVEs) surpass the value of 0.5 (Fornell & Larcker, 1981). Based on table 1, we
confirmed the convergent validities as well as the reliability from all factors and items as they were fully meet
the criteria. Table 1 indicated that discriminant validity occurred because the square root of the AVE for
transformational leadership is less than its correlation with innovation-driven culture and individual creativity.
Nevertheless, we can carry on approaching the SEM technique to anticipate cause-effect association like
previous researches (Eisenbeiß & Boerner, 2013); (Gumusluoglu & Ilsev, 2009).
4.4. Structural equation modeling
Given is the table 5 illustrating the results of SEM analysis that the indicators of model fit were
excellent (χ2/df = 2.032; CFI = 0.954; SRMR = 0.043; RMSEA = 0.05, PClose = 0.493) and the estimated
coefficients were standardized. All hypothesize were supported with positive path coefficients, especially H2
with the highest estimate (85%).
Table 6: SEM results.
Relationship from
to
H
Estimate
p-value
Decision
Individual creativity
Innovation-driven culture
H1
0.48
***
supported
Transformational
Individual creativity
H2
0.85
***
supported
leadership
Transformational
Innovation-driven culture
H3
0.26
**
supported
leadership
Transformational
Successful outcomes
H4
0.32
***
supported
leadership

Innovation-driven
Successful outcomes
H5
0.30
***
supported
culture
Flexibility to change
Successful outcomes
H6
0.16
**
supported
Flexibility to change
Innovation-driven culture
H7
0.19
***
supported
CMIN/DF = 2.023, CFI = 0.954, SRMR =0.043, RMSEA = 0.05, PClose = 0,493
Notes: Standardized structural coefficients; *** p < 0.001; ** p < 0.05; H: Hypothesis
5. DISCUSSION
The research reveals the empirical finding that the individual creativity with two dimensions of
behavioral skills and attitudes significantly supported the innovation-driven culture in local government. This
result conflicts with another research in R&D organization while they argued that individual creativity faces
up with the barriers of collective creativity during the time of innovating(Gumusluoglu & Ilsev, 2009).
However, because of context of individualism, our results implied that individual creativity directly associated
with innovation-driven culture in local government Besides, the findings indicated that transformational
leadership has significant and positive effects at individual levels of creativity that supported the previous
research (Eisenbeiß & Boerner, 2013). Consistency with the results of (Jung et al., 2003), our findings
indicated that transformational leadership positively related to organizational innovation. Significance with
the previous study, we found that the increase in leader’s transformational personality creates the growth of
work-development in innovation (Kim & Yoon, 2015). It is consistent with prior studies when organizational
excellence tends to steadily grow through positive impact from leadership style (Zhu et al., 2005). Besides, the
findings support earlier research on the critical role of flexibility in facilitating the work environment (Berman
& Kim, 2010). Also, we found the similar results with a prior scholar that level of realizing the flexibility to
change of civil servant has a significant influence on the level of perceiving the innovation-driven culture at
the local government (Kim & Yoon, 2015).
From the findings, we recommend some solutions in public administration to maintain and enhance
organizational performances in local government. Local government leaders should construct a leadership
capability model and public performance criteria in transformational leadership, which aims to deliver an
excellent training programs and to evaluate the innovational process effectively. It is important for leaders to
bring the acknowledgment and reward for employees to advance the recognition of innovation and to inspire
creative employees in delivering a favorable outcome for the government agency. The government should
emphasize on the linkage and cooperation among organizational units that enhance the interaction and
communication of employees. As a consequence, employees will be able to easily share their creative ideas
for innovation and achievement of change. The local government should narrow down the gaps between
employees and employers in public administration in strengthening the relationships between leaders and
workers. To encourage the flexibility to change in government agencies, the provincial government adopts a
flexible form of work and accept public officials to handle a problem in many different ways; promote and
reward civil servants who dedicate to work regardless of time and quickly respond to change when it occurs
the requests.

6. CONCLUSION
We explored the positive relationship of transformational leadership on individual creativity and
culture of innovation and public organizational outcomes. Employees perceive a high degree of creativity,
which can enhance the innovation in local government agencies. The results also indicated the significant
influence of flexibility to change during the innovative periods in the organization. Moreover, the extending
literature in this research are the employees' perception of innovation-driven culture, behaviors of leaders in

transformational leadership, and flexibility to change statistically impact on the successful outcomes in public
organization in local government.
Although we attempted to conduct the research to fulfill and match with Vietnamese local
government, it exists several limitations that expect to be handled in future articles. The results may be biased
due to correspondents working in only one local government in Vietnam and seasonal data collection. Hence,
scholars are calling to visualize more scientific concepts on those problems. Group creativity was traded off to
eliminate from the conceptual model. Moreover, the dimensions in individual creativity and collective
creativity might display an association with the organizational accomplishments that encourage the later
literature supported this hypothesis. We vigorously motivate researchers to conduct the mediate or moderate
or negative arguments at that association to expand and upgrade innovative literature. Finally, the literature in
this study is almost the classic version due to the scarcity research theme of innovation in the public sector.
Great endeavors are inspired the future scholars to research for the innovation, management, climate of
creativity, and civic outcomes in administrative scope.

APPENDIX
Measurement items
Individual creativity: Behavioral skills: IC1: Communication and persuasion skills are necessary for civil
servants, IC2: Building relationship skills are necessary for civil servants; IC3: Awareness problems arising
from work are necessary for civil servants; IC4: Awareness problems arising from work are necessary for
civil servants. Attitudes: IC5: Being friendly with others is necessary for civil servants; IC6: Being interested
in results in the workplace is necessary for civil servants; IC7: Being motivated to work is necessary for civil
servants; IC8: Being active in work is necessary for civil servants. Cognitive skills: IC9: Thinking many
ways to solve problems is necessary for civil servants, IC10: Critical thinking is necessary for civil servants;
IC11: Analytical skills are necessary for civil servants
Innovation-driven culture: DC1: Civil servants/employees have the spirit of innovation; DC2: Civil servants
quickly grasp development opportunities; DC3: Civil servants accept risk-taking in innovation; DC4: Civil
servants take personal responsibility in a culture of innovation; DC5: Civil servants clearly understand the
working target
Transformational leadership: TL1: Leaders always seek new development opportunities for the
organization; TL2: Leaders can inspire their subordinates to pursue the goals; TL3: Leaders can make
employees commit to implementing the organizational vision; TL4: Leaders prefer managing employees by
acting more than words; TL5: Leaders provide successful cases for everyone to follow; TL6: Leaders
promote and encourage employees to work together; TL7: Leaders are the willingness to help civil servants
when it has a problem; TL8: Leaders encourage civil servants to think carefully before starting new tasks;
TL9: Leaders respect the personal point of views from civil servants
Flexibility to change: FL1: Civil servants are allowed to handle a problem in many different ways; FL2:
Civil servants work flexibly to meet better requirements; FL3: Civil servants decide to work regardless of the
time; FL4: The whole unit quickly responds to adaptation when required
Successful outcomes: SO1: Quality of public services; SO2: Improving administrative procedures; SO3:
Attracting talent civil servants to work; SO4: Keep talented civil servants; SO5: Meet the requirements of
citizen and industries; SO6: Building internal solidarity and consensus in decisions; SO7: The organizational
outcomes contribute to increasing competitiveness
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Abstract:
In today’s highly competitive business environment, innovation per se may not be sufficient enough
to sustain long-term success and competitive advantage. Innovation protection has become difficult
without dynamic process of value innovation that can open new market spaces, make the competition
irrelevant and create valuable intangible resources including firm’s reputation (customer satisfaction)
and brand loyalty (customer loyalty). This paper aims to provide a new perspective to approach
sustainability through value innovation in the Resource-Base View (RBV) context. This study
highlights the new strategy of market transformation from physical tangible assets to value-creating
intangible assets by presenting three innovation cases. In particular, this paper can motivate
corporation to focus on value innovation rather than beating the competition in order to create a leap
in value for both customers and themselves. Thus, this paper suggests a conceptual framework to
enhance customer satisfaction and promotes customer loyalty in order to achieve competitive
advantage, and hence sustainability.
Keywords: Value Innovation, Sustainability, Competitive Advantage, Intangible Resources
1. Introduction
The nature of innovation itself is getting more sophisticated as the market becomes more mature and
global. Enterprises keep shifting their innovation strategies in order to improve their competitive
position and adopt to the market rapid dynamic changes. The rapid evolution in business
environment aided in developing innovation knowledge encompassing wide range of domains and
perspectives. Since 1930s, when Schumpeter (1934, 1939) defined innovation as a source of
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economic and technological change, managing aspects of generating, recognizing and implementing
successful innovation processes are getting prevalent in strategic management literature. Although,
Schumpeterian focused on the technological innovation, innovation management still the buzz-word
that indicates the transformation of new ideas and business opportunities outputs into values, and
thus, market success (Liao, Fei, & Liu, 2008; Lusch & Nambisan, 2015; Tidd, 2001).
Value innovation concentrates in providing a breakthrough in value for customers and firms through
enabling business differentiation, making the competition irrelevant, and creating new uncongested
market space (Kim & Mauborgne, 1997, 1999b). The logic of value innovation tends to drive
organizations to break out the value-cost tradeoff bloody competition by focusing on making the
competition irrelevant through creating a quantum leap in value instead of scattering resources and
capabilities trying to beat the existing competition (Kim & Mauborgne, 1999b). Therefore, firms
have started shifting their strategies toward intangible breakthrough value innovation in order to
provide customers’ desired value and achieve high profitable growth (Hajar, Ibrahim, & Al-Sharafi,
2018; Lusch & Nambisan, 2015). For instance, companies like Facebook, Uber, YouTube, and
Airbnb compete on superior customer value delivery as a source for competitive advantage and
profitable growth simulating value innovation logic to make the competition irrelevant and create
uncongested market spaces and new industries.
This paper intends to shed some light on the logic of value innovation and its significance to achieve
sustainability. Particularly, this study links between value innovation notion and RBV perspective of
a firm to attain superior competitive advantage. In a way, this paper encourages organizations to
transform their business strategies from physical tangible assets-focused type of innovation to value
breakthrough intangible assets-focused innovation in order to create a quantum leap in value,
improve customer value, enhance customer satisfaction, and promote customer loyalty, which will
ultimately result in achieving superior competitive advantage and sustainability. In this context, this
paper employs qualitative research approach to discuss three value innovation case studies. The
analytical case studies examines the firms’ behavior in enabling customer value through focusing in
intangible resources and capabilities. Moreover, this study contributes to strategic management
literature by suggesting a conceptual framework to enhance customer satisfaction and promotes
customer loyalty as an intangible resources to achieve competitive advantage, and hence
sustainability.
The rest of this paper is structured as follows. Section 2 reviews the related literature including value
innovation, RBV, and value innovation within RBV context. Then section 3 presents the value
innovation related case studies, while section 4 discusses the paper outcomes and suggests a
conceptual framework to achieve business sustainability though value innovation approach. The
paper implications is highlighted in section 5, and finally conclusions, limitations and further
suggestions are summarized in section 6.
2. Related Literature
2.1 Value Innovation
Value innovation is defined as the simultaneous pursuit of differentiation and low cost to create a
quantum leap in value for both customers and the firm (Kim & Mauborgne, 1997). The logic of
value innovation is developed by W. Chan Kim and Renée Mauborgne based on ex-post studying for
over 150 cases from 30 industry and the business lunch of about 100 companies worldwide (Kim &
Mauborgne, 1997; Wubben, Düsseldorf, & Batterink, 2012). According to Kim and Mauborgne
(1999b), value innovation does not necessarily occur in developing new technology or being first to
market rather than being able to link innovation to value.
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Value innovation concentrates in providing a breakthrough in value for customers and firms through
enabling business differentiation, making the competition irrelevant, and creating new uncongested
market space (Kim & Mauborgne, 1997, 1999b; Loosemore & Richard, 2015). The logic of value
innovation is more than an innovation, but a strategy that embraces the entire system of firm’s
activities to break out the value-cost tradeoff by reforming an industry’s competitive factors to raise
and create new offered factors while eliminating and reducing factors the industry competes on (Kim
& Mauborgne, 1997, 1999a; W.C. Kim & R. Mauborgne, 2005). Disparately from competitive
strategic approach that attempts to increase market share within existing competitive market, value
innovation strategy seeks to create new uncongested market space with new demand and high
profitable growth (Kim & Mauborgne, 1999b).
The concept of value innovation has enriched with the Blue Ocean Strategy framework that
comprises a set of effective analytical tools, such as Strategy Canvas, Four Actions Framework and
Six Paths Framework, to define and reconstruct market competition factors and boundaries in order
to create new value innovation elements whereby offering entirely new experience to customers
(W.C. Kim & R. Mauborgne, 2005; Wubben et al., 2012). However, value innovation can only be
achieved when innovators become able to align innovation with utility, price and cost (W.C. Kim &
R. Mauborgne, 2005). In addition, value innovation is a dynamic process of which companies need
to
continuously
monitor
their
value
curves
for
sustainability
and
continuous growth (W Chan Kim & Renée Mauborgne, 2005).
Dillon, Lee, and Matheson (2005) identified two main drivers of value innovation which are
providing exceptional value to the most important customer and increasing enterprise value, whereas
the continuous success in delighting the customer, in turn, drives sustained increase in enterprise
value. Mele (2009); Mele, Russo Spena, and Colurcio (2010) presented value innovation with
regards to resource integration within networks of actors acting within S-D logic. According to
(Mele et al., 2010), value innovation enables higher value co-creation which can be achieved through
the integration of knowledge, skills, and other resources to put together a network of firms
possessing a set of efficient competencies. Moreover, Matthyssens, Vandenbempt, and Berghman
(2006) viewed value innovation as a path to sustain competitive advantage through reconceptualizing the industry or business model to create fundamentally new and superior customer
value.
2.2 Resource-based view (RBV)
The Resource-Based View (RBV) of the firm addresses the means of explaining competitive
advantage. It provides the theoretical model to analyze and interpret firms’ resources and capabilities
to achieve sustainable competitive advantage and, in return, superior performance and growth
(Clulow, Barry, & Gerstman, 2007; Madhani, 2009; Wang & Lo, 2004). The RBV focus is beyond
cost reduction or efficient resource utilization, but is on the concept of difficult-to- imitate attributes
of the firm as sources of superior performance and competitive advantage (Madhani, 2009). Thus,
the RBV discusses the relationships of resources, strategy, performance and competitive advantage
among firm-level processes (Habbershon & Williams, 1999).
In the RBV context, firms’ resources have been classified into tangible and intangible resources. The
tangible resources are the physical items which can be easily liquidated and have a set value like
cash, machinery, inventory, land or buildings, while intangible resources are the long-term assets that
do not exist in physical form and add value to the business Such as knowledge, skills, experiences,
innovation, intellectual property, firm’s reputation, brand name, and organizational procedures.
Despite the importance of all resources to determine firm success, RBV literature reveals the key role
of intangible resources to confer a sustainable competitive advantage and superior performance
(Kamasak, 2015; Khan, Yang, & Waheed, 2019; Madhani, 2009).
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According to Barney (1991), firms’ resources must have the specific attributes of valuable, rare,
imperfectly imitable and imperfectly substitutable in order to gain sustainable competitive advantage.
Besides that, Fahy (2002) tested a resource-based model of global sustainable competitive advantage
and emphasized that resources must enable the creation of value and also resist the duplicative
efforts by competitors to gain sustained competitive advantage. Clulow et al. (2007); Wang and Lo
(2004) discussed value creation more broadly with respect to customer-focus perspective explaining
the firm’s key intangible resources in creating customer value. Moreover, Khan et al. (2019)
empirically investigated the influence of investment in key intangible resources and capabilities in
Pakistan and concluded the significance role of intangible resources and capabilities in enhancing
sustainable competitive advantage and firm’s performance.
2.3 Value Innovation within RBV Context
Value innovation has been defined in both innovation and RBV literatures as an essential factor for
firm’s long-term success. For instance, while (W Chan Kim & Renée Mauborgne, 2005) defined it as
the corner stone of any innovation process, Wang & Lo (2004) introduced it as the motive of
customer-focused performance which provides a smooth and efficient flow of satisfying experiences
for customer. According to Matthyssens et al. (2006), “The only way to escape cut-throat
competition and sustain competitive advantage is through launching new value concepts and
continuously re-invent the way customer value is created and delivered”.
In the RBV context, value innovation is the creativity in identifying, developing, deploying,
combining and coordinating firm’s resources and capabilities to be valuable, rare, inimitable and
non-substitutable in order to develop sustainable competitive advantage and long-term superior
performance (Kamasak, 2015; Madhani, 2009). A strong parallels has been observed between RBV
reasoning and Blue Ocean Strategy on focusing on value innovation attributes as a key for superior
performance, competitive advantage and sustainable growth. For instance, value innovation, in the
customer-focused view of RBV, plays a key role in supporting, improving and redefining price and
quality attributes that drive customer-focused performance and enhance customer value, customer
satisfaction and loyalty (Wang & Lo, 2004). Similarly, the Blue Ocean Strategy focused on the
utility, price and cost position attributes and their alliance with innovation activities to achieve value
innovation (W.C. Kim & R. Mauborgne, 2005).
3. Value Innovation Related Case Studies
The strategic moves of value innovator were remarkable in creating new market spaces and
industries since very early. Lately, the digital revolution in association with the growing awareness
of strategic management knowledge aided in rapidly transforming the global market. That has led to
the high rise and appearance of new corporations like Facebook, Uber, YouTube, Huawei and
Airbnb which managed to enable business differentiation, make the competition irrelevant, and
create new market spaces and industries based on intangible breakthrough value innovation logic. On
the contrary, big companies like Nokia, Kodak, Blackberry, Xerox and Yahoo failed to cope up with
market transformation to offer new and valuable experience to customers. This section highlights
three value innovation cases that successfully achieved competitive advantage and profitable growth
via creating new and superior customer value.
3.1 Facebook
Facebook is an American online social media and social networking company which was firstly
lunched in 2004 by Mark Zuckerberg and his university colleagues Dustin Moskovitz, Chris Hughes
and Eduardo Saverin as to allow university students to create and maintain social ties which were
relevant to the university experience (Ross et al., 2009). Now, Facebook is considered one of the
fifth largest companies in the world by market value for statista.com17 in 2018. According to
17
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Alexa.com18, by June 2019, Facebook is the 3rd most visited global website with daily average active
users of 1.56 billion.
Facebook showed great success in establishing new market space through providing a quantum leap
in value and offering entirely new experience to customers compared to other social network
websites like chats, blogs, and emails. According to Hart, Ridley, Taher, Sas, and Dix (2008),
Facebook “plays an important role in the process of forming and managing social capital by
improving self-esteem and low life satisfaction as well as crystallizing relationships that may remain
short lived”. In this context, Facebook provided a leap in value through intangible breakthrough
value innovation that enhanced customer satisfaction and loyalty by offering new user experience in
term of positive emotions. Sas, Dix, Hart, and Su (2009) empirically investigated Facebook success
and suggested three drivers of positive emotions values that attract and retain Facebook users,
namely, prevalent memorable experiences recorded between friends that engender feelings of
connectedness and relive the good old times; Participants engagement in public performance which
experience entertainment; and positive events that made public and people start to derive additional
emotional benefits.
Despite the presence of strong competitors like Myspace and Twitter, Facebook sustains superior
competitive advantage through pursuing the dynamic and continuous process of value innovation.
For instance, Facebook evolved to keep offering customers a leap in value beyond social networking.
Thus, it becomes an efficient medium for teaching, news, company forums, discussion groups,
communication channels, commercial, online sales, and so forth. Furthermore, Facebook established
a very powerful B2B businesses particularly in marketing by taking advantage of the huge number of
users (2.38 billion), efficient data analysis competencies and third-party applications to provide
superior value for business partners.
3.2 Uber
Uber Technologies is a multinational transportation network company which provides a variety of
transportation and logistics services including peer-to-peer ridesharing, ride service hailing, food
delivery, and a bicycle-sharing system. Since foundation in 2009, Uber has grown very rapid through
providing unprecedented value in the taxi industry (Cramer & Krueger, 2016). By 2019, Uber is the
largest ride-hailing company with 110 million worldwide users, 69% market share for passenger
transport and 25% market share in food delivery (statista.com17).
The innovative business model of Uber sustained competitive advantage through re-conceptualizing
the Taxi industry, and thus, changing the whole value network (Antikainen & Valkokari, 2016). In
another words, Uber managed to make a value innovation breakthrough for customers and itself
through providing business differentiation and low cost based on intangible resources integration or
dynamic capabilities. In fact, Uber succeeded without major financial resources and steely
commitment. As the largest worldwide taxi company, Uber has no taxicab assets, where drivers are
independent contractors using their own cars to drive with Uber.
The remarkable delivery of superior customer value, which Uber competes on, played a key role in
attaining competitive advantage and profitable growth. According to (Cramer & Krueger, 2016),
“Four factors likely contribute to the higher utilization rate of UberX drivers: 1) Uber’s more
efficient driver-passenger matching technology; 2) Uber’s larger scale, which supports faster
matches; 3) inefficient taxi regulations; and 4) Uber’s flexible labor supply model and surge pricing,
which more closely match supply with demand throughout the day”.
3.3 Airbnb
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Airbnb is an online marketplace and hospitality service brokerage company founded in 2008. Today,
Airbnb’s accommodation marketplace provides access to more than 6 million unique places in about
100,000 cities and 191 countries around the global (Airbnb.com 19). Similarly to Uber, Airbnb
witnessed a tremendous growth though enabling business differentiation and low cost by using
intangible resources integration and peer-to-peer business model to offer new experience to
customers.
Airbnb was able to achieve value innovation through reconstructing the industry’s boundaries,
tapping uncongested market space and offering alternative benefits to customers such as costsavings, household amenities, and more authentic local experiences. According to (Guttentag, Smith,
Potwarka, & Havitz, 2018), tourists were highly attracted to Airbnb by its practical and experiential
attributes, and the motivating factors of interaction, home benefits, novelty, sharing economy ethos,
and local Authenticity.
Furthermore, Airbnb invested in creating intangible resources to sustain competitive advantage
including trust, customer satisfaction and loyalty. Ert, Fleischer, and Magen (2016) marketed
trustworthiness and reputation as imperative condition for Airbnb transactions which was achieved
through online review-score and previous experience.
4. Discussion:
Despite the rapidly growing technological revolution and its enormous impact on market
transformation, customer value still the key word for firm’s success and survival. Technological
innovation without value tend to be technology-driven or market pioneering of which customers may
not accept and turns to failure like Motorola Iridium as an example (W.C. Kim & R. Mauborgne,
2005). In this context, value innovation concerns on providing exceptional value to the most
important customer and increasing enterprise value, whereas the continuous success in delighting the
customer, in turn, drives sustained increase in enterprise value (Dillon et al., 2005). Thus, innovation
has become more to creativity in identifying, developing, deploying, combining and coordinating
firm’s resources and capabilities including technology, skills, and experience to create exceptional
value, and thus, developing sustainable competitive advantage and long-term superior performance.
As discussed in previous test cases, the value innovation did not occur due to technological
breakthrough in using internet web or mobile applications, of which can be simply designed by fresh
graduates or freelance team, but due to highly creative strategical thinking that managed to utilize the
intangible resources of available technology of internet and smartphones aligned with skills and
knowledge to provide unprecedented customer value.
Innovation and RBV literature intensively highlighted the importance of customer satisfaction and
loyalty to achieve superior performance and sustainable competitive advantage (Bellingkrodt &
Wallenburg, 2015; Clulow et al., 2007; Simon & Honore Petnji Yaya, 2012; Wang & Lo, 2004).
Therefore, value innovation helps to deliver superior customer value that leads to higher customer
satisfaction, greater customer loyalty, increased sales and productivity, whereby more innovation and
development activities, higher employees’ satisfaction, of which ultimately result in sustainable
competitive advantage (Bellingkrodt & Wallenburg, 2015; Wang & Lo, 2004). In this context, this
study proposes a conceptual framework to approach sustainability through the development of value
innovation that enhances customer satisfaction, promotes customer loyalty and creates competitive
advantage (Figure 1).
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Figure 1: Value Innovation Proposed Conceptual Framework

5. Implications
Business environment is getting more challenging especially with the presence of globalization that
helps to share innovation knowledge, secure resources and increase the dominancy of large
international companies. Simple innovation is no longer sufficient to maintain profitability and
sustain competitive advantage. The rising power of new ambitious players in the global economy,
such as China and India, with surplus financial and technological resources broke out the wont of
monopoly or long-term industrial property dominance. Thus, the dynamic business differentiation
through providing superior customer value that is able to build up reputation (customer satisfaction)
and brand loyalty (customer loyalty) is imperative for firm’s success and long-term survival. It is
highly recommended for entrepreneurs to pursue the logic of value innovation to focus on creating a
leap in value and making the competition irrelevant rather than focusing on beating the existing
competition. Besides that, innovators required to pay more attention to the intangible resources and
their key role in sustaining competitive advantage.
Accordingly, the significance of value innovation concept goes beyond providing a quantum leap in
value, but also plays a major role in creating intangible resources, like knowledge, skills, experience,
customer satisfaction and loyalty, which are critical for achieving sustainable competitive advantage.
Therefore, the dynamic process of value innovation leads to the creation of more intangible valuable
resources, and hence, sustainable competitive advantage and long-term success.

6. Conclusion
The rapid dynamic change in business environment encouraged companies to improve their
competitive positions though adopting more innovative business models in order to sustain and
survive. The concept of business differentiation and low cost has become the concern of many
organizations to gain a competitive advantage. This paper shed some light on the logic of value
innovation and its significance to enhance customer satisfaction, promote customer loyalty, and thus,
attain superior competitive advantage and achieve sustainability. Nevertheless, this study encouraged
innovators to focus on intangible resources in establishing their value innovation strategies in order
to create a quantum leap in value for customers and themselves, make the competition irrelevant and
open new marker space. The present paper adopted qualitative method to investigate the strategic
moves of Facebook, Uber Technologies and Airbnb companies to enable customer value, break out
the competition, and create uncongested marketspaces based on intangible resources and capabilities.
In conclusion, the current paper proposed a conceptual framework to build competitive advantage
and approach sustainability through embracing value innovation strategy.
However, this paper has some limitations with regard measurements and analysis, where no
empirical data was collected to verify outcomes. Likewise, the conducted case studies relied on
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analyzing the strategical move and were not supported with market analysis nor empirical analysis.
On the contrary, future researchers are recommended to use empirical method to further investigate
value innovation and its influence on competitive advantage and sustainability. Also, we encourage
further researchers to deeply investigate the success factors of innovative companies based on
empirical basis analysis.
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Introduction
With the rapid expansion of globalization around the world, the market for luxury goods and services has
experienced dramatic growth over the past two decades (W. Yang & Mattila, 2016). According to data tracked
by Bain & Company (2017), the overall luxury market grew to an estimated €1.2 ($1.43) trillion in retail sales
value in 2017. The three segments of luxury cars, luxury hospitality and personal luxury goods together
constitute more than 80% of the total luxury market. It is notable that thanks to the brisk development of
international travel, luxury hospitality amounted to €191 ($227) billion sales value with a 4% annual growth
that appears to be sustainable for the foreseeable future. From a regional perspective, boosted by emergence of
a new fashion-savvy middle class and favorable exchange rates, China’s consumer revolution has impacted
luxury sales all over the world. With a 32% share of the worldwide luxury goods market, Chinese nationals
spent €262 ($311) billion in 2017. On the other hand, the American market remains the 2nd largest for
luxury brands at €84 ($100) billion in sales volume (D’Arpizio et al., 2017).
Due to the tremendous growth of the luxury segment, a great deal of attention was paid to the luxury
consumption by researchers (Naylor & Frank, 2001; Uggla, 2017; Wiedmann, Hennigs, & Siebels, 2009; YiCheon Yim, L. Sauer, Williams, Lee, & Macrury, 2014). In particular, Mohsin and Lockyer (2010) conducted
a study to assess the service quality perception of customers who stayed at luxury hotels in New Delhi, India.
They found significant difference existed between expectations of their guests and the actual experiences.
Exploring another luxury avenue , W. Yang and Mattila (2016) structured a study of luxury hospitality values
and their measures with the adoption of luxury restaurant as an example of luxury hospitality services. Unlike
luxury goods, the purchase of luxury restaurant services is mainly driven by hedonic value instead of
symbolic/expressive value according to their empirical study results.
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China has become the focal point for luxury consumption studies in recent years (Godey et al., 2013;
Podoshen, Li, & Zhang, 2011; S. Yang & Stening, 2016). This scholarly interest can be traced back to last
century, when Wong and Ahuvia (1998) brought an essential Asian cultural element, “face”, into the equation
which is Asian luxury consumption. A famous luxury brand was claimed to be a symbol of success and
achievement in some Asian societies in their paper. From Sun, D'Alessandro, and Johnson (2016)’s
investment, it was addressed that both hedonic pleasure and status superiority could be derived from high
quality, customized designed and unique products.
This paper compares the value perceptions between the two biggest luxury consumer groups, Americans
and Chinese, moderated by the element of culture in the luxury hotel industry. Living in two different cultural
contexts and being exposed to distinct traditional beliefs, Americans and Chinese consumers reveal some
similarities as well as differences when it comes to luxury hotel consumption, which in turn provide findings
directly applicable to scholars and practitioners regarding culture sensitivities when exploring luxury hotel
value perceptions.
The current paper consists four main sections. First, a literature review is devoted to the present definitions
and conceptual frameworks of luxury and luxury value perception. Next, the qualitative research methodology
and process are described for this study. Key findings are discussed based on the in-depth interview verbatim.
Last, the conclusion is drawn with future research implications.

Literature Review
Definition of Luxury
Although the concept of luxury has accompanied us since the Egyptian era, there is no general agreement on
the definition of luxury (Godey et al., 2013). The word “luxury” has been referred to products or services of a
very high standard, conducive to pleasure and comfort and hard to obtain (Shukla & Purani, 2012).
According to Lee, Ko, Lee, and Kim (2015), luxury products can be broadly defined as nonessential items or
services that provide their owner with pleasure and prestige related to rarity and uniqueness. Tynan,
McKechnie, and Chhuon (2010) define luxury products as “high quality, expensive and non-essential products
and services that appear to be rare, exclusive, prestigious, authentic and offer high levels of symbolic and
emotional/hedonic values through customer experiences” (p. 1158).
The idea of luxury should take both tangible and intangible factors into consideration. That is, while bringing
objective, measurable benefits to the consumers, the luxury products or services also contain financial and
functional values represented by price, quality and usability (Wiedmann et al., 2009). Owing to its intrinsic
characters of lower quality/price and price/functionality compared with its counterparts, luxury goods and
services have other values which help to rationalize the purchase decisions. Through possessing a luxury good
or having a luxury experience, consumers can express their self-identities and gain affective and emotional
contentment, which cannot be obtained from necessity purchase (Chen & Lamberti, 2015).

Conceptual Frameworks of Luxury Value Perception
Luxury goods and services is one of the fastest growing and most profitable market. However, it is held by
many researchers that luxury value perceptions are still poorly comprehended (Brun & Castelli, 2013; Jung
Choo, Moon, Kim, & Yoon, 2012; Wiedmann et al., 2009). The research on luxury consumption started with
Veblen (1899)’s pioneer work of “Theory of the Leisure Class”. In his book, Veblen attributes luxury
consumption to the conspicuous nature of luxury consumption and asserts that the primary driver behind
luxury purchases are to acquire corresponding social status by showing off the expensive products as signals
of wealth and prestige. The “Veblen effect” (Veblen, 1899) stands for a continuous cycle between the rising
price and demand stimulated by luxury consumption. It is claimed there is a tendency for people to buy costly
goods to flaunt their affluence.
Veblen’s theory was further developed by Leibenstein (1950) by adding the “snob effect” (Leibenstein,
1950) and “bandwagon effect”. As the demand of upper-class’ pursuit for a luxury good increases, the
scenario of decreased demand for the same product from the lower-class buyers is known as the snob effect.
On the other hand, the bandwagon effect refers to a phenomenon of rising demand for a luxury product when
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perceived desirable by an increasing number of high-class consumers because many people imitate the
behaviors of upper-class consumers and celebrities (Leibenstein, 1950).
Besides conspicuousness and status factors, other early studies in luxury value perception were focused on
price and quality value perception (Naylor & Frank, 2001; Uggla, 2017). In order to improve the
understanding of luxury value perceptions, an increasing number of studies put their efforts into conceptual
frameworks. Vigneron and Johnson (2004) proposed a theoretical framework for the brand-luxury construct,
known as Brand Luxury Index (BLI) scale using data collected from a student sample in Australia. Five
perceived dimensions (conspicuousness, uniqueness, quality, hedonic and extended self) of a luxury brand
was classified into two categories (non-personal and personal perceptions) to represent the distinguishable
disposition of luxury brand versus non-luxury brands (Vigneron & Johnson, 2004).
Smith and Colgate (2007) presented a new conceptual framework emphasizing customer value creation as a
vital task for marketers. The four major value dimensions that can be created by organizations are
functional/instrumental value, experiential/hedonic value, symbolic/expressive value, and cost/sacrifice value
(Smith & Colgate, 2007). Utilitarian/functional value refers to the extent to which a product (good or service)
has the desired characteristics, is useful, or performs a desired function. Hedonic consumption is concerned
with facets of consumer behavior that relate to multi-sensory, fantasy and emotive aspects of one's experience
with products. While hedonic consumption focuses on providing a heightened emotional experience and
satisfaction from products, utilitarianism focuses on rational purpose (Babin, Darden, & Griffin, 1994).
Symbolic/expressive value relates to the idea that luxury provides a means for consumers to express
themselves. Consumers often attach a special psychological meaning to one particular luxury item (Tsai,
2005). Price perception plays both a positive and negative role when evaluating luxury brand perception. In
case of a luxury product, the higher cost of acquisition elevates the luxury brand’s uniqueness and desirability.
Similarly, prestige-seeking consumers desire by acquiring higher price products depending on their
uniqueness and luxury perception which varies by cultural group. In other words, what is unique or luxury in
China may or may not be perceived as a luxury item in the United States (Cronin, Brady, & Hult, 2000).
Based on the brand luxury index (BLI) established by Vigneron and Johnson, Wiedmann et al. (2009)
initiated another multidimensional framework with four latent aspects including social value (conspicuous
value, prestige value), functional value (usability value, quality value, and uniqueness value), individual value
(self-identity value, hedonic value and materialistic value) and financial value (price value).
Another study carried out by Shukla and Purani (2012) provides empirical support to the much
conceptualized but not-yet-tested framework of luxury value perceptions in cross-national context. Using five
distinct parameters, the study compares the luxury value perceptions among British and Indian consumers.
Symbolic/expressive value is further divided into two aspects (self-directed and other-directed values) to test
the perception differences in individualist and collectivistic societies. As the finding indicated, Indian
consumers showed heavy reliance on other-directed symbolic/expressive values than British consumers,
which can be explained by the family and group-oriented culture common in India.

Culture and Luxury Value Perceptions
As Briley and Wyer (2001) declared, people often rely on standards provided by both socially learned
norms and values to guide their judgments and behavioral decisions. Therefore, comprehension of norms and
values that permeate different societies can help to understand the reason of different social and nonsocial
behaviors. Cross-cultural studies are stemmed from the recognition of this possibility (Briley, Morris, &
Simonson, 2000).
A widely accepted metaphor that has been used to explain cultural influences on consumer cognition is that
cultural knowledge is a lens that colors people’s perception of objects and messages in the environment
(McCracken, 1986). Most studies have envisioned cultural knowledge in terms of highly general attitude- or
value clusters, such as individualism-collectivism (Shavitt & Han, 1994; Triandis, 1989).
Wong and Ahuvia (1998) attempted to draw the researcher’s attention from Western-embedded cultural
values to the influence of Confucian collectivism on consumption in Southeast Asia. Five aspects of the
Confucian collectivism tradition were identified of high relevance to luxury consumption. They are
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interdependent self-concepts, the balance between individual and group needs, hierarchy, the legitimacy of
group affiliations and humility. The findings indicate that east Asians prefer to consume public and visible
luxury, which reflects the values that an interdependent-self place on social conformity in a materially
focused, family-oriented, and hierarchical culture. One example outside of luxury hotel consumption or spa
services are purchases of Louis Vuitton handbags that retail in excess of $2000. The greater the popularity of
the handbags, the greater the “bandwagon affect” on Chinese women.
Markus and Kitayama (2010) further decoded the relationship between cultures and selves from the
psychological perspective and concluded it as a “cycle of mutual constitution”. He gave very precise
descriptions on the circulating relationship in the following statements. “A self is the ‘me’ at the center of
experience - a continually developing sense of awareness and agency guides actions and takes shape as the
individual, both brain and body, becomes attuned to various environments. Selves incorporate the patterning
of their various environments and thus confer culture-specific form and function the psychological processes
they organize (e.g., attention, perception, cognition, emotion, motivation, interpersonal relationship, group). In
turn, as selves engage with their sociocultural contexts, they reinforce and sometimes change the ideas,
practices, institutions of these environments.” In a society where independent schema dominates the culture,
the social relations put emphasis on the individuals’ own thoughts, feelings and actions to realize the personal
goals of participating individuals. In contrast, in an interdependent society, people tend to depend more on the
significant others or the social groups to form their thoughts, expectations and realize their personal values. In
other words, it is most likely to find independent selves in the individualist cultures, and interdependent selves
in collectivistic ones.
Recently, there is a paradigm shift from the dispositional approach to more dynamic views of culture
knowledge. Briley et al. (2000) argued that these dispositional models fail to capture the influences of culture
on cognition. proposed a dynamic approach that views culture knowledge as a “prism or telescope” (Briley et
al., 2000) comprising categories, beliefs, and decision principles that impact people’s perception and judgment
only when it is activated. In addition, Briley and Aaker (2006) suggested that consumers’ purchase decisions
will be influenced by culture only when they are required to provide reasons for their choices, and other
factors such as personal knowledge and situational influence should be taken into consideration as well. Last,
they found American and East Asian consumers differ in their tendency toward compromise options (e.g.,
price and quality) when they face a product choice problem that requires them to provide reasons.
When taking culture into consideration, the research on luxury value perceptions becomes even more
complex and interesting. Cultural differences are acknowledged as one of the most critical factors on luxury
consumption (Ochkovskaya, 2015; Wu, Chaney, Chen, Nguyen, & Melewar, 2015; Yoon & Oh, 2016).
Luxury perception varies between consumers in the United Kingdom and India even when the same luxury
products and services are considered (Shukla & Purani, 2012).
Godey et al. (2013) compared young people’s perception of luxury brands from six diverse countries. This
article was based on an empirical study among 233 respondents. Strong cross-cultural differences were
confirmed in the perception of luxury as a multi-faceted concept. It is demonstrated from the findings that
young consumers relations with luxury brands is based much more on rational concepts than on emotional
ones. Luxury goods are seen as desirable and a sign of achievement by young people. Exclusivity and prestige
are two common values that are recognized as being closely correlated to the luxury perception.
In order to compare the effect on consumers’ perceptions and purchasing intensions across cultures,
researchers ((Shukla & Purani, 2012; Wong & Ahuvia, 1998)) suggest leveraging cultural domains from Hall
(1976), Trompenaars and Hampden-Turner (1998) and Geert Hofstede (1991)’s works. Among those theories,
Hofstede's cultural framework has been applied widely to understand impact of cultural differences in the
global marketplace. According to the results from cultural comparison tool based on Geert Hofstede (2013)’
six cultural dimensions, China and US have distinct scores in many cultural dimensions, especially
individualism (20 vs. 91), power distance (80 vs. 40), long term orientation (87 vs. 26) and indulgence (24 vs.
48). Hofstede’s study focuses mainly on the dimensions of individualism, power distance and indulgence.
Regarding individualism, among Americans, individuals are expected to make priority of taking care of
themselves and their immediate families without respect to the impact on the group or community-at-large.
Americans are characterized as “not caring about others’ opinions towards themselves”. They give priority to
personal goals and seek variety and personal pleasure. However, in China, individuals can expect their
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relatives or members of a “inner group” to look after them in exchange for unquestioning loyalty. Chinese put
great emphasis on others’ expectations and opinions toward themselves (Geert Hofstede & Minkov, 2010).
When combining with Markus and Kitayama (2010)’s theory, it becomes obvious that US is a highly
individualist society where individuals have independent self concepts while China features collectivistic
culture with people who comply with interdependent self constructs.
In the US, people strive to equalize the distribution of power and demand justification for inequalities of
power (Geert Hofstede, 1984). There seem to be no connection between luxury consumption and power
distance. Nevertheless, since power distance in China is comparatively big, Chinese accept a hierarchical
order in which everybody has a place and which needs no further justification (Geert Hofstede, 1980).
Possessing of luxury goods and services is a symbol of the wealthy status, which somehow demonstrates the
individual’s capability achievement. In certain business and social occasions, the publicly visible luxury
products are considered as a means to enhance probability of successful business deals and affirm the
belonginess to upper-class (Chen & Lamberti, 2015).
The dimension of indulgence is defined as the extent to which people try to control their desires and
impulses, based on the way they were raised (Geert Hofstede, 2013). Relatively weak control is called
“Indulgence” (Geert Hofstede & Minkov, 2010) and relatively strong control is called “Restraint” (Geert
Hofstede & Minkov, 2010). Cultures can, therefore, be described as indulgent or restrained (Geert Hofstede,
1991). The United States scores as an Indulgent (68) society on the sixth dimension. This, in combination with
a normative score, is reflected the proverb of work hard and play hard. Americans spend money on luxury
products to exchange for the hedonic value of indulgent experience. On the contrary, China is a restrained
society with a tendency to cynicism and pessimism as can be seen in its low score of 24 in this dimension.
Further, in contrast to Americans, Chinese do not put much emphasis on leisure time and control the
gratification of their desires. They tend have the perception that their actions are restrained by social norms
and feel that indulging themselves is somewhat wrong. Thus, the justification of functionality of the luxury
products helps to ease the feeling of guiltiness.
On the ground of the theoretical and empirical contributions outlined so far, it can thus be noted that there is
a lack of in cross-cultural research on the value perception of luxury services in hotel industry focusing on the
two biggest luxury consumption groups, Americans and Chinese. Experiences in luxury hotels share the
characteristic of service to be intangible, and cannot be counted, tested or measured before transaction. Unlike
purchasing luxury products, consumers do not have enough tangible evidence (taste, touch, color, fitness) to
make quality evaluation on luxury service (Parasuraman, Zeithaml, & Berry, 1984).

Research Questions and Methodology
Research Methodology and Process
The purpose of this exploratory research (Eisenhardt, 1989) is to explore the similarities and differences in
value perceptions of luxury hotels between American and Chinese consumers. The study is based on the
grounded theory proposed by Corbin and Strauss (1967). We start our research with the collection of
qualitative data. By reviewing the data and repeated ideas, we form new concepts and group them into
categories as the basis for new theory.
We adopt the phenomenological approach (Moustakas, 1994) by conducting semi-structured interviews to
explore the perceptions of luxury hotels based on the past experience of American and Chinese consumers.
Six Americans and six Chinese were selected as interviewees based on convenience. In order to obtain
internally valid responses from the participants, all the English interview materials were translated and backtranslated by different and independent translators into Chinese (Brislin, 1970). The draft interview protocol
and questions were presented to and screened through the academic experts in international business
discipline. Before asking questions, the interview protocol with research purpose and general definition of
“luxury” was provided to each of interviewees. Then, they were asked to sign the consensus forms to confirm
their agreement of participation and being audio-recorded. Field notes were taken as supplementary
documents to the voice recordings. The responses derived from the interview transcripts were summarized in
a spreadsheet to make it easy for comparison.
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Research Questions
This research aims to fill in the gap in comparing the value perceptions of luxury hotels among Americans
and Chinese under the influence of their distinct cultures. More specifically, the following research questions
are developed:
Q1: Are the perceptions of luxury hotels among American and Chinese consumers align with the theoretical
interpretations developed by scholars?
Q2: What are the elements that characterize similar perception of luxury hotels between Chinese and
American consumers?
Q3: What are the elements that characterize different perception of luxury hotels between Chinese and
American consumers?
Findings
All ten interviewees experienced luxury hotels as recent as March 2019 along with experiences in 2016.
There were five Chinese participants and five Americans ranging in age from 30-75. Overall, there was a
desire and willingness to invest in luxury hotel experiences despite significant cultural differences and past
disappointments.
The first participant was a female Chinese at the age of 30’s who resides in Shanghai, China. Her
interpretation of “luxury” is an unnecessary, pricy item that can bring you “face”, pleasure and comfort. In
2017, she spent two and half month at a luxurious postnatal care resort at Los Angeles. She considers the
place luxury mostly because of the high price ($500 per day) she paid during her lengthy stay. Her
consumption decision was made from word of mouth referrals. Due to a lack of information on postnatal
resorts in the US, she relied on the recommendations to provide her options. Considering the great geographic
and cultural distance, it was her belief that interpersonal connections are more reliable than any other source
of information (eg. online websites, multimedia advertising). The most impressive luxury experience was
several luxury shopping tours for all the guests with young families or pregnant women buying for their newborn babies that the resort owner arranged with a local tourism agency.. Overall, she was not very satisfied
with the luxury resort, especially because she had to pay triple the “going” price for similar-standard
postnatal resort in Shanghai. According to her, the resort did not have a standardized management system that
was conducive to consistent or quality customer service. The resort failed to offer customized services she
expected such as providing diet options to the expectant Moms with guidance from professional nutritionists.
The second Chinese participant was a 35 years old male who moved from Shanghai, China to Jacksonville,
US last year. His concept of “luxury” are products with well-recognized superior brands, that are not
affordable by the majority of travelers. He spent two nights at a JW Marriott Hotel in China in 2016. His
hotel decision was made based on relatively complex criteria with detailed attention being paid to brand
perception (eg. Marriott, Hilton, Ritz Carlton), amenities (eg. chandeliers, bathroom with branded appliance),
location (eg. A premium location along the Bund), and service (individual butler service). In general, his
satisfaction with Marriott stay derives from their friendly service, quality breakfast, dining environment,
convenient location, and amenities such as a spa, sonar and swimming pool. However, he lamented that as a
luxury hotel, JW Marriott should pay more attention to service details.
Another participant is a male American at the age of 50s who travels frequently between US and Asia every
year. He classified his luxury experience into two categories: business-oriented and family-oriented. He also
pointed out a different perception of luxury hotel brands among Chinese and Americans. For instance,
Marriott is regarded as a luxury hotel brand in China, while it is inferior to Ritz Carlton or the Four Seasons
for most Americans. In the past 12 months, the interviewee has stayed at Marriott for 78 nights and Ritz
Carlton for two nights. For business tours, he looks for convenience, possibility to be upgraded to a better
room based on his status. However, his feedback of luxury hotel perception was given mainly based on his
experience with Ritz Carlton. The word “luxury” refers to “another level of service” in the hotel, which was
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reflected in every detail including personal assistance in parking, bellman waiting when check-in, and welldressed staff. The hotel could better fulfill his expectations with customized and differentiated service.
Another female American was in her late 20s. Unlike the other 10 participants, she was exceptionally
satisfied with her luxury hotel experience. She spent one luxury night at Hotel Neptune in Germany in 2018.
When making hotel reservation, she was looking for an exclusive place for couples without too many guests.
Her satisfaction can be attributed to the high-end property and customized service she received. She
commented that the luxury experience started even before they entered the hotel gate. “I don’t know how, but
they just knew who I was and what I expected.”
Several Americans who participated in the interviews complained of a lack of specialization and
customization to their specific tastes and preferences. When a property went to lengths to meet the perceived
needs the respondents were pleased but not delighted. To get to the level of delight something unexpected
such as a welcome gift, special room arrangement, or activity was provided or offered as an “extra” benefit.
Discussions
When comparing the responses from the ten interviewees, it can be concluded that the previous theoretical
interpretations developed by scholars apply to the perceptions of luxury hotels among American and Chinese
consumers. First, both similarities and differences can be found in the value perceptions among the two social
groups. Exclusivity or customization appears to be commonly shared values in any luxury hotel experience.
However, exclusivity has very different meanings for Chinese versus Americans.
Americans connect the concept of luxury with being customized to your specific tastes and desires. . For
Chinese, in order to be recognized as luxury, the hotel must be only affordable to a small group of people. The
capability to stay at the luxury hotels gives you “face” and is symbol to show the belonginess to the upperclass of society. That explains why premium brand value is of higher importance in China than in the United
States. Thus, it can also be said that luxury hotel perception of Americans is influenced more by the selfdirected symbolic value. Choice of luxury hotels reflects one’s lifestyle and tastes and is all about personal
preferences. On the other hand, symbolic value provides the primary explanation for Chinese purchase
intention of luxury hotels. Chinese form their perception of luxury hotels according to their own social group
or other people’s value, brand recognition, and personal recommendations.
Secondly, because of the intangible characteristics surrounding level of service as the essential component
of luxury hotel consumption, both American and Chinese put greater emphasis on the experiential/hedonic
value than functional value. Chinese care more about the tangible components of their luxury hotel purchase,
such as food quality, location, and amenities, whereas the intangible component of service is the highest
component for Americans when choosing a luxury property. Customized and differentiated service is
identified as a key expectation from both consumer groups. Third, Chinese are more sensitive to the cost value
because “high price” is mentioned by all the Chinese participants when referring to the concept of choosing a
luxury hotel.

Conclusion
In this paper, we explored the value perceptions of luxury hotels among two major consumer groups,
Americans and Chinese. The study utilizes one qualitative research method, phenomenological approach,
supported by in-depth interviews conducted among ten individuals from two of the most influential customer
groups representing the world’s largest economies. According to the research results, culture differences act as
a moderator for value perceptions of luxury hotels among both American and Chinese consumers. Coming
from the individualistic culture with an independent self-concept, Americans demonstrate strong self-directed
expressive value and hedonic value in their value perception of luxury. On the other hand, Chinese who live in
a collectivistic culture with great power distance tend to be affected by other-directed symbolic values and
equate the cost to the value they place on luxury hotels.
The present study contributes to the existing knowledge in three ways. First, it fills a gap of cross-cultural
studies on value perceptions from the two biggest luxury consumption groups (Americans and Chinese) in the
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hotel industry. Second, it takes consideration of individualism and collectivism, independent self-concepts and
interdependent self-concepts to analyze research findings. Third, it suggests a reorganization of the conceptual
framework to split functional value into tangible and intangible components. Brand value, which is missing
from the previous literature but identified as great importance by Chinese consumers, should be added to the
framework for future empirical studies.
Due to the exploratory and qualitative nature of this paper, the summary drawn from the discussion section
could not be statistically generalized. Future empirical studies of bigger sample size can be conducted with
randomly selected individuals from various cities of both countries. Besides the cultural dimension of
individualism and power distance, other dimensions as indulgence, delight versus satisfaction, and long-term
orientation could be incorporated into the conceptual model. Further research comparing multiple
industrialized and developing countries which are growing in consumption of hotel luxury will provide more
industry insights and make the results more generalizable to global trends.

References
Babin, B. J., Darden, W. R., & Griffin, M. (1994). Work and/or fun: Measuring hedonic and utilitarian
shopping. Journal of Consumer Research, 20(4), 644.
Briley, D. A., & Aaker, J. L. (2006). When Does Culture Matter? Effects of Personal Knowledge on the
Correction of Culture-Based Judgments. JMR, Journal of Marketing Research, 43(3), 21.
Briley, D. A., Morris, M. W., & Simonson, I. (2000). Reasons as carriers of culture: Dynamic versus
dispositional models of cultural influence on decision making. Journal of Consumer Research, 27(2),
157-178.
Briley, D. A., & Wyer, R. S. (2001). Transitory Determinants of Values and Decisions: The Utility (or
Nonutility) of Individualism and Collectivism in Understanding Cultural Differences. Social
Cognition Social Cognition, 19(3), 197-227.
Brislin, R. W. (1970). Back-Translation for Cross-Cultural Research. Journal of Cross-Cultural Psychology,
1(3), 185-216. doi:10.1177/135910457000100301
Brun, A., & Castelli, C. (2013). The nature of luxury: a consumer perspective. IJRDM International Journal
of Retail & Distribution Management, 41(11-12), 823-847.
Chen, S., & Lamberti, L. (2015). Entering the dragon's nest: exploring Chinese upper-class consumers'
perception of luxury. Qualitative Market Research, 18(1), 4-29.
Corbin, J., & Strauss, A. (1967). The discovery of grounded theory: Strategies for qualitative research. New
York: Aldine De Gruyter.
Cronin, J. J., Brady, M. K., & Hult, G. T. M. (2000). Assessing the effects of quality, value, and customer
satisfaction on consumer behavioral intentions in service environments. Journal of Retailing, 76(2),
193-218.
D’Arpizio, C., Levato, F., Kamel, M.-A., & Montgolfier, J. d. (2017, December 22, 2017 ). Luxury Goods
Worldwide Market Study, Fall-Winter 2017. Retrieved from
http://www.bain.com/publications/articles/luxury-goods-worldwide-market-study-fall-winter2017.aspx
Eisenhardt, K. M. (1989). Building Theories from Case Study Research. The Academy of Management
Review, 14(4), 532-550. doi:10.2307/258557
Godey, B., Pederzoli, D., Aiello, G., Donvito, R., Wiedmann, K.-P., & Hennigs, N. (2013). A cross-cultural
exploratory content analysis of the perception of luxury from six countries. The Journal of Product
and Brand Management, 22(3), 229-237.
Hall, E. T. (1976). Beyond culture. Garden City, N.Y.: Anchor Press.
Hofstede, G. (1980). Culture's consequences: International differences in work-related values: Sage
Publications, Inc.
Hofstede, G. (1984). The Cultural Relativity of the Quality of Life Concept. Academy of Management. The
Academy of Management Review, 9(3), 389.
Hofstede, G. (1991). Cultures and Organizations: Software of the mind. In: McGraw-Hill.
237

Hofstede, G. (2013). Culture's consequences : comparing values, behaviors, institutions, and organizations
across nations. Thousand Oaks, Calif. [u.a.]: Sage.
Hofstede, G., & Minkov, M. (2010). Cultures and organizations : software of the mind. Maidenhead:
McGraw-Hill.
Jung Choo, H., Moon, H., Kim, H., & Yoon, N. (2012). Luxury customer value. jfmm Journal of Fashion
Marketing and Management: An International Journal, 16(1), 81-101.
Lee, M., Ko, E., Lee, S., & Kim, K. (2015). Understanding Luxury Disposition. MAR Psychology &
Marketing, 32(4), 467-480.
Leibenstein, H. (1950). Bandwagon, Snob, and Veblen Effects in the Theory of Consumers' Demand. The
Quarterly Journal of Economics The Quarterly Journal of Economics, 64(2), 183.
Markus, H. R., & Kitayama, S. (2010). Cultures and Selves: A Cycle of Mutual Constitution. Perspectives on
Psychological Science, 5(4), 420-430.
McCracken, G. (1986). Culture and Consumption: A Theoretical Account of the Structure and Movement of
the Cultural Meaning of Consumer Goods. Journal of Consumer Research, 13(1), 71.
Mohsin, A., & Lockyer, T. (2010). Customer perceptions of service quality in luxury hotels in New Delhi,
India: an exploratory study. ijchm International Journal of Contemporary Hospitality Management,
22(2), 160-173.
Moustakas, C. E. (1994). Phenomenological research methods.
Naylor, G., & Frank, K. E. (2001). The effect of price bundling on consumer perceptions of value. jsm
Journal of Services Marketing, 15(4), 270-281.
Ochkovskaya, M. (2015). Perception and Consumption of Global Luxury Brands in Russia and Romania:
Comparative Cross-Cultural Aspects. management dynamics in the knowledge economy, 3(2).
Parasuraman, A., Zeithaml, V. A., & Berry, L. L. (1984). A conceptual model of service quality and its
implications for future research. Cambridge, Mass.: Marketing Science Institute.
Podoshen, J. S., Li, L., & Zhang, J. (2011). Materialism and conspicuous consumption in China: a crosscultural examination. IJCS International Journal of Consumer Studies, 35(1), 17-25.
Shavitt, S., & Han, S.-p. (1994). Persuasion and culture: Advertising appeals in individualistic and
collectivistic societies. Journal of Experimental Social Psychology, 30(4), 326.
Shukla, P., & Purani, K. (2012). Comparing the importance of luxury value perceptions in cross-national
contexts. Journal of Business Research, 65(10), 1417.
Smith, J. B., & Colgate, M. (2007). Customer Value Creation: A Practical Framework. Journal of marketing
theory and practice., 15(1), 7-24.
Sun, G., D'Alessandro, S., & Johnson, L. W. (2016). Exploring Luxury Value Perceptions in China: Direct
and indirect effects. International Journal of Market Research, 58(5), 711.
Triandis, H. C. (1989). The Self and Social Behavior in Differing Cultural Contexts. Psychological Review,
96(3), 506.
Trompenaars, A., & Hampden-Turner, C. (1998). Riding the waves of culture : understanding cultural
diversity in global business. New York: McGraw Hill.
Tsai, S.-p. (2005). Impact of personal orientation on luxury-brand purchase value: an international
investigation. International Journal of Market Research, 47(4), 429-454.
Tynan, C., McKechnie, S., & Chhuon, C. (2010). Co-creating value for luxury brands. Journal of Business
Research, 63(11), 1156-1163. doi:https://doi.org/10.1016/j.jbusres.2009.10.012
Uggla, H. (2017). The Price of Luxury. IUP Journal of Brand Management, 14(2), 57-63.
Veblen, T. (1899). The theory of the leisure class. New York: A.M. Kelley, Bookseller.
Vigneron, F., & Johnson, L. W. (2004). Measuring perceptions of brand luxury. Journal of Brand
Management, 11(6), 484-506.
Wiedmann, K.-P., Hennigs, N., & Siebels, A. (2009). Value-based segmentation of luxury consumption
behavior. MAR Psychology & Marketing, 26(7), 625-651.

238

Wong, N. Y., & Ahuvia, A. C. (1998). Personal taste and family face: Luxury consumption in Confucian and
western societies. MAR Psychology & Marketing, 15(5), 423-441.
Wu, M.-S. S., Chaney, I., Chen, C.-H. S., Nguyen, B., & Melewar, T. C. (2015). Luxury fashion
brands_Taiwai. QMR Qualitative Market Research: An International Journal, 18(3), 298-319.
Yang, S., & Stening, B. W. (2016). Antecedents of materialism in China intergenerational analysis. IJCS
International Journal of Consumer Studies, 40(6), 701-711.
Yang, W., & Mattila, A. S. (2016). Why do we buy luxury experiences?: Measuring value perceptions of
luxury hospitality services. Int. J. Contemp. Hosp. Manage. International Journal of Contemporary
Hospitality Management, 28(9), 1848-1867.
Yi-Cheon Yim, M., L. Sauer, P., Williams, J., Lee, S.-J., & Macrury, I. (2014). Drivers of attitudes toward
luxury brands. IMR International Marketing Review, 31(4), 363-389.
Yoon, S., & Oh, J.-C. (2016). A cross-national validation of a new retail customer equity model. IJCS
International Journal of Consumer Studies, 40(6), 652-664.

239

Communicating Dimensional Trust in a Pure Online Store: A Structured
Abstract
Varinder M. Sharma,
Eberly College of Business and Information Technology
Indiana University of Pennsylvania
Indiana, USA
Email: sharma@iup.edu
Brij Mohan Sharma, Ex-Chief Manager
Punjab & Sind Bank
New Delhi
India Email: brijmohansharma.bms@gmail.com
ABSTRACT
The primary focus of pure online retail stores is to create enough trust perception (TP) among first
time visitors to lessen their risk perception and an unfavorable attitude toward them (Heijdn and
Verhagen 2004). All three dimensions of website trust-integrity, ability, and benevolence-contribute
toward overall TP; lacking on any dimension may undermine TP (Mayer and Davis 1999). The
current literature suggests that certain website features can communicate instantaneous trust
perception. What remains, however, unexplored is the differential impact of website features on
specific trust dimensions. In the absence of such knowledge, it is difficult for pure online stores to
adjust website features to communicate the desired level of their trustworthiness and for scholars to
precisely diagnose and rectify their TP problem. The study fills this gap by first categorizing
disparate website features into four categories and then exploring their impact on the trust
dimensions in pure online retail websites. The results indicate the differential impact of feature
categories on the trust dimensions, thereby revealing new insights into the theory and practice of
achieving targeted trust perception in online retail stores. The study describes limitations and offers
meaningful scholarly and managerial implications.
Keywords: Trust dimensions, benevolence, integrity, ability, unfamiliar websites, pure online retail
stores, classification of website features, targeted trust.
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INTRODUCTION
Whereas communicating trustworthiness to visitors to online extensions of physical stores is
relatively easy; it is far more difficult for pure online firms (Jarvenpaa et al. 2000) as most of them
remain relatively less familiar. For such firms, lack of trust perception (TP) is the greatest barrier
impeding first time consumers from conducting transactions (Urban at al. 2009). If pure online stores
can communicate and maintain TP, they may be able to develop a competitive advantage in
consumer acquisition and retention (Beldad et al. 2010). Therefore, the primary focus of pure retail
websites is to create sufficient TP among first time visitors; lack of which is likely to heighten
consumer risk perception resulting in unfavorable attitude toward them (Heijdn and Verhagen 2004).
All three dimensions of website trust--integrity, ability, and benevolence (Schlosser et al. 2006)contribute toward overall TP; lacking on any dimension may undermine TP (Mayer and Davis 1999).
The current literature suggests that certain website features can communicate instantaneous TP.
What remains, however, unexplored is the differential impact of website features on specific trust
dimensions. In the absence of such knowledge, it is difficult for pure online stores to adjust website
features to communicate the desired level of trustworthiness and for scholars to precisely diagnose
and rectify the TP problem. The study fills this gap by analyzing the impact of website features on
the trust dimensions in pure online retail websites.
RESEARCH METHODOLOGY
First, we meaningfully categorize disparate trust communicating website features using Hunt’s
(1991) criteria and then explore their impact on the trust dimensions. The feature categories are:
Authenticity features (AF): website features that are likely to give an impression of genuineness of
the site even to a first-time visitor. The seven features included are professional looks, attractiveness,
multimedia features, high quality graphics, company name and logo in bold letters (depicted on the
homepage and all other pages), organization, and security Logo. Company accessibility features
(CAF) entail various ways consumers can access an online firm. The six features in this category are
contact information (such as email and contact phone number), social networking links, ease of
access, customer support, active links, and availability. Information quality features (IQF) entail
features that are expected to highlight the quality of website information to help consumers make
decisions. The four features included in this category are usefulness of contents, completeness of
contents (such as product and purchase relevant information), currency and accuracy of website
information. Website usage-related features (WUF) covers four domains: testimonials from previous
buyers and clearly state of terms of use, privacy policies, FAQs.
We think that the four categories of website features: authenticity, company accessibility,
information quality, and website usage-related features would help the first-time visitor to develop
adequate perception of ability, integrity, and benevolence trust dimensions in an unfamiliar website.
Guided by the assumption that to varying degrees all four feature categories impact all three
dimensions of trust, Figure 1 depicts the conceptual model with the authenticity, company
accessibility, information quality, and website usage-related website feature categories as
independent variables and the three trust dimensions of website ability, benevolence, and integrity as
the three dependent variables.
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Website Features Categories and Website Trust Dimensions
AF
Website Ability

CAF
Website Integrity

IQF

Website
Benevolence
WUF

Data Gathering
Given the objectives of this study, we undertook the following steps to ensure that the selected
website satisfies condition of unfamiliarity. Firstly, the participants should be first time visitors to the
selected website (though they have some prior online shopping experience). Since the participants
are graduate students of an Indian university, the website selected should be unknown to them but at
the same time should be like a typical retail website. Second, the website should be a pure online
firm. In this context, we decided to go for a relatively newly born daily deal website. We considered
these students relevant to the study, as they are active in online shopping. The survey instrument was
constructed using a five-point Likert scale with 1=strongly agree, 2=agree, 3=neither agree nor
disagree, 4=disagree, and 5=strongly disagree. The survey also included Schlosser, White, and
Lloyd’s (2006) scale of trust dimensions and the demographic section asking participants’
information on gender and online shopping frequency. The participants were instructed to visit the
selected website and record their perceptions on each item of the questionnaire and return it after
completion within a week. In return, the participants earned extra class credit for submitting the
completed task. A total of 173 completed responses were obtained. Using the SPSS tool for outlier
detection, three responses were rejected thereby leaving 170 usable responses for the study.
Data Analysis
The reliability analysis of Schlosser, White, and Lloyd’s (2006) scale and for each website features
category resulted in Cronbach’s alpha greater than 0.7 for all scales. The factor analysis using the
principle component analysis and varimax rotation identified the underlying factors with eigen
values greater than one. The KMO measure of sampling adequacy for the features was 0.893 and for
the TP dimensions was 0.836; both were significant (p = 0.000). Next, the data was subjected to
multiple regression analyses with specific a trust dimension as the dependent variable for each
model. The four independent factors for all three models are X1 =Authenticity features (AF), X2 =
Company Accessibility features (CAF), X3 = Information Quality features (IQF), and X4 =Website
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Usage-related Features (WUF). Whereas β0 is the constant, β1, β2, β3 and β4 are the regression
coefficients of the independent factors for all models resulting in three seemingly unrelated
regression models, and ϵ is an error term with zero mean. The resulting regression equations for the
three models are:
Model 1:

Website Ability = β0 + β1AF + β2 CAF + β3 IQF + β4 WUF + ϵ

Model 2:

Website Integrity = β0 + β1AF + β2 CAF + β3 IQF + β4 WUF + ϵ

Model 3:

Website Benevolence= β0 + β1AF + β2 CAF + β3 IQF + β4 WUF + ϵ

We are aware that running several independent multiple regressions in a model can increase the
possibility of Type I error (Hair et al. 2009). However, according to Menon et al. (1999), such a
method is appropriate for testing the impact of a set of independent variables on each dimension of a
multidimensional dependent variable if the potential of increasing Type I error is minimum.
Following their guidance, we conducted the canonical correlation analysis using all independent and
dependent factors and found the results of omnibus canonical correlation to be significant (Wilks’
lambda = 0.376, F = 81.18, p < 0.0001) thereby indicating the minimum potential of type I error
increase. Therefore, in line with Menon et al. (1999), the use of three multiple regressions in this
study is justified. Table 1 depicts the results of the stdudy.
Table 1
Results of Website Feature Categories on Trust Dimensions
-----------------------------------------------------------------------------------------------------------------Model

Goodness of Fit

Beta Value

Significance

-----------------------------------------------------------------------------------------------------------------Model 1: Dependent variable : Website Ability
Multiple R = 0.748; R square= 0.559; F = 59.008
Independent Variables

0.000

AF

0.456

0.000

CAF

0.545

0.000

IQF

0.231

0.000

WUF

0.031

0.531

Model 2: Dependent variable : Website Integrity
Multiple R= 0.575; R square= 0.331; F = 22.991
Independent Variables

0.000

AF

0.358

0.000

CAF

0.375

0.000

IQF

0.241

0.000
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WUF

0.066

0.273

Model 3: Dependent variable : Website Benevolence
Multiple R = 0.526; R square = 0.277; F = 17.778
Independent Variables

0.000

AF

0.279

0.000

CAF

0.321

0.000

IQF

0.248

0.000

WUF

0.062

0.003

--------------------------------------------------------------------------------------------------------------------DISCUSSION OF RESULTS
First, for all three models, the regression coefficients indicate that the AF have the strongest impact
on communication of website ability, followed by that of integrity and benevolence to visiting
consumers suggesting that the websites with this category of features exhibits differential impact on
trust dimensions of the website. Second, the regression coefficients for the CAF indicate that they
exhibit strongest impact on communication of website ability, followed by integrity, and
benevolence. Once again, the implication is that a website having appropriate CAF differentially
communicates all three dimensions of TP of the website. Taken together, these two categories of
features significantly but differently communicate the ability, integrity, and benevolence dimensions
of trust to the first-time website visitor. The third category of features, IQF also significantly
communicates the trustworthiness of the website. The regression coefficients for the benevolence,
integrity, and ability dimensions though smaller than the AF and CAF feature categories yet create
almost similar impact on perception of trust dimensions. That is, a website providing high quality
information signals visitors high trustworthiness on all three dimensions. This result finds
corroboration in (Kim et al. 2008). Lastly, the WUF features exhibit significant impact only on the
benevolence dimension of website trustworthiness but no impact on the ability and integrity
dimensions, which suggests that the WUF features such as customer testimonials and FAQs only
communicate benevolence of the website. That is, visitors are likely to perceive an unfamiliar
website to have their interest at heart if it has well-developed FAQ contents and displays greater
number of testimonials from previous buyers.
Summing up, the results demonstrate that the different website feature categories exhibit
differential impact on first-time visitors’ perception of unfamiliar websites’ ability, integrity, and
benevolence dimensions of trust. Therefore, incorporation of high quality appropriate features is vital
for communicating trust on each dimension and hence overall TP. Though exploratory, these results
provide significant insights into diagnosing website TP problems, isolating them, and developing
precise solutions.
Implications and Limitations
The study provides substantial contributions toward the theory and practice of instantaneous
development and maintenance of website TP. First, the study establishes that the different categories
of features affect the three trust dimensions differentially. Second, the study opens up research
opportunities for scholars in categorization of website features as well as development of diagnostic
tools for website trust problems. One limitation of the study is the use of student data from a
convenient sample. Given the objective of the study, this type of data is appropriate (Calder, Phillips
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and Tybout 1982); however, such data also limits the generalizability of the results to a larger
universe of websites. Notwithstanding this limitation, the study furnishes opportunities for future
studies to use random samples of online shoppers to enhance the generalizability of their results to a
larger universe of unfamiliar websites across industries such as airline and travel. Website builders
can use the results as suggestive for website building and modification. They can boost specific
dimension of TP by reinforcing the relevant category of features and likewise. We expect that the
results of this study are likely to open avenues for customization of website trust depending upon the
need of an online firm.
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Abstract
The significance of freelancing as an entrepreneurial activity has been sidelined owing to the lack of
clarity regarding its characteristics and scope. Therefore, freelancers are seldom considered
entrepreneurs and are perceived as semi-skilled professionals. However, technology-induced change
in lifestyles and the shift in the perceptions of employment have resulted in the blurring of lines
between the traditional and modern professions, and non-conventional employments, such as
freelancing are seen as plausible job choices. A review of existing research literature was undertaken
to explore the nuances of freelancing as an alternative to traditional employment and whether it can
be seen from an entrepreneurial perspective. Literature for the study was sourced from databases,
such as Google Scholar, EBSCOHost, ProQuest, JSTOR, etc., and reviewed to understand the
significance of freelancing as a form of entrepreneurship. The paper helps in understanding the
relevance of freelancing in the present times and the entrepreneurial role of freelancers.
Keywords: Freelancing, entrepreneurship, employment, business, skills, expertise.
Introduction
Academically, the term “freelance” has been used in the context of professionals from media and
other creative occupations who are not directly employed by any firm or organisation, i.e., they
function independently (Kitching and Smallbone, 2012; Frey, 2012). Despite the prejudiced notions
that associate freelancing with random odd jobs, it is indeed considered a legitimate form of
entrepreneurship (Turkina, 2018; Gandini, Bandinell and Cossu, 2017) and freelancers have been
gaining increased prominence in the last couple of decades (Gheorghe, 2015; Chepurenko, 2014)
with the emergence of modern forms of employments and change in the work-related priorities and
preferences across the globe (Cohen, 2017; Pehkonen, 2013). Further, freelancing is not considered
the forte of media and creative arts professionals alone and has been extended to include a variety of
professions, such as architecture, website designing and so on (Fachinger and Francus, 2015;
Chepurenko, 2015). However, freelancing has not yet been identified as a formal category of
employment and is being classified under self-employment (Styhre, 2019; Stanworth and Stanworth,
1997).
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Considering freelancing as a form of self-employment is problematic, as there is a thin, yet important
line between the two (Schwartz, 2018; Sanders, 2018). While both freelancing and self-employment
are indeed similar forms of entrepreneurship (Shevchuk and Strebkov, 2015; McKeown, 2015), they
are different in the sense that self-employment includes individual entrepreneurs who do not hire
employees and those who do hire workers or at least employ unpaid family labour (Baitenizov,
Dubina, Campbell, Carayanni and Azatbek, 2018). On the contrary, freelancing pertains to
individuals who operate entirely on their own (Jenner and Jenner, 2010; Gandini, 2016). Therefore,
freelancing is an interesting form of employment, as it intersects with the definitions of
‘entrepreneurship’ and ‘self-employment’ and all the three categories tend to complement one
another (Bogenhold, 2014; Jang, 2017).
Further, as freelancing has been used as an umbrella term to refer to a variety of activities, policy
makers find it difficult to consider it as an independent vocation, as a result of which the field has not
been accorded official recognition across the globe and even by the International Labour
Organisation (ILO) (Merz and Paic, 2016; Pongratz and Voß, 2003). However, in the recent times,
owing to the technology induced change in lifestyles, availability of ample opportunities and
perceptions of employment worldwide, there has been a sudden spurt in interest for selfemployment, which has resulted an increase in micro self-employment, more and more instances of
social mobility and destabilization, thinning of the line between self-employment and salaried
employment and an increase in people preferring unpredictable and unstructured jobs (Bound,
Rushbrook, Waite, Evans, Lin, Karmet et al., 2013). Owing to the above, freelancing, which more or
less conforms to all the four trends mentioned above is being considered a plausible employment
avenue (Thompson, Jones-Evans and Kwong, 2009; Stupnikova, Vanyashina and Serkova, 2015).
Under such circumstances, one would begin to wonder if freelancing, which has so far been
considered a random and unstable avenue, can be seen as an entrepreneurial choice (Yusoff, Kazi,
Arisar, Jamil and Hishan, 2016). The main aim of this paper is to reason that regardless of the
seemingly unstructured format, freelancing has begun evolving as a dependable enterprise, i.e., the
precise objectives of the paper are as follows:
▪

To define freelancing from an entrepreneurial perspective so as to explore whether it can be
seen as a distinct form of entrepreneurship.

▪

To investigate whether freelancers can function as entrepreneurs and what are the challenges
encountered when it is seen from the lens of an enterprise.

▪

To examine the research literature that deal with the limitations of freelancing as a form of
entrepreneurship and how they can be overcome.

The research fraternity has been fascinated with different forms and characteristics of employment
and professions for a long while now. Off late, modern forms of employment have also caught the
attention of the academia, as a result of which a number of studies have been conducted to
understand the modern professions, that stand midway between entrepreneurship and salaried
employment (Storey, Salaman and Platman, 2005). Literature collected from a variety of sources,
such as Google Scholar, EBSCOHost, ProQuest, Scopus, JSTOR, etc., have been reviewed in the
ensuing paragraphs to understand the enterprising role of freelancing in detail. The paper which
began with a brief description of freelancing as a unique form of employment, will proceed to
examine the various definitions of freelancing and entrepreneurship and the relationship between the
two, followed by a review of papers that delve into the entrepreneurial role of freelancers,
subsequent to which, the challenges to considering freelancing as an entrepreneurial choice and the
means of overcoming them, if any, will be detailed.
Freelancing and Entrepreneurship – Definitions and Relationship
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Freelancing is considered a type of entrepreneurship, wherein individuals own and run businesses
entirely on their own and need not own a firm or create assets in the course of their business
(Kitching and Smallbone, 2012; Semenza and Mori, 2019). Therefore, freelancers can be defined as
individuals who entirely own a business, who work alone and are entirely responsible for their job
and earnings (Pham, Talavera and Zhang, 2018; Merz and Rathjen, 2016) however, they might also
work with partners who co-own the business but do not hire employees in any case (Chepurenko,
2019; Kathuria, Kedia, Varma, Bagch and Khullar, 2017). While there is no ‘official’ definition of
the term ‘freelancer’, research studies have defined them as professionals who function outside the
corporate environment of their clients, but perform the similar duties as the individuals who are
directly employed by their clients (Brady, 2011; Fullford and Granell-Zafra, 2004). However, this
definition overlooks the fact that freelancers can work with more than one client at the same time
(Gandini, 2016; Jang, 2017). Some studies, like that by Zadik, Bareket-Bojmel, Tziner and Shloker
(2019) while acknowledging the broad and unclear dimensions of freelancing, define freelancers as
self-employed individuals working for themselves, who serve both organisational and individual
clients, on any contracts of varied durations in either primary or secondary job roles, which can be
considered one of the simplest, yet comprehensive definition of this category. Therefore, freelancers
can be regarded as independent professionals, who collaborate directly with the clients to achieve
specific objectives, who are hired temporarily and work more than one client at any given point
(Schwartz, 2018; Jenner and Jenner, 2010).
Traditionally, freelancing has been seen as a plausible and effective source of labor, which is used
especially in times of economic downturns when a business house cannot afford to employ fulltime
employees (Friendman, 2014; Bohas, Fabbri, Laniray and DeVaujany, 2018). Although, times
changed and such non-conventional forms of employment began gain popularity across the world,
freelancers are still considered a semi-skilled workforce, which is employed temporarily for carrying
out non-specialised tasks and odd jobs (Destefano, 2015; Baines, 1999). Along with the development
of economic theories and perspectives, entrepreneurship has also been regarded from different
standpoints and defined accordingly (Bogenhold, Heinonen and Akola, 2014). Further, as
entrepreneurs function in a variety of social, cultural and regional situations, arriving at a specific
definition of the same has been challenging (Welter, 2011; Akhmetshin, Kovalenko, Mueller,
Khakimov, Yumashev and Kahirullina). Therefore, entrepreneurship has been defined with regard to
different dimensions, such as the kind of activity undertaken or the outcomes obtained; with regard
to whether it has a service motive or commercial objectives; with regard to the size of the
entrepreneurial entity – small and large, owner managed and run by a board; and with regard to
attributes, such as purpose served, growth achieved, risks taken, innovations made and so on
(Daviddson, 2013; Kautonen, Down, Welter, Vainio, Palmroos, Althoff and Kolb, 2010).
From an economic perspective, entrepreneurship has been defined as an activity associated with the
absent ownership of assets and establishment of a firm has been seen as an indispensable trait of
entrepreneurship (Chepurenko, 2019; Floss and Klein, 2015). However, such a definition limits itself
to asset creation, thereby including only smaller firms, startups and self-employments and
conveniently sidelines modern enterprises which do not essentially conform to all the characteristics
of entrepreneurship (Bögenhold and Klinglmair, 2015; Burke, 2011). However, despite its
limitations, the aforementioned definition of entrepreneurship has remained popular for a long time,
which is further strengthened by the portrayal of entrepreneurship as a driver of economic growth
and job creation (Burke, 2012; Wiklund, Davidsson, Audretsch and Karlsson, 2011). However, some
research studies, such as that by Hytti (2005) do agree that there exist certain enterprises and
businesses that do not possess all the characteristics of entrepreneurship. For instance, although the
businessmen who do not aspire to expand their operations and do not necessarily make huge profits,
violate two important tenets of entrepreneurship, they are still well within the entrepreneurial domain
by virtue of asset ownership and by virtue of being employing entities (Welter, 2011; Burke, 2015).
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Therefore, it is necessary to consider entrepreneurship from the perspective of specific occupations,
applications and sectors in order to define it in such a way as to include the perpetually expanding
forms of professions and businesses (Bogenhold, Heinonen and Akola, 2014; Burke and Cowling,
2015).
On examining the definitions of freelancing and entrepreneurship, one could arrive at three important
observations. Firstly, it is clearly evident that the existing definitions of entrepreneurship do no
necessarily accommodate the idea of freelancing, as a result of which it gets wrongly classified as a
kind of self-employment (Kathuria et al., 2017; Pham et al., 2018). Secondly, freelancing has not
been defined in a systematic manner, owing to its seemingly unclear characteristics and scope, which
has further strengthened the notion that it pertains to non-specific jobs and is informal in nature
(Storey at al., 2005; Semenza and Mori, 2018). However, on considering that many studies have also
regarded entrepreneurship from a wider, sociocultural and activity specific perspective, thereby
widening its scope, one can still be hopeful that freelancing can also be seen from an entrepreneurial
perspective, as a stable and income-generating activity (Frey, 2012; Yusoff et al., 2016). Ultimately,
freelancing and entrepreneurship can be considered to complement each other in the sense that their
meaning and dimensions have been changing with the evolution in the ideas of enterprises and
employment (Thompson et al., 2009).
Freelancers as Entrepreneurs
Over the previous couple of decades, the perceptions of professionals regarding employment have
undergone a paradigm shift, as a result of which, new forms of employment have emerged which has
revived the researchers’ interest in pre-existent non-conventional job choices, such as freelancing
(Bound et al., 2013; Chepurenko, 2016). However, freelancing does not essentially imply a welldefined or well-structured enterprise owing to the fact that it is entirely run by one individual (Burke,
2015; Gandini, 2016). Therefore, there is a clear delineation between freelancers and entrepreneurs
as reiterated by Chepurenko (2019) in their study of the entrepreneurs taking up ‘non-routine
professions. However, the author of the study clearly indicates that it is possible to inculcate
entrepreneurial values and qualities among the freelancers which would help them perform their
duties efficiently. Therefore, although freelancers are not entrepreneurs as such, they can be made to
take up their profession as an enterprise (Yusoff et al., 2016). In a similar study, Akhmetshin et al
(2018) also reasoned that by considering freelancing as both a short-term job and a long term
business career, it is possible to encourage freelancers to view their profession from an
entrepreneurial lens.
Among the various factors that are common among freelancers and entrepreneurs, networking
among the clients and peers is of utmost importance as implied by Baines (2002) in one of the
earliest studies on novel kinds of jobs, such as freelancing and working from home. According to the
author, although freelancers are isolated from one another, they need to form strong professional
networks with other freelancers in order to succeed professionally. Likewise, even entrepreneurs
need to indulge in networking among themselves in order for their venture to succeed. Therefore,
although the entrepreneurial dimensions of freelancing are unclear, the aforementioned observation
indicates that there is scope for considering it from an entrepreneurial perspective (Shevchuk and
Strebkov, 2015). As indicated already, despite lacking a specific definition, some of the features of
freelancing overlap with that of entrepreneurship, which also implies that freelancers possess
entrepreneurial traits which need to be fostered in order to promote such non-conventional
professions as profitable ventures (Bogenhold and Klinglimair, 2016; Bögenhold et al., 2014). On
the basis of the above, there is a need to boost research ventures to understand the specific scope and
dimensions of freelancing and other modern means of employment in order to promote it as an
enterprise (Stanworth and Stanworth, 1997; Styhre, 2019).
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As new forms of employment emerge, freelancers also have begun warming up to the competition
and equipping themselves to function as one-person enterprises (Makrenko, 2018; Jang, 2017;
Fulford and Granell-Zafra, 2004; Burke, 2015). In a study of similar modern one-person enterprises,
Bogenhold and Klinglmair (2017) argued that self-realisation and an absence of hierarchies help
such one-person enterprises, like freelance ventures to function better. Therefore, one can assume
that freelancing can indeed serve as a path to entrepreneurship by boosting the technical expertise
and personality traits of the freelancers.
Despite the evident neglect for freelancing as a professional choice, most of the researchers seem to
agree that freelancing can indeed be performed from an entrepreneurial perspective with some effort.
This is justified by the findings of Bound et al (2013) in a study on freelancing in the film and
television industry. According to the authors, although freelancing can be challenging owing to
uncertain income, need to manage the business on their own and the blurring of the boundaries
between personal and professional lives, a culmination of technical and entrepreneurial skills an
indeed help freelancers survive and succeed in the market. Therefore, it is safe to assume that
freelancers can indeed function as entrepreneurs by honing their business and technical skills. The
review of how entrepreneurial and industrial research domains perceive freelancers differently,
Burke (2011) pointed that, contrary to the popular perceptions, freelancers indeed play an important
role in boosting the performance of the enterprises they work for. According the findings of this
study, facilitate entrepreneurial performance by promoting the use of de-risking strategies, reducing
financial burden of their clients and promoting the entry of startups into the market by virtue of their
small size and flexibility. Further, in a study by the same author Burke (2012), freelancers were
found to be of significant value to the British economy, they reduce the entrepreneurial risk and
promote innovations across the market, apart from reducing the financial burden incurred by the
enterprises on the workforce. Therefore, contrary to the popular notion that freelancers are semiskilled and underperforming individuals, the aforementioned studies signify that freelancers can be
of significant value for themselves as well as the clients that work with them (Burke, 2015; Burke
and Cowling, 2015; McKeown, 2015). These observations imply that freelancers can play an active
entrepreneurial role when they are given opportunities and skills.
As indicated elsewhere in the paper, the entrepreneurial role that freelancers can play depending on
the kind of activity they carry out and whether or not such a role would benefit them in the long run
(Pham et al., 2018; McKeown, 2015). This observation can be justified by the observations made by
Damian and Manea (2019) in a study on fin-tech freelancers, wherein it was found that working as a
freelancer in the fin-tech domain, adds significant value to the skill sets of the freelancers, which in
turn helps them emerge as skilled entrepreneurs and exploit better opportunities in the field.
Therefore, freelancers can indeed emerge as successful entrepreneurs in specific domains that boost
their skill set and expertise (Bohas et al., 2018; Schwartz, 2018). Similar observations were made by
Sultana, Il and Kun (2018) in their study on whether social capital and self-efficacy have any role to
play in boosting the entrepreneurial behaviour and performance of IT freelancers. The findings of the
study indicated that developing an entrepreneurial behaviour indeed exerts a positive influence on
the performance of the IT freelancers and the gain self-efficacy in their line of work can help in
boosting their freelancing performance. Further, the findings also implied that building social capital
by forming networks among the clients and peers can also boost entrepreneurial behaviour among
the IT freelancers.
In a study by Bogenhold et al (2014) which explored the entrepreneurial role of the professionals
working in non-conventional professions, it was found that the extent to which such individuals can
take up an entrepreneurial role depends on the kind of activity, i.e., while some freelancers did
benefit by entrepreneurship, some failed to do so as their line work fetched them unstable income.
Therefore, the extent freelancers can indeed take their work up as an enterprise provided it yields
stable returns, i.e., it depends on the nature of the job and labour market factors (Styhre, 2019;
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Stupnikova et al., 2015). Further, in a similar study by Baitenizov et al (2018) it was found that the
development of freelancing as an entrepreneurial activity can open up endless possibilities for the
emergence of innovative forms self-employment, which would in turn boost a smart digital
economy and strengthen competition across the globe. Therefore, developing freelancing along the
lines of an enterprise is not altogether impossible and can benefit the global economy in more ways
than one (Pehkonen, 2013; Gandini et al., 2017).
Limitations of Freelancing as a Form of Entrepreneurship
A review of the entrepreneurial status of freelancing revealed a lack of proper definition of
freelancing and what it entails, which has in turn resulted in a neglect among the research fraternity
towards freelancing as a professional domain (Kitching and Smallbone, 2012; Sultana et al., 2018).
This can be regarded as the biggest limitation for promoting freelancing as a form of
entrepreneurship as without a proper definition to delineate it from other forms of self-employment,
any research work on its entrepreneurial role would be redundant (Cohen, 2017; Bound et al., 2013).
Further, another one of the major limitations of promoting freelancing as a form of entrepreneurship
is that it is a new form of employment in the context of many developing countries and therefore it
does not have a well-defined market in such countries (Gheorghe, 2015; Turkina, 2018). This point
has been reiterated by Makarenko (2018) in a study on the freelance market in Ukraine, wherein the
author has recommended that in such situations, a strong institutional and legal support framework is
necessary to encourage taking up freelancing as an entrepreneurial activity.
Conclusion
Freelancing has not received the attention it deserves with regard to the research fraternity, which is
mainly owing to the lack of clarity regarding what freelancers do and how they function (Fachinger
and Frankus, 2015; Chepurenko, 2014). The present review was undertaken to understand the
reasons for this disdain towards freelancing as a form of employment; to understand how the
academia has defined freelancing and to explore whether or not it can be taken up as an
entrepreneurial venture. Three broad themes emerged with regard to the definitions of freelancing
and entrepreneurship, i.e., the traditional definitions of entrepreneurship do not accommodate
freelancing as a form of employment, there is no specific definition of freelancing as a form of
entrepreneurship and regardless of the above,
the widening horizons and meaning of
entrepreneurship can be modified to include freelancing. Further, the review also revealed that
although freelancers can transform into entrepreneurs with some honing of the skills and institutional
support, the extent to which they would benefit from this varies with the domain in which they
operate. Therefore, in the context of the paradigm shift that the traditional forms of employment are
undergoing in the present times, concrete research and policy efforts are required to promote an
entrepreneurial image of freelancing, which would ultimately benefit the job market and the global
economy, on the whole.
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Abstract
India has witnessed extensive economic reforms in its policies governing international trade that has
consequently led to a dramatic rise in the trade flows, increased volumes of bilateral trade and has led to the
growth of specific industries in the last two decades wherein a lot of trade agreements have been formed.
India-ASEAN agreement and the on-going negotiations between India and EU representatives during the last
decade has given rise to substantial curiosity among researchers across the world. The kind of trade
agreements India has with the two trading blocs is significant to explain the direction of India’s trade volume
in respect of selected industries. The research paper analyses the trend in trade patterns and the increase in
CAGR in respect of selected industries from 1996 to 2015. The trade pattern of India with respect to selected
industries like food processing, textiles and garments, minerals, chemicals, gems and jewellery, metals and
metallic goods and machinery & engineering goods, under the HS code II is analysed for EU and ASEAN
countries. The historical span for the study was chosen keeping in mind the years of association with the
countries in EU and ASEAN.
JEL classification: F1, F150, F140
Keywords: ASEAN, EU, economic integration, free trade agreement, India, trade volume, compounded
annual growth rate (CAGR), industries.
INTRODUCTION: July 24th, 2016 marked the silver jubilee of economic reforms in India. These reforms
impacted the trade sector and gross domestic product (GDP) in a highly positive way, leading to increased
volumes of trade and diversification of goods. The high growth rate was accompanied by an acceleration of
its foreign trade especially exports. This has helped the country to increase its trade volumes and share in
world trade (Ideas, 2009). However, Mukherjee & Mukherjee (2012) pointed out that the export performance
of India post 1991 has fluctuated a lot. It was seriously impacted during the East Asian crisis in 1997, then in
2001-02 once again the exports went down on account of a semi recession in United States (U.S) which was
one of the largest trading partners of India, during that time. The attack on World trade tower caused the
economy a net loss of 0.25 percent of US GDP. Another setback was received by the US subprime crisis
followed by the sovereign debt crisis in the Euro Zone. Between the years 1991 to 2009, India’s share in
world exports rose from a merely 0.56 percent to 1.52 percent. During the years from 1991 to 2009, Indian
economy grew largely in the service sector and the sector contributed to growth in exports. This helped the
country to improve its share in the world trade from 0.56 % to 1.56 % respectively. The Foreign Trade Policy
(FTP) initiatives taken by the government in 2009 - 14 provided the much-needed momentum to the overall
trade for India in form of various free trade agreements, preferential trade agreements and comprehensive
economic partnership agreement. As part of this initiative various trade negotiations with different countries
were initiated. It was during this time that the free trade agreement (FTA) with Association of South East
Asian nations (ASEAN) countries was firmed up in 2010 by forming the ASEAN India Free trade agreement
(AIFTA). Rounds of negotiations with the European Union (EU) countries had already begun by this time.
This restructured trade pattern in form of various bilateral, multilateral and preferential trade agreements
helped the country to strategically flourish in international trade giving a boost to the export sector of the
country post 2014 FTP (Singh, 2019). Over the years, India has been strategically expanding its share in the
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world trade by making use of free trade agreements (FTAs) as a strategic element of its trade and foreign
policy. However, the merchandise trade for exports of India fell in 2014-15 and 2015-16 to 1.29 % and 15.48
% respectively owing to the global slowdown of 2013-14 that impacted almost all the economies including
China. The government was able to arrest this slowdown affect through various measures adopted in foreign
trade policy (FTP) of 2015-2020. As stated by Government of India, Department of Commerce and industry
(2017) the FTP 2015-2020 has aimed in the right direction of increase in exports of goods and services. The
policy aimed to provide stable and sustainable policy environment for foreign trade by forming several
economic cooperation arrangements with different countries in Asia and rest of the World. The policy has also
worked well in integrating the procedures and incentives for exports and imports with other initiatives of
Government of India (GOI) like Make in India, Digital India, Skill India and Ease of doing business. This led
to increased global competitiveness and diversification of India’s export basket by helping various sectors of
the Indian economy. The export growth showed positive numbers in 2016-17 with 5.73 % growth rate. The
total merchandise trade for India increased to US$ 302.84 billion in April - March 2018 against US$ 275.85
billion during the same time in 2016-17. The cumulative value of imports during the same time was valued at
US $ 459.67 billion as against US $ 384.36 billion in 2016-17. The compounded annual growth rate for
exports and imports was highly positive at 9.78 % (for exports) and 19.59 % (for imports) in March 2018
respectively. Thus, India’s approach towards trade liberalization has really benefited it in terms of improved
trading relations. Government has been shifting focus from preferential trade agreements (PTAs) to regional
trade agreements (RTAs) as it provides wide and comprehensive coverage of goods as well as services. After
the success of RTAs government focussed on free trade agreements (FTAs) as a strategic tool to proceed in
foreign trade especially from 2003-04 onwards. The main focus has been the partnership with Asian countries
mostly in goods trade. India has signed free trade agreements with many countries. Since the mid-2000s,
India’s FTAs have doubled to about 42 today. The Economic survey 2015-16 states that the FTA with
Association of South East Asian Nations (ASEAN) has had the greatest impact on India. This could possibly
be because of a greater tariff reduction on the Indian side. Against this backdrop of proliferating FTAs and the
growing mega-regionalism, a review of India's FTAs with ASEAN and its proposed FTA with European
Union (EU) is overdue. The research paper focuses on the trade volume of selected industry groups from
ASEAN and EU. The India-ASEAN Free Trade Agreement (AIFTA) came into effect on January 1, 2010. For
the India –EU trade agreement fifteen rounds of negotiations have been held till date. The negotiations were
launched in 2007 and they are still incomplete.
The EU is India’s largest trading partner accounting for approximately 13 percent of its total world
trade. The EU is also one of the largest sources of Foreign Direct Investment (FDI) for India. Success in
agreements between two sides will increase FDI flow in India which will support India’s growth, increase
employment opportunities and help in technological developments. The ASEAN countries to hold high
importance for India under its Act East policy. The least developed countries in ASEAN can be looked as
potential markets for Indian exports as well as India can explore comparative and regional advantage from the
set of developing and developed countries from the bloc. EU is largely a set of developed countries and
ASEAN is largely a set of developing countries. The study holds importance not only in terms of analysing
increased trade between India and the two blocs but also seems crucial for understanding the gains from trade
with the two blocs. The present scenario of slowdown in Eurozone and its excess capacity in capital goods gives
strong arguments for trade negotiations and liberalization with the trading bloc. The developed countries in
EU have a larger technological carrying capacity and India is sure to benefit from the same. On one side FTA
with ASEAN countries is already formulated and India’s is trying to make the best use of it in terms of increased
trade and exchange of technical knowhow. On the other side negotiations with EU are ongoing. Hence the
research paper holds importance and relevance in terms of analysing the trade creation and diversion effects of
FTAs for India.
LITERATURE REVIEW : Balasubramanyam (2003) described the post reform growth and development in
the Indian economy as impressive. The average tariff rates went down drastically. The quantitative import
restrictions (QRs) were removed and export restrictions on several goods were eliminated and the FDI regime
was relaxed. There have been various research investigating the impact of trade liberalisation on various
sectors of the Indian economy. The diversity of cultures between India and ASEAN countries has the potential
to spur both economic and social growth resulting into steady rise in trade and investment flows. The FTA
with ASEAN was formulated with a lot of difficulty spread across a timeline of five years. There were
tremendous fears about the impacts of the India-ASEAN FTA on farmers. Amidst several negotiations a deal
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was concluded and signed in 2009 and took effect (trade in goods) with 5 of the countries in ASEAN
(Singapore, Malaysia, Brunei, Myanmar and Thailand) and India on 1st January 2010. ASEAN is India’s
fourth-largest trading partner after the European Union, the United States and China. Trade between India and
ASEAN is likely to receive a significant boost with the finalization of the services and investment FTA. The
trade-in-goods FTA eliminated tariffs for about 4,000 products including electronics, chemicals, machinery
and textiles etc. between the regions. Tariffs for 3,200 products was proposed to be reduced in December
2013, and duties on the remaining 800 products will be brought down to zero or near zero by December
2016.There are a total of 489 items excluded from the list of tariff concessions, and 590 items excluded from
the list of tariff eliminations pertaining to farm products, automobiles, certain auto-parts, machinery,
chemicals, and crude and textile products. ASEAN and India have agreed to allow between 7 percent and 9
percent of tariff lines or products to be excluded from tariff reduction commitments20. A detailed view on the
tariff commitments is provided in the table below:
Table 1: India’s tariff commitments under India-ASEAN trade in goods agreement
Tariff elimination

Tariff reduction

Normal Track 1: 7,775 products
(at the HS 8-digit level) through
annual cuts between 1 January 2010
and 31 December 2013.
Normal Track 2: 1,252 (at the HS
8-digit level) products through
annual cuts between 1 January 2010
and 31 December 2016.

Sensitive Track: Reduction to 5% on 1,805
(at HS 8-digit level) products through
annual cuts between 1 January 2010 and 31
December 2016.
Highly Sensitive Track: Reduction to
37.5% on crude palm oil, 45% on refined
palm oil, coffee, tea and 50% on pepper
through annual cuts between 1 January 2010
and 31 December 2019.

Negative
List/Exclusion List
No tariff concession is offered
for 1,297 products (at the HS 8digit level).

Source: Compiled from Dash, 201021

At the outset, Pal & Gupta (2009) did a comprehensive analysis of the signing of trade in goods agreement
between ASEAN and India. They studied the tariff schedule of India and did a groundwork of the AIFTA.
The AIFTA showed signs of inter-sectoral trade-offs thus evoking mixed reactions in India. The authors
investigated that some sectors like plantation, marine products and light manufacturing may be vulnerable by
the deal. From the analysis of India's commitment schedule as well as looking at the production structure of
the ASEAN countries, it can be assumed that the agricultural sector in India, particularly plantation sectors
like tea, spices, coffee and rubber will be negatively affected. There can be a stiff competition for marine
products, textiles and garments and the auto components industry. But some sectors in manufacturing hold a
positive outlook on the same. Further, Ahmed (2010) made an attempt to investigate the sectoral dimensions
of India – ASEAN FTA post liberalization. Using a GTAP and SMART model this study revealed that both
India and ASEAN gain in terms of welfare while the terms of trade for India deteriorates. The study stated
that India will be affected significantly in processed food products, grain crops, textile and wearing apparel,
light manufacturing and heavy manufacturing sectors. Francis (2011) pointed out that India’s global imports
from ASEAN in 1995 as well as during 2007-08 were dominated by petroleum & petroleum products followed
by gems and jewellery sector, non-electrical machinery; electrical machinery & parts; iron and steel; and
organic chemicals. Their cumulative share in India’s global imports was 71 percent in 2008. This suggested
that trade increases have been on a positive front with the ASEAN bloc for India. Veeramani & Saini (2011)
attempted a study to understand the impact of the ASEAN-India Preferential Trade Agreement on plantation
commodities (coffee, tea and pepper) using the SMART and gravity models. The study revealed that the
agreement may cause a significant trade creation rather than trade diversion for India’s plantation sector. This
will cause a significant increase in imports, causing loss of tariff to government but consumer welfare will
increase. The amount of trade creation was the highest for tea, coffee and pepper in decreasing order. Alam
(2015) attempted to analyse bilateral trade between India and ASEAN region-wise, country-wise and
commodity-wise and identified complementary and competing commodities of trade between India and
ASEAN countries. His findings concluded that India's main export commodities to ASEAN region include
20
21

http://www.aseanbriefing.com/news/2013/02/07/asean-india-free-trade-area-part-i-introduction. html
http://www.smetimes.in/smetimes/in-depth/2010/Jan/20/india-asean-trade-in-goods-agreement 900432.html Dash,
P. K. (2010). ‘India-ASEAN: Trade in goods agreement’, SME Times, 20 January 2010. New Delhi, India
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mineral fuels, mineral oils and products, ships, boats and floating structures, organic chemicals, meat, edible
meat offal, cereals, vegetables and fruit, nuclear reactors, boilers, machinery and mechanical appliances, parts
thereof while the main imports items by India from the ASEAN region are mineral fuels, animal and
vegetable fats, electrical machinery and equipment’s and parts thereof, nuclear reactors, boilers, organic
chemicals, wood products, rubber products, etc.
India being an emerging global power is an important trade partner for the EU. The value of EU-India trade
grew from €28.6 billion in 2003 to €72.5 billion in 2014. The EU and India are committed to further increase
their trade flows in both goods and services as well as bilateral investment and access to public procurement
through the Free Trade Agreement negotiations that were launched in 2007. Substantial progress has been
made so far however, between the governments, several controversies have been plaguing the talks. Baroowa
(2007) stated that the bilateral trade between the two sides increased by a considerable amount in the 1990s.
By 1998, India’s exports to the EU (15 percent) grew faster than to other parts of the world (11 percent) per
year. There was a high growth rate registered in handicrafts, textiles, agriculture heavy machinery, cars,
chemicals and in infrastructure. EU’s exports to India grew by almost 83 percent in a time frame of eight
years post the reforms (i.e. from 1991 to 1998). The EU appreciated the comprehensive reforms undertaken
by the country in the insurance and telecom sectors and in foreign exchange management and showed interest of
investment in these sectors in India. The report by Agence Europe (2007) estimates a positive outlook for
motor vehicles and automotive sector on both sides if the dynamic FDI’s are included. Both sides should
benefit on the investment flows and reduction in trade barriers, the benefits of the same are estimated at €17.7
billion. But the study predicts an adverse effect for the Indian manufacturing sector with a larger negative
impact on employment changes in sectors like paper production, publishing, transport equipment, processed food
and beverages, and tobacco products.22 The Traidcraft (2008) report examined key aspects of the proposed
EU-India FTA in 2007. Other sectors that will be affected are transport, foods and beverages and so on. There
is also an underlying negative effect on employment in the trade in goods agreement. Khorana & Perdikis
(2010) pointed out that the proposed EU India FTA will have far reaching implications for the Indian
consumers. They are likely to benefit as industrial goods accounts for nearly three fourth of the total EU
exports to India. Thus, according to D. Chakraborty et. al. (2012) Indian economy needs to focus on those
sectors which are of strategic importance to boost the firm level productivity through the WTO –plus
concerns. The CUTS International (2013) states that the FTA will increase EU investments in India in
financial and defence sectors and will certainly benefit some industries like pharmaceuticals, textiles, gems
and jewellery. India’s fastest and sustainable growth in the past few years with higher per capita income,
liberalized trade regulations and untapped market opportunities in various sectors is quite attractive for the
EU. But there has been a constant deadlock over certain issues from both the sides which has hindered the
progress of signing the FTA. Thus, Nataraj. G (2015) describes the India - EU FTA as significant to both the
parties in terms of welfare gains, production, international trade, wages and boost in productivity. However,
looking at the in-depth analysis in the Indian context the way forward is to initiate more reforms in the
manufacturing sector (which is still struggling from regulatory and governance issues), bring the tariffs down
and clearly lay out the process of government procurement. All these can speed up the trade talks between
India-EU. Given such inter-sectoral trade-offs, the role of the government in negotiating the trade agreements
and adopting policies for alleviating the burden falling on those sectors which will be adversely affected is of
crucial importance.
RESEARCH METHODOLOGY: In order to carry out selected industry investigation of India’s trade with
EU and ASEAN the research used secondary data. The sampling frame consist of thirty-seven countries
having trade relationship with India. Twenty-seven countries from EU and ten countries from the ASEAN
bloc were studied in the research paper. The trade pattern in respect of selected industries is analyzed under the
Harmonized System (HS) code II. The HS code is an international product nomenclature defined as “a
universal economic language and code for goods, and an indispensable tool for international trade.”23 The data
for the HS code is sourced from Export Import Data Bank, Department of Commerce, Ministry of Commerce,
22

23

Agence Europe (2007), Council’s green light to launch of negotiations for Bilateral Free trade agreements with
ASEAN,
South
Korea
and
India,
April,
Brussels
Available
at
http://wwwcaionet.
org/pbei/oxfam/0003418/f_0003418_2529.pdf
World Custom organization (WCO) http://www.wcoomd.org/en/topics/nomenclature/overview/ what-is-theharmonized-system.aspx.
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Govt. of India. Various commodities under the HS code two have been grouped together to form an industry
(the basis of classification of goods under the HS code two was the amount of trade volume coming from each
commodity). (See Appendix I for the 99 commodities listed under HS Code II). The study has tried to focus on
the following seven industries:
1.
2.
3.
4.
5.
6.
7.

Food processing (from HS Code 2 to 5 and 7 to 22),
Textiles and garments-2 (HS Code 50 to 63),
Minerals (HS code 25 to 27),
Chemicals (HS code 28 to 38),
Gems and jewellery (HS code 71),
Metals and metallic goods (HS code 72 to 83) and
Machinery and engineering goods (HS code 84 to 89)

The time period taken for the study ia from 1996 to 2015(up to the month of December 2015 only; the
data after this was not available during the time of compiling data). All the trade (exports and imports) data is
in US dollars ($) and the value is in million.
Sector wise Trend Analysis: Under the sector wise analysis the trend in all the seven sectors listed above is
analyzed w.r.t the thirty-seven countries from EU and ASEAN. The trend analysis for countries and sectors is
carried out with the help of the following model:

(1)
Where, ‘Time’ is the time variable. The slope coefficient ( beta)) of the regression model represents the
long term trend in the series. If the P value of T statistic is less than five percent level of significance, it
indicates the presence of a statistically significant long term trend in the time series. Hence the sector wise
analysis β (slope coefficient) represents the long-term trend behaviour for exports/imports/trade volume of
India with EU and ASEAN. The slope coefficient
can be interpreted as the rate of change in
exports/imports/trade volume of the countries in one year for specific sectors. The T statistic of the slope
coefficient in the regression model test the null hypothesis, “there exists an insignificant long-term trend in the
trade volume of the countries with India”. If the p value of t statistic in the regression model is found to be less
than 5 % level of significance that the null hypothesis can be rejected.
Growth Rate Estimation: The growth rate in the behaviour of selected variables is estimated with the help of
semi-log model. The exponential annualized growth rate of a series can be estimated with the help of
following model:

(2)
Where, ‘Time’ is time variable in years. The slope coefficient ( ) of the regression model represents the value
of the growth rate of the time-series variable. If the P value of T statistic is less than five percent level of
significance, it indicates that the growth rate of the time series variable is statistically significant. Hence for
the research paper, the slope coefficient represented the calculated value of compounded annual growth rate
(CAGR) in exports/imports/trade volume in different sectors with India. The t statistic in regression model test
the null hypothesis that 'the growth rate is statistically insignificant.' If the p value of the t statistic is found to
be less than 5 % level of significance than with 95% of confidence level the null hypothesis can be rejected.
DATA ANALYSIS AND INTERPRETATION: With the advancement of trade agreements and trade
relationship, it is anticipated that volume of trade between India -EU and India -ASEAN will grow. It is
interesting to know the pattern of trade across different sectors from EU and ASEAN in terms of exports and
imports and growth in trade volume. Increasing trade can be attributed to trade agreements and trade relations.
Table 2: Long term trend analysis and CAGR for sector wise exports of India with EU countries from
1996 to 2015.
S.
No.
1

Industry wise groups
for EU
Food processing

Trend
Co-efficient
for Exports
152.513
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T Statistic
(p value)

R Square

F Statistic
(p value)

8.75
(0.000)

0.810

76.568
(0.000)

CAGR for
Exports:
EU
7.50%

2

Textiles and garments

380.145

3

Minerals

440.205

4

Chemicals

329.707

5

Gems and Jewellery

160.043

6

Metals and metallic goods

251.257

7

Machinary and Engineering
goods

498.868

9.793
(0.000)
5.262
(0.000)
11.634
(0.000)
7.117
(0.000)
7.835
(0.000)
9.636
(0.000)

0.842
0.606
0.883
0.738
0.773
0.838

95.901
(0.000)
27.691
(0.000)
135.353
(0.000)
50.648
(0.000)
61.385
(0.000)
92.848
(0.000)

6.80%
26.30%
13.00%
7.80%
15.70%
16.60%

The results of long-term trend analysis for exports of India with EU (in table 2) indicate that the trend
coefficient (β) is the highest for the machinery and engineering goods sector (498.868) followed by minerals
(440.205) and textiles and garment (380.145). These values indicate the long-term trend behaviour in exports
of machinery and engineering goods, minerals, textiles and garments sector of India with EU. (See appendix I
for a detailed classification of each industry). India has ample minerals which is also reflected in its average
exports to both the trading blocs. The industry also has the highest CAGR in exports to EU i.e. 26.30 percent.
The machinery and engineering goods sector having the highest β in exports indicates that exports with EU
changes 498.868 billion US$ in a year. The T statistic of 9.636 indicate that there exists a long-term
significant relationship between India and EU in the machinery and engineering goods sector, this is
supported by p value of 0.000. Further a CAGR of 16.60 percent in exports shows a statistically significant
growth rate between EU and India in the sector.
For the chemical sector the trend coefficient is significant at 329.707, the highest R square of 0.883. This is
supported by a significant P value of 0.000. The trend coefficient of 329.707 indicates that the exports of India
to EU in this sector changes by 329.707 billion US $ in a year. The CAGR for the chemical sector is 13 per
cent. However in the current scenario chemical sector in EU appears to be relocating to the Middle East and
Asia. But still EU can play an important role because of its commitments to green technologies. India and EU
can work together in this sector bringing low cost Indian production with green technologies. Further
analysing the trend coefficient for the textile and garments sector (380.145) it is found to be significant as
indicated by the p value. The sector seems to be low in the growth rate of exports i.e. 6.8 percent only.
Table 3: Long term trend analysis and CAGR for sector wise imports of India with EU countries from
1996 to 2015.
S. Industry Wise groups for EU
Trend
T Statistic R Square F Statistic CAGR for
No.
Co-efficient
(p value)
(p value)
Imports:
for imports
EU
1 Food processing
29.641
7.57
0.761
57.301
12.20%
(0.000)
(0.000)
2 Textiles and garments
22.526
12.726
0.900
161.96
9.20%
(0.000)
(0.000)
3 Minerals
57.889
4.994
0.581
24.941
15.90%
(0.000)
(0.000)
4 Chemicals
275.04
11.187
0.874
125.16
11.10%
(0.000)
(0.000)
5 Gems and Jewellery
394.921
6.074
0.672
36.89
6.20%
(0.000)
(0.000)
6 Metals and metallic goods
286.173
6.873
0.724
47.238
12.30%
(0.000)
(0.000)
7 Machinary and Engineering
1053.83
6.606
0.708
43.634
13.00%
goods
(0.000)
(0.000)
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The results in Table 3 indicates that the trend coefficient is the highest for the machinery and
engineering goods sector (1053.83). This shows a long-term trend and high dependency of imports from EU
especially from United Kingdom, Germany, France and Italy (as indicated by the trade volume from these
countries in the secondary data. The rate of change in imports is much higher than that of exports in the same
sector as the Indian economy is a developing economy it is bound to be heavily dependent on most of the
developed countries in EU for the import of all the commodities under the machinery and engineering goods
sector. The T-statistics of 6.606 shows long term significant relationship between EU and India in the above
said sector. It is supported by a P value of 0.000 and the CAGR is 13 percent for the sector. The trend
coefficient for the food processing sector (29.641) is low but significant. The CAGR for the sector is nearly 12
percent. This is extremely low when compared to other sectors. For textiles and garments sector 22.52 trend
coefficient is the lowest indicating a very low long-term trend relationship between India and EU in this
sector. But the R square for this sector is high indicating a regularity of trend in imports. The CAGR for the
mineral industry is the highest at 15.90 percent. However the long term trend relationship is better than the
textile and the garments sector. Both the metals & metallic sector as well as the food processing sector has a
growth rate of around 12 percent and has a significant trend coefficient as indicated by the p value. For the
gems and jewellery sector the trend coefficient 394.21 is significant w.r.t to P value of 0.000. The import
growth is around 6 percent. But the lower R square indicates an irregularity in imports.
Table 4: Long term trend analysis and CAGR for sector wise Trade Volume of India
with EU countries from 1996 to 2015.

S. No.

Industry wise groups
for EU

Trend
Co-efficient
for EU
182.154

1

Food processing

2

Textiles and garments

402.67

3

Minerals

498.094

4

Chemicals

604.747

5

Gems and Jewellery

554.964

6

Metals and metallic
goods
Machinary and
Engineering
goods

537.43

7

1552.694

T Statistic
(p value)

R Square

F Statistic CAGR for
(p value) TV: EU

9.041
(0.000)
10.05
(0.000)
5.632
(0.000)
11.541
(0.000)
6.765
(0.000)
7.86
(0.000)
7.734
(0.000)

0.820

81.746

7.90%

0.849

101.004

6.90%

0.638

31.714

23.20%

0.881

133.189

12.00%

0.718

45.764

6.60%

0.774

61.786

13.50%

0.769

59.814

13.90%

Fig1: Long term trend analysis and CAGR of India with EU countries from 1996 to 2015: Industry wise
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The results in Table 4, once again indicate a long-term trend and high dependency on EU for the
machinery and goods industry. The trend coefficient for the industry is 1552.694 indicating that the trade
volume of India in the respective sector changes by 1552.694 million USD in a year. This is supported by the
T statistic of 7.734 and a P value 0.000. The CAGR for the industry is 13.90 percent. This is followed by
chemicals sector (604.74), gems and jewellery (554.96) and metals and metallic goods (537.43) where the
long-term trade relationship is significant. The minerals sector has the highest growth in CAGR at 23.2
percent.
Table 5: Long term trend analysis and CAGR for sector wise Exports of India with
ASEAN countries from 1996 to 2015.
S.
Industry wise groups
No.
for ASEAN
1 Food processing
2

Textiles and garments

3

Minerals

4

Chemicals

5

Gems and
Jewellery
Metals and
metallic goods
Machinery and
Engineering goods

6
7

Trend Co-efficient T Statistic R Square F Statistic CAGR for
for Exports
(p value)
(p value) Exports
445.06
8.014
0.781
64.227
13.84%
(0.000)
(0.000b)
20.00
13.931
0.909
179.319
8.41%
(0.000)
(0.000b)
717.32
7.93
0.777
62.893
23.17%
(0.000)
(0.000b)
214.87
11.186
0.874
125.137
14.21%
(0.000)
(0.000b)
41.71
6.606
0.708
43.643
22.00%
(0.000)
(0.000b)
102.34
5.091
0.590
25.916
9.96%
(0.000)
(0.000b)
567.98
14.239
0.918
202.758
22.40%
(0.000)
(0.000b)

Sector wise long-term trend analysis for exports between ASEAN and India is shown in table 5. The
results indicate that the trend coefficient is the highest w.r.t to mineral industry (717.32). This indicates that
the exports of India in the mineral sector changes by 717.32 million US dollars in a year. This is supported by
a significant p value of 0.000. The mineral industry tops the list in ASEAN with the highest trend coefficient
indicating that India has tremendous amount of minerals which is also reflected in its average exports to both
the trading blocs. The CAGR for mineral industry is at 27.17 percent. For the textile and the garments sector
the R square of 0.90 indicates that the model is fit. But looking at the trend coefficient it is found that the
value is only 20 million US dollars. This indicates that the annual change in exports in the above mentioned
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sector is very low. Comparing the trend coefficient for exports to EU and ASEAN in the textiles and garments
sector (table 2 and 5) it is found that it is much higher in EU (380.145) compared to the lowest in ASEAN
(20.00). These values indicate that the textiles and garments of India are in much demand in EU rather than in
ASEAN countries. Some similar consumer preferences and styling can be reasons for a low export to the
ASEAN countries in the above said sector. Also these values again hint at strong competitors for India in Asia
like China and Bangladesh. CAGR of exports is the lowest in the textiles and the garment sector (8.41percent)
in ASEAN. The machinery and engineering goods industry has a trend coefficient of 567.98 and a CAGR of
22.40 percent. Again the trend coefficient for the food processing industry (445.06) is also very high with
ASEAN as compared to EU the trend coefficient where it is very low (152.513). This is on account of the
AIFTA under which preferential tariff have to be sufficiently lowered to enhance trade in the above said
industry. Under the preferential tariff list where coffee, black tea and pepper (HS code 09) and palm oil (HS
code 15 & 12) fall under the special product list. The tariff commitment from them are till 2019 where the
tariff must be sufficiently lowered. Once the tariff commitments are met the sector can see a further rise in
trade. The R square for the metals and metallic goods is only 0.59 indicating high irregularity in trend for
exports in the sector.
Table 6: Long term trend analysis and CAGR for sector wise Imports of India with ASEAN countries from 1996
to 2015.

S. No.

1

Industry wise
groups for
ASEAN
Food processing

Trend Coefficient

T Statistic
(p value)

R Square

F Statistic
(p value)

CAGR for
Imports

332.55

7.047
(0.000)
8.808
(0.000)
6.024
(0.000)
11.03
(0.000)
5.356
(0.000)
9.823
(0.000)
6.667
(0.000)

0.734

49.655
(0.000)
77.58
(0.000)
36.293
(0.000)
121.669
(0.000)
28.692
(0.000)
96.482
(0.000)
44.448
(0.000)

17.30%

2

Textiles and garments

65.03

3

Minerals

556.52

4

Chemicals

181.06

5

Gems and Jewellery

61.38

6

Metals and metallic goods

128.43

7

Machinery and Engineering
goods

368.12

0.812
0.668
0.870
0.614
0.843
0.712

10.40%
36.10%
15.00%
11.40%
13.20%
20.10%

The results in Table 6, shows the long-term analysis and CAGR for imports of India with ASEAN
countries. The results indicate that the trend coefficient is the highest for mineral industry (556.52) followed
by machinery and engineering (368.12) & food processing industry (332.55). These values indicate long term
significant trend relationship between India and ASEAN in the above said sectors. All are supported by their
T-statistics and P value. The CAGR is the highest for the mineral industry (36.10 percent) and is the lowest
for textiles and garment industry (10.40 per cent). The trend analysis on the import side for the chemical
industry is found to be significant w.r.t R square. The CAGR is 15 percent. The trend coefficient for the textile
sector is 65.03 billion US dollars. But the R square is 0.812. This indicates that model is fit but the change in
imports during a year from ASEAN in this sector is very low. For the metals and metallic goods industry the
trend coefficient is high and significant with respect to R square and a significant p value. There are larger
imports in this sector mainly on account of tariff reductions under the AIFTA.
Table 7: Long term trend analysis and CAGR for sector wise Trade Volume of India with ASEAN
countries from 1996 to 2015.
S.

Industry wise groups

Trend

T Statistic
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R Square

F Statistic

CAGR

No.

for ASEAN

Co-efficient for
Trade volume
777.60

1

Food processing

2

Textiles and garments

3

Minerals

1273.84

4

Chemicals

395.92

5

Gems and Jewellery

103.09

85.03

(p value)

(p value)

8.067
(0.000)
10.32
(0.000)
7.481
(0.000)

0.783

11.374
(0.000)

0.878

0.855
0.757

65.08
(0.000)
106.502
(0.000)
55.966
(0.000)
129.375
(0.000)

for Trade
volume
15.00%
9.80%
25.10%
14.50%

7.687
0.767
59.096
13.20%
(0.000)
(0.000)
6
Metals and metallic
230.77
9.442
0.832
89.142
10.90%
goods
(0.000)
(0.000)
7
Machinery and
936.10
10.589
0.862
112.128
20.60%
Engineering goods
(0.000)
(0.000)
Fig. 2: Long term trend analysis and CAGR of India with ASEAN countries from 1996 to 2015:
Industry wise

The results in Table 7, shows the long-term trend analysis and CAGR for trade volume of India with
ASEAN countries. The trend coefficient of trade volume in the minerals industry is 1273.84 and is significant
w.r.t P value. The sector also has the highest growth rate of 25 percent. Thus, the export earnings from this
sector is adding to better to the revenues of the country. The trend coefficient of trade volume in the food
processing sector is 777.50 and is significant w.r.t p value. This is majorly due to tariff reductions under the
AIFTA on majorly food related items. The CAGR for the sector is 15 percent. The trend coefficient for the
machinery and engineering goods sector is very high at 936.10. The sector has a growth of around 21 percent.
Thus, from the above tables it is found that India’s trade with EU countries has surely improved over a period.
But the direction of trade has remained confined to selected countries like Belgium, Germany and United
Kingdom. Whereas countries like Estonia, Luxemburg and Slovak republic remains at the least position.
Similar situation can be seen in terms of India’s trade with ASEAN countries. Among ASEAN countries trade
has confined mostly to countries like Indonesia, Malaysia and Singapore. Trade pattern of India and EU
indicates more volume in the case of gems and jewellery and machinery and engineering goods. Among
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ASEAN countries minerals, machinery and engineering goods and food processing industries are the major
drivers of trade.
CONCLUSION, MANAGERIAL DISCUSSION AND POLICY SUGGESTIONS
In the current situation when WTO negotiations are stalled, multilateral trade agreements are stagnating,
world trade has slowed down, and the shadow of protectionist measures looms large, a strategy of diversifying
technology intensive exports through the regional process could lead to trade promotion with trade
liberalization. Though there are many challenges, but India has successfully diversified its export basket to
reposition itself in world trade (Govt. of India, Ministry of Finance (2014). However, continuous changes in
internal policy environment are the need of the hour.
Along with the internal policy changes, the international trade environment is set to change and pose
challenges for India in three ways. Firstly, the phenomena of creating global value added chains at low cost
destinations, especially in Asia is gaining momentum, India though trying to integrate with these value chains
has been quite slow when compared to other Asian economies. Secondly, the mega regional trade agreements
like TPP (Trans Pacific Partnership) i.e. within Asia and between United States and Asia and TTIP (TransAtlantic Trade Investment Partnership) between North America and Europe, if and when concluded will cover
almost half of the world trade. These mega regional agreements are a threat to India as there are chances of
India being excluded. Thirdly, China may undertake major liberalization of its economy on account of fear of
exclusion from TPP and TTIP. China is also at the centre of RCEP (Regional Comprehensive Economic
Partnership) which includes India, ASEAN, Japan, Korea, Australia and New Zealand. With these global
shifts in trade realities one way for India is to integrate with the TPP.
Notwithstanding the sectoral analysis of trend and CAGR, the conclusion touches some points of possibility
for policy makers to look at trade reforms speedily, create few obligations, generous exemptions and
exceptions and lenient timetable for implementation. This holds true for any ambitious integrations under the
mega regional trading agreements, along with the ongoing AIFTA and the proposed India- EU FTA.
Sector-wise analysis reveals the following results:
▪

Under the food processing sector, the average trade volume is high from ASEAN which is largely on
account of the AIFTA. Only commodities like cereals and cocoa & cocoa preparations have registered
a slow growth rate in the last five years under the trade with ASEAN. For sugar and sugar
confectionary there has been a marked jump in the five-year growth rate with ASEAN. India imports
larger quantity from ASEAN compared to EU in the respective sector except for cocoa and cocoa
preparation products. It is cheaper to import food items under tariff reduction commitments from
ASEAN. The trend coefficient for the food processing industry is also very high with ASEAN as
compared to EU where the trend coefficient is very low. One significant reason for the same could be
the preferential tariff. Under the AIFTA, preferential tariff has to be sufficiently lowered to enhance
trade in the above said industry. The preferential tariff list comprises coffee, black tea, pepper and
palm oil. The tariff commitment from them are till 2019 where the tariff must be sufficiently lowered.
Once the tariff commitments are met the sector can see a further rise in trade.

▪

Under the textile and garments sector, the average exports are high to EU and India is a net exporter
in this sector. Comparing the trend coefficient for exports to EU and ASEAN in the sector it is found
that it is much higher in EU compared to the lowest in ASEAN. Thus, indicating a possibility of
improved access and expansion in the sector if the FTA is formulated with EU. The imports from
ASEAN are also going up in this sector except for silk, cotton, man-made filaments and footwear. But
there are serious challenges from strong competitors for India in Asia like China and Bangladesh.

▪

For the minerals sector, India is a net exporter to both the trading blocs. However, has benefitted more
due to the AIFTA.

▪

Under the chemicals sector, exports and imports are high from EU and comparatively lesser from
ASEAN.

▪

For the gems and jewellery sector, India is a net importer from EU as well as ASEAN (post the
AIFTA) where major imports are coming from Malaysia and Indonesia due to the presence of gold
mines in these countries.
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▪

For the machinery and engineering sector, India is a net importer from EU. Some imports have
started taking place from ASEAN too post the AIFTA.

▪

For the metals and metallic goods, there seems to be a balancing position for India in terms of
average exports and imports from EU as well as from ASEAN.

▪

The trend analysis has showed that the trend coefficient is the highest for the machinery and
engineering goods industry from EU. This shows a long term trend and high dependency of imports
from EU especially from United Kingdom, Germany, France and Italy as also indicated by the mean
of trade volume from these countries. The rate of change in imports is much higher than that of
exports in the same sector as the Indian economy is a developing economy it is bound to be heavily
dependent on most of the developed countries in EU for the import of all the items under the
machinery and engineering goods sector.

Thus, from the descriptive analysis it is found that India’s trade with EU countries has surely improved over a
period. But the direction of trade has remained confined to selected countries like Belgium, Germany, France,
Italy and United Kingdom to name a few. Whereas countries like Estonia, Luxemburg and Slovak, republic
remains at the least position. Similar situation can be seen in terms of India’s trade with ASEAN countries
where the trade has confined mostly to countries like Indonesia, Malaysia and Singapore. Though it has
started going up for countries like Vietnam, Philippines and Myanmar; how far it will be regular can’t be said.
Other least developed countries in ASEAN are trying to catch up with the overall trade but they seem to be
benefitting more from India’s partnership rather than India itself. Trade pattern of India and EU indicates
more volume in the case of gems and jewellery and machinery & engineering goods. Among ASEAN countries
minerals, machinery & engineering goods and food processing industries are the major drivers of trade. Similar
trend can be seen for the period post AIFTA. The kind of trade agreements India has with the two trading
blocs are significant to explain the direction of India’s trade volume. India still maintains substantial tariff and
non-tariff barriers that hinder trade with the EU. The research indicates that India trades more with ASEAN
countries due to AIFTA which is sufficient evidence for policy makers to speed up the negotiations with the
EU and thus enhance the contribution of India's trade with the bloc toward the country's economic
development. EU is a group of more advanced nations than ASEAN and India is sure to benefit from the high
technological carrying capacity and higher specialization in the EU countries for most of the goods.

References
Agence Europe (2007) Council’s Green Light to Launch of Negotiations for Bilateral Free Trade
Agreements with ASEAN, South Korea and India, April, Brussels, Available
http://wwwcaionet.org/pbei/oxfam/0003418/f_0003418_2529.pdf
Ahmed, S. (2010) India-ASEAN Free Trade Agreement: A Sectoral Analysis, SSRN Working Paper
1698849, http://ssrn.com/abstract=1698849 (Accessed on November, 2010)
Balasubramanyam, V. N. (2003). India: Trade Policy Review. The World Economy, Volume 26, Issue 9
September 2003 Pages 1357–1368
Baroowa, S. (2007) ‘Between India and the EU: a critical appraisal’, European Law Journal, Vol. 13, No.
6, pp.732–749.
Chakraborty, D., Chaisse, J. and Kumar, A. (2012) EU-India Bilateral Investment Agreement: A Review
of Issues, Indian Institute of Foreign Trade (IIFT), WP-EC-12-16.
CUTS International (2013) The Political Economy of EU-India FTA, Briefing Paper, 10/2013.
Dash, P. K. (2010). ‘India-ASEAN: Trade in goods agreement’, SME Times, 20 January 2010. New Delhi,
India.
Francis, S. (2011) ‘The ASEAN-India free trade agreement: a sectoral impact analysis of increased trade
integration in goods’, Economic and Political Weekly, Vol. 46, No. 02, pp.46–55.
Govt. of India, Ministry of Finance (2014) Economic Survey Report 2014–2015, Vol I and Vol II.
Govt. of India, Ministry of commerce and industry (2017), department of commerce, Statement of
activities 2018-19.
IDEAs (2009): “China, India and Asia: The anatomy of an economic relationship”,
266

International Development Economics Associates (IDEAs) Report available at www.networkdieas.org
Khorana, S. and Perdikis, N. (2010) ‘EU-India free trade agreement: deal or no deal?’, South Asia
Economic
Journal,
Vol.
11,
No.
2,
pp.181–206,
Sage
Publications,
http://doi.org/10.1177/139156141001100202
Mukherjee, S., & Mukherjee, S. (2012). Overview of India’ Export Performance: Trends and Drivers. IIMB
Working Paper, (April), 1–63.
Nataraj, G. (2015) ‘India-EU FTA: problems and future prospects’, World Commerce Review, Vol. 9,
No. 1, pp.34–41.
Pal, P. and Dasgupta, M. (2009) ‘The ASEAN India free trade agreement: an assessment’,Economic and
Political Weekly, Vol. 44, No. 38, pp.11–15.
Singh, S. (2019) Policy synthesis for sustainable trade: a panel data gra vity model approach of India with
European Union and ASEAN countries, J. Global Business Advancement,
Traidcraft (2008) The EU-India FTA: Initial Observations from a Development Perspective Conclusion
and Recommendations, Traidcraft International Report.
Veeramani, C. and Saini, G.K. (2011) ‘Impact of ASEAN-India preferential trade agreement on
plantation commodities: a simulation analysis’, Economic and Political Weekly, Vol. xlvI, No.
10, pp.83–92.

267

Disruptive Innovations (DI): Incumbent Firms’ Coping Strategies
Bhoopendra Singh
Ph.D., Student
International Management Institute
New Delhi
India
Email: bhoopendra.f18@imi.edu
Abstract:
This study encompasses the understanding of types of organizational innovations that companies
need to survive and also to leapfrog the competition by means of a radical idea or
breakthrough innovation. The major emphasis is on Disruptive innovation (DI) which displaces
the existing market and creates new niches and subsequently markets. Being disruptive in nature
it has potential to influence the entire industry and uproot even the biggest players of industry
therefore the big and small both types of organizations cautiously have devised techniques to cope
up with existing or future DI. Gradually, the study trickles down on a specific DI called ‘Open
innovation (OI)’, hugely disruptive in era of digitalization. OI is strategic move of organizations
to allow the inflow and outflow of knowledge across the organizational boundaries, instead of
hoarding it inside. The organizations such as Google, Apple, IBM etc. are the examples that have
pioneered the market based on their open innovation model and have changed the way their
respective industries function. The changes caused by OI in the business ecosystem may adversely
impact the incumbent firms if they procrastinate immediate action (i.e. coping strategy against
DI). The study has proposed a conceptual model of firms’ coping strategies against DI and also
illustrates the chosen coping strategy of firms with respect to R&D capabilities, organizational
structure and available resources at disposal.
Keywords: Open Innovation, Disruptive Innovation, Firms’ coping strategies, Incumbent firms’
strategy.
1. INTRODUCTION:
The idea of Disruptive innovation (DI), initially proposed by Christensen et al. in year
1995, has caused immense buzz in the business world ever since and is often called the most
influential business idea of 21st century. The present era of multidirectional innovation
connecting multidisciplinary organizations has further galvanized the concept of Disruptive
innovation. The amount of research and its growing pattern (obtained from scopus data citation
analysis) substantiates our argument further. In this study, while we start discussion from the
preliminary understanding of the disruptive innovation, our emphasis remains on how incumbent
firms cope up with the disruptive nature of innovation hitting the market and setting new
markets and new value networks (Christensen et. al, 1995).
There have been numerous researches on needs and ways of adoption of DI’s. The existing
literature suggests that the organizations which lack the resources to compete with large players in
the industry often follow the path of DI’s to sustain in market, capture the market and to create a
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new market. Also, the companies in very competitive market continue to present the market with
appealing and new offerings to distinguish themselves from the other players. In order to do so,
Hart and Christensen (2002) researched and concluded that, companies find the DI approach an
appealing path to take a “great leap” downwards to exploit the “non-consumption” market. Despite
rich literature available on DI, the literature on how the incumbent firms, most of which either lack
the resources or the willingness to adopt DI, cope up with any DI still remains to be very limited
and therefore the subject remains to be researched further.
There are often two schools of thoughts prevailing among the academicians and researchers
concerning DI. Where the proponents advocate that the DI by nature possess great potential to
disrupt the existing business structures thereby dismantling the existing business pioneers and
setting new players and business models in place, other opponents suggest that any innovation is
disruptive by nature and DI doesn’t qualify to be a credited as distinguished management principle.
So, to distinguish the disruptive innovation from other types of innovations is the first stepping
stone towards building a larger base on theory of disruptive innovation. While we proceed with
our argument we come across the situation when the DI has multiple forms such as the product,
the service, the idea, the business process etc. which may disrupt the market. So, to remain
focussed in our study we have pinned down to a specific yet dynamic form of DI called Open
Innovation which has revolutionized the present digital world.
The innovation process was earlier believed to be as an intra-organizational activity, constrained
within organizational boundaries and rooted in the research, development, ideation,
manufacturing, devising incremental changes and subsequent marketing of an innovation within
the organizational boundaries. But, the boundaries of innovative activities are increasingly
becoming more obscure, insignificant and are creating obstacles for a possible steeper growth. At
the same time, we see the rising interconnection of organizational boundaries with extraorganizational actors and processes to bring in the innovation into the system inorganically. The
ability of the companies to remain competitive is no longer exclusively a function of incremental
innovation, market penetration, efficient cost management, organizational restructuring and
marketing capabilities. Unsurprisingly, the potential and responsibility rests in the eternal
development of remarkably superior (to some extent unprecedented and unexpected) products and
services in a business environment derived by uncertainty of consumer taste and technological
breakthroughs. To bring in the fresh energy, idea and fresh thoughts, the Companies utilize
knowledge lying not only inside the organizational boundaries but also outside the organization in
hope of innovating improved products, services and processes and thus leading the competitive
market by example. In the most basic form, “innovation refers to R&D-related activities involving
intellectual capital, physical products and processes related to production (Ulhøi, J.P., 2004)”.
“Open innovation (OI), therefore, is defined as an innovative and/or R&D-based
technology/service/business plan in which the innovator (who owns the innovation first hand) has,
a priori, waived the access and rights to the crucial knowledge component of the innovation in
question, be it programming code, design principle, chemical formula, etc. Routinely, the strategic
innovations have been witnessed as one of the most valuable competitive assets of the companies
which also served the purpose of a barrier for the competitors’ entry (Chesbrough, H., 2003)”. This
perception of the strategic innovation process is one of the primary reasons of a closed innovation
process, where technological breakthroughs and innovations are kept undisclosed by means of
copyrights, patents etc. in order to keep away the competitors from appropriating the value of the
innovation (Meyer, P.B., 2003).
The open innovation is not a recent phenomenon and historically the footprints of principles of the
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open innovation may be detected as old as in year 1870s, when open innovation in US steel
industry (Meyer, 2003) and the UK iron industry (Allen, 1983) displaced the earlier notion of
dominion innovations. The present world has experienced the most refined form of open
innovation in form of the internet, which revolutionized most domains of the business world and
gained widespread popularity during the 1990s. It caused a sudden surge in the number of open
source activities as it provided a platform to support open innovation and bolstered the rise of new
open source software (OSS) projects (Lerner, J. and Tirole, J., 2002). The coordination and
functioning of OSS projects happens online (Hemetsberger and Reinhardt, 2004), and the
voluntary efforts are called from the community of voluntary contributors who in turn are the users
and developers who make the OSS accessible publically through online mode. A live example of
such a project is Wikipedia which is an open source model which helps communities access
information made available and manipulated by the users. “Such projects are examples of a more
open organizational model for product development and innovation, also referred to as
community-based innovation (Franke and Shah, 2003) and private-collective innovation (von
Hippel and von Krogh, 2003)”.
In order to make our analysis concrete and acknowledge the coping strategies of organizations, we
have considered a few case studies which further enlighten the strategy of a few pioneer incumbent
firms which dealt with Open innovation and not only adopted it but made it an integral part of their
business model and led the business world by example. The study includes the Literature review,
a conceptual model, the gaps in literature and finally the future scope of further research.
2.
TYPES OF INNOVATIONS:
The broad classification of innovation may be done on the basis of sustaining nature of the
innovation called ‘Sustaining Innovation’ and the disruptive nature of the innovation called the
‘Disruptive Innovation (DI)’. The Sustaining Innovation has basics lying in coming up with
evolutionary or revolutionary innovation however these are the innovation which create the niche
of the innovation or set up entirely new market yet do not pose any threat to the existing business
processes and incumbent players. The sustainable niche management (SNM) approach, a relevant
study of innovation management, suggests that creating technological niches is one of the
successful methods of the sustainable innovation journeys. Creating niche may be understood as
creating protected spaces which facilitate the experimentation with the co-evolution of technology,
user practices, and regulatory structures. The underlying assumption of the approach is that such
niches serve the essential ingredient for desirable innovation ecosystem changes. (Johan Schot and
Frank W. Geels, 2008). But the sustainable innovation while facilitate the innovation management
and provide a streamlined evolution of innovations, the radical innovations never serve as a simple
technological fix in an SNM approach. Radical innovation doesn’t simply push the technology to
evolve incrementally. They change the entire system and make the entire ecosystem shift
dynamically. Similarly, Disruptive innovation are the breakthroughs in the existing market in order
to make the high-end product accessibility at the bottom of the market at remarkably low prices.
For our study, we are breaking down innovations on two dimensions: Technology and Market,
further to the distinction, we observe the following four types of innovations:
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Incremental Innovation
Incremental Innovation is the traditional and most familiar form of innovation across firms
andbindustries. The traits of the Incremental innovations are the less cost, product enhancement
and product improvement process. The Incremental innovation may further be called an essential
need of the business as a sustaining practice of the organizations. It may further be defined as a
process utilizing the existing technology yet with a few modifications and/or additional features it
further increases the value of the modified technology to the customer (value in form of features,
design changes, etc.) within the existing market. Almost all companies in a competitive
business environment engage in incremental innovation in one form or another. The Incremental
innovation has become a fundamental element of survival of the industries. The very common
example is shift of traditional banking to smart banking (Kawan, J.C., Citicorp Developement
Center Inc, 2013). Similar is the incremental change seen in consumer durables. The bulky and
less featured machines such as washing Machine, Television, Air conditioner etc. have various
smart capabilities, and are entirely different from their older versions. Washing machines have
dryers now as an incremental change from its initial versions, Television have improved the
picture quality, have reduced their weight by change of technology from CRT to LED and have
becomes smart TV now offering multiple new ports to support HDMI, USB inputs in addition to
internet accessibility, Air conditioners have varying capacity utilization and more weather control
options and features. These incremental changes that we see evolving over time in most products
around us, make the product industries and organizations sustain and penetrate the market further.
Disruptive Innovation
Disruptive innovation, involves bringing an unprecedented and unexpected new technology,
product or process to the current market. It is stealthy in nature because the it hits the market and
organizations in it all of a sudden with its presence. The disruptive innovation by its innovative
nature makes it possible for many costlier and sophisticated product accessibility at the bottom of
the market thereby disrupting the natural market processes. The attributes of disruptive businesses,
in their initial stages, include: suboptimal gross margins, bottom of the market capture as target
markets, and elementary products and services that may appear equally appealing as existing
solutions against traditional performance metrics. There are more common traits of a DI such as,
the DI is not always acknowledged as better alternative and hence lacks immediate acceptance by
the market because of unavailable yet required ecosystem or infrastructure for the acceptance of
DI and unsophistication of initial versions of DI. It is the consistent iterations and improvisations
that transform the new disruptive technology and enable it to replace the old technology and
disrupts most of the existing companies and business processes not only in the related domain but
across various business functions and industries at times.
Architectural Innovation
Architectural innovation is application of an existing technology into the different market in other
words it requires changing the purpose of product or technology that it initially was made for. The
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theoretical understanding of architectural innovation in the management literature was first
proposed by Henderson and Clark (1990). As per Henderson and Clark, “Architectural innovation
destroys the usefulness of [the non-innovator’s] architectural knowledge, but preserves the
usefulness of its knowledge about the product’s components”. This innovation has surprising
ability to attract new customers provided the new targeted market is enough receptive to the
existing technology and doesn’t long for radical shift. It’s a low risk innovation because of mere
re-introduction of substantiated and reliable technology. A common example may be an
automotive vehicle made out of an electricity generator which was primarily meant to generate
electricity by using the diesel fuel but it was beautifully used to make the automotive to be used
for transport work in rural areas. This innovation has been attracting some researchers who
acknowledge it as disruptive innovation (Birtchnell, T., 2011) however it is actually an
architectural innovation which has changed the meaning of the Generator and has given it the value
of low cost automobile.

Diesel Electricity Generator

Indian Jugad (Automotive made of Electricity Generator)

Radical innovation
The term ‘Radical innovation’ stems from the conceptualization of unprecedented
knowledge/product and the commercialization of peculiar ideas or products. Asper Harvard
Business review “Radical innovation focuses on long-term impact and may involve displacing
current products, altering the relationship between customers and suppliers, and creating
completely new product categories.” (Hopp, C., Antons, D., Kaminski, J. and Salge, T.O., 2018).
Researchers working on radical innovations therefore have addressed question concerning types
of the organizational structures and behaviours that describe and anticipate the commercialization
of breakthrough ideas. Radical innovation is the layman notion of an innovation. Radical
innovation possesses the great potential to gives birth and cultivate new industries (and/or to
eliminate the existing ones) and embroils conceiving revolutionary technology. For example, the
airplane, even though it was not the first mode of transportation when came to the market, was
revolutionary for initiating commercialized air travel and further made it possible for it to develop
and prosper.
While disruptive innovation is inevitably associated to mutations of business models and low-end
market penetration, the radical innovation relies on individual and organizational human capital in
association with the organizational capabilities. Incremental innovation on the other hand — such
as fifth razor blade in addition to previous four blades in a razor — helps firms to survive further
by additional features embedded in old product stretching the life span of the old product, and to
stay competitive temporarily. Whereas, radical innovation, in general, have a long-term impact
and may involve creating new niches and/or displacing current products, altering the customer supplier relationship, and conceiving completely new product categories. For example, 181 years
old company John Deere has been able to revolutionize the agriculture industry through the
conception of the most encompassing eco-system for agricultural products (Hopp, C., Antons, D.,
Kaminski, J. and Salge, T.O., 2018).
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3. Disruptive Innovation (DI):
In fierce and competitive business environment, there are organizations which are so aggressive
on their R&D and innovation that their pace of innovation surpasses the pace at which the customer
demand evolves and taste shifts. Many such organizations subsequently come up with too
sophisticated products or services which in-turn are also expensive, and complicated for many
customers in their market. Organizations practice these “sustaining innovations” to keep
theorganization and sensation of organizational capability alive inside and outside the
organization and to delight the higher tiers of their markets because this strategy has proved to be
a mantra of achieving success since long time: by charging the higher prices to their most
demanding and sophisticated customers at the top of the market, and increasing profitability with
higher margins enjoyed on product/service sale.
However, the companies are interested in all segments of the market and hence they are unwilling
to turn down the business potential available at the lower end of the market segment. To serve the
lower end of the market, the companies tend to look outside the organizational boundaries to seek
if there is any innovative way by means of which that market too may enjoy the similar or close to
the high-end product at affordable i.e. lower prices. This is the gradual shift of the companies from
close to open innovation by wilful breach of the organizational boundaries. However, if the market
gets an access to innovative product or service that may displace and replace the existing high-end
product or service of the organization then the company finds it a rational proposition and a sound
business decision by partnering / investing / adopting / buying-out the firm with disruptive
innovation. In this way companies unwillingly open the door to “disruptive innovations” at the
bottom of the market. A Disruptive innovation allows a new set of population of consumers and
users at the bottom of a market, the access to a service or a product which was historically
accessible to the consumers of top-end market at a substantial investment of money.
There are several criteria that describe all the DI such as, a disruptive innovation gains the
acceptance in the low end of the market first and then spirals up to the high-end market. The lowend segment is the part of market which longs for the commoditized products and service due to
low affordability of consumers in that market segment and therefore low-end market is given less
attention for introducing a traditional innovative i.e. usually expensive products or services. A
contemporary example is Netflix. The earlier mail-order movie rental service was not as
satisfactory option available to a large group of Blockbuster customers as it was to a niche of film
nerds. The gradual rise of the internet over years and improved ability of internet to stream the
videos enabled Netflix to grow its business. Subsequently Netflix was able to offer on-demand
services and variety of quality audio-video content to a large audience with greater convenience
and cost-effectiveness. It was the gradual and steady market penetration originated from the lowend of the market that made Netflix disruptive which we see a great business model on which
today’s entertainment industry thrives. The need acknowledgement and need generation are two
simultaneous processes that make a potential DI an effective one. Focus on a larger market segment
from the beginning could have caused a business rivalry and a different fate of the Netflix. Gaining a
low-end ground of market allowed Netflix to move upmarket with a business model that is
completely different yet attractive to Blockbuster’s customers. The Netflix case suggests that
acceptance and nourishment of constructive disruption may take time as it requires a favourable
ecosystem which can sustain the dynamic potential that a DI carries. The disruption is not yet
complete even after 22 years of Netflix existence and with target of other entertainment providers,
it is set to disrupt yet another part of entertainment industry (Hopp, C., Antons, D., Kaminski, J.
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and Salge, T.O., 2018).
A few landmark examples of disruptive innovation are as follows:

Disruptor
Personal computers
Netflix

Markets Disrupted
Mainframe and mini
computers
Movie Rental Industry

Disruptor
Cellular phones

Markets Disrupted
Fixed line telephony

LEDs

Light Bulb

Digital Photography

Chemical Photography

1.1 Justification why an innovation that is open is disruptive:
There are several criteria that qualify any innovation to be a disruptive innovation and since in
next sections of the study we will use Open innovation as a Disruptive innovation so here is the
justification for the Open innovation to be called Disruptive
1)

2)

Disruptive innovations emerge from low-end or new-market footholds (Christensen, C.M.,
Raynor, M.E. and McDonald, R., 2015) – As Christensen defined the disruptive innovation, it
originates because of the market demand and often comes from the bottom of the market or in
order to create a new market to cater to the bottom of the market. The Open innovation initially
was conceived as a concept to serve the people in the open domain who did not have access to
expensive product such as when Ford manufactured car then it was the symbol of luxury but
when the first passenger low priced car lot was manufactured then it changed the market and
came from the market demand which was the car at low price at that time. Open innovation is
primarily meant to involve the low-end users and developers and empowers them to participate
in the innovation cultivation and its ecosystem nurturing. Therefore, the primary criteria for an
innovation to be qualified as DI is aptly met by OI.
“Disruptive innovations don’t catch on with mainstream customers until quality catches up to
their standards” (Christensen, C.M., Raynor, M.E. and McDonald, R., 2015) – The open
innovation started long back in 1950s however it caught attention only after 1990 when Internet
started revolutionizing various business processed. It was later in year 2003, when H.
Chesbrough brought the Open innovation term into the attention of business and academic
research world to become an exemplary research study and dynamic phenomenon to be
investigated and researched further. OI soon after the successive studies became integral part
of many business based on need of the market (Bogers, M., Chesbrough, H. and Moedas, C.,
2018). So, OI possessed this basic trait of DI i.e. origination from low-end market and steady
upmarket growth with its dynamic capabilities changing business processes and setting many
new business and markets. The credentials of OI well confirm the presence of all required
ingredients for it to be a DI. (Source: Guo, J., Pan, J., Guo, J., Gu, F. et al. 2019)
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1.2 Open innovation:
Chesbrough and Bogers in 2014 defined open innovation as “a distributed innovation process
based on purposively managed knowledge flows across organizational boundaries.” (Chesbrough,
and Bogers, M., 2014). “Open innovation strongly advocates the inflows and outflows of
knowledge with various external actors located outside the boundaries of the firm. It is argued that
knowledge sharing is more constructive than accumulating it within closed boundaries. Scholars,
Over the last decade, have established empirical evidences that firms which collaborate with
external actors and partners can improve their performance, upsurge their financial performance,
and expedite their processes of innovation” (Chesbrough, 2003). Further, a few recognized
examples of open innovation are diffused through
a)
Business Practices followed by company within the boundaries, such as Apple Inc.
which initially gave a challenge to open innovation but later knowing the potential it
inherits, Apple came out as a marcher to accept the open innovation even though in
controlled form
b) New intermediaries and actors e.g. Innocentive and NineSigma; and
c) Public policies such as open government.
Following the precedence, it is evident that weakening of the organizational boundaries has
become one of the finest strategies to survive in the market as it enables the organization to use
the knowledge lying outside the boundaries that the organization may not have direct access to.
Although it’s paradoxical as earlier the stringent closed boundaries of organization by means of
patents and copyrights was the point of difference but the selective openness of boundaries has
done more good that damage to the organization and has expanded the horizon of the organizations
to access the knowledge and resources available outside (McEvily et al., 2004).
2. Research Gaps:
As we compiled and synthesized the substantial and admired readings available on Disruptive
innovation (DI) and Open Innovation (OI) and Incumbent strategies to cope up with DI and OI
then we confronted the absence of any literature emphasizing the systematic strategies and their
scientific selection to cope up with it. Mostly, the corporate decisions to deal with the DI have
been taken based on the corporate policies and the risk associated with the adoption of the policy.
Moreover, there is complete absence of the nomenclature to acknowledge the organizational
strategies to cope up with the DI and OI. In this study, we have come up with a few suitable terms
of the organizational strategies pursued and adopted to deal with the market in presence of DI.
3. Conceptual Model:
“The creation of new value lies at the heart of economic development and a population’s adaptive
efficiency (Moran & Ghoshal, 1999; North, 1990; Schumpeter, 1934)”. The value creation in case
of Open innovation happens with various resources available in and outside the organization. The
actions that entail the peculiar exchange and consolidation of resources, by which resources are
redirected from known applications to be available in new contexts create value (Schumpeter,
1928). However, the value created through actions such as the innovation followed by
establishment of a new product, a new technology, or a new way of doing business may be difficult
to quantify until it has been appropriated. So, we have tried to come up with a few common
incumbent strategies that firms in the dynamic market use to appropriate the value that exists in
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the innovation and/or to cope up with the pressure of either adopting the new technology or
devising alternative strategies to combat the problem.
Even though the generalization of cope up strategies of firms is an immensely complex task
because the variables of the business ecosystem have substantial stake in the strategic decision,
but we have put an effort to summarise a few specific countermeasures that firms are likely to take
or have taken in past. The conceptual model summarizes the strategies in five broad categories viz.
a) Adopters/followers, b) Acquirer, c) Investors, d) Repositioning / Niche creation and e) Counter
innovation.
S1

Adopters

S2

Acquirer

Current

Investor

Open Source Innovator
S4

Incumbent Firms
Counter Innovator

5.1 The Adoption of the innovation (shown by S1 in the conceptual model diagram below) is the
most prominent, and invariably successful, strategy of the incumbent firms to appropriate the value
that the innovation inherits. The adoption is often called the diffusion of the Open innovation
(Valente, T.W., 1996) by the firms which are called champions (Rosa Caiazza & Tiziana Volpe,
2016). Devaluing the disruptive innovation which stands up to the expectation of the market
demand is the biggest mistake that an incumbent firm in a competitive market can make, therefore
early adoption and diffusion of the innovation (Rosa Caiazza & Tiziana Volpe, 2016) in business
processes is the way to pioneer the market. The market is a complex system where not only the
value of the innovation has a vital role to play but the at time juncture of its introduction into the
market plays a critical and significant role. For example, A good technology introduced at the
wrong time doesn’t always bear fruits and progresses towards the demise of the innovation unless
reintroduced when the ecosystem is aptly nurtured to support and value the innovation. At the
same time the late adoption of an Innovation can be fatal for an organization as the entire market
and value may have been appropriated by the early adopters.
There are numerous examples such as IBM, Lucent, 3com, Intel etc. of the early adopters of the
innovation who have successfully become marcher of the market while other only followed as
price of reluctance to ingrain the innovation (Chesbrough, H. and Crowther, A.K., 2006).
Open Innovation through ‘Adoption’: Case of Panasonic
Panasonic Corporation, a comprehensive electronics manufacturer in industry, case study is of
great interest here as the company represents one of the corporates of Japan aggressive expanded
into international markets and actively involved in diversification into related business activities.
In year 2000, when the Japanese electronics industry was going through substantial economic
environmental changes with rising global competition, Panasonic, as the torchbearer, initiated
reformation of its structural and operational designs by opting the process of a fundamental
restructuring and reorganization of its entire corporate group. The changes were inevitable to
integrate and centralise the resources of all subunits and subsidiaries for greater dynamic capability
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(Winter, S.G., 2003) of the company resources. The integration and bounded utilization of the
company resources was an attempt to renew the old company strategy which had been the closed
innovation model, to regain the temporary competitive edge and improve economic performance.
It was year 2008 when the compounded effect of financial crisis and the closed innovation model
of Panasonic made the company lose the competitive edge while the market environment was
rapidly changing.
The shift of the firms’ strategy from Closed to Open requires firms to create/adopt and implement
new managerial practices and structures, redefining the best practices to follow open innovation.
The Panasonic case brings on surface various struggles that a transforming company faces and
suggests the steps involved in the transformation. It clarifies that the shift of R&D process alone
is not enough and there is more to it to become an Open organization from the closed. The
organization in true sense become open by bringing all the subdivisions together to function for
the common goal of making the organizational culture and structure both open so that the resources
in and outside the organization may be utilised and further a new path may be paved by the
company as a whole for further growth by enthusing new energy, technology, knowledge from
every available dimension. However, the virtues of limited closeness in system may not be
completely waived as it enables organizations to profit from the certain degree of closeness and
maintains the level of exclusivity of some degree in the innovation for further financial and
technological advantages.
5.2 The Investors are the firms that invite and adopt the Open innovation model by assigning a
substantial degree of importance to the firms and their knowledge lying outside the organization.
The firms that acknowledge the value and quality of the knowledge lying outside the
organizational boundary try to own or gain a certain degree of access and control on the innovative
organization so that they may benefit from that knowledge and innovation that the small company
possess. This is the contemporary and a very risk-averse strategy of large firms in which the larger
firm invests in small scale yet innovative firm, often called Outside-In innovation partner, to
collaborate and exchange knowledge and complement with the resources for maturing the
innovation for future markets. The current market conditions favour the companies to opt for this
strategy and further to the benefits the methods cost a lot less investment and sets off much of
R&D expense thereby making it a very viable option to go further with Open innovation. The
booming entrepreneurship models and greater accessibility of resources across industries, domains
and firms is the primary cause that innovation doesn’t have any determinate origin point and it is
so multidirectional that firms are expanding themselves across industries and across geographies.
Reverse innovation (Govindarajan, V. and Euchner, J., 2012) has become one of the most
admirable sustainable models of innovation. The Chinese giants such as Alibaba and Tencent have
each invested in over 700 start-ups in year 2018, focussing many start-ups in developing
economies such as India, and they plan to remain equally or more aggressive in their investment
and innovation drives (Anirban Ghosal, 2018). The outcomes of their strategy are evident in their
technological superiority and financial growth surpassing most competitive companies across the
globe.
Open Innovation through ‘Investing’: Case of Paytm
Paytm is the mobile application based technology that started with payment wallet in India with
intention to transform the cash based economy in online form in developing country like India. At
the time when Paytm was struggling to expand the business by increasing the customer base, an
external factor viz. government regulation of demonetisation gave it much needed further boost to
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the company and made it a grand success in days. It is considered disruptive by many academicians
and researchers as it has changed the way the payment industry functioned. Although Paytm was
not the first to come with this idea of developing application for the financial transaction but the
technological development, financial support by means of investment from big corporates like
Alibaba, required ecosystem and the ideology that paytm received from its management and
investors is one of the key differentiator why it achieved this success in such a short span of time.
Later paytm started its payment banks and has achieved strong foothold in the market and
expanded itself to the international markets as well. Here we are considering it as an example of
investing as this technology was well capable of being conceived by the corporates such as Alibaba
which already had similar application such as Alipay yet they went through the route of investing
in it to gain further access to new market and developed it further to adjust according to the
customer need.
5.3 The Acquirer are the firms partner with the outside entities (usually smaller in size) in order
to gain the access to the knowledge that lies in the partnering firm. The is one of the most famous
strategy in business world for the firms that have good financial strength and value innovation.
Such organizations have acknowledged that the knowledge has no boundaries and the knowledge
is the way of pioneering the market or even to survive in the stiff competition available. Another
advantage of being innovative is that the firms get scope and chance to constrain or limit their
magnitude of openness when they find it is necessary as the acquisition gives complete strategic
control on the acquired entity yes it doesn’t hinder the innovation potential and doesn’t mess with
the small firm’s dynamic capabilities.
Open Innovation adoption through ‘Acquisition’: Case of IBM
The IBM case is the classic culmination of Acquirer and Adopter of Open innovation. IBM has
been instrumental in setting a precedence for other organizations as one which can completely
restructure and redefine not only it’s internal processes but also its business idea and processes.
However, the company may not be accredited completely for the welcoming adoption of OI. IBM
is an organization which by nature was against innovation and didn’t recognize OI as an innovation
until IBM adopted OI itself. Its strengths lie in patenting the innovation developed with in and
even now it adopts openness by acquiring the firms against partnering with them. It was the
dynamic industry norm that made it necessary for the firm to change the strategy and become open
by design and consequently the company found its strength in OI and has become one of the
leading companies promoting OI.
From Linux, Apache, and Eclipse to current business functions across all layers of the cloud stack,
application development, blockchain technology, artificial intelligence, quantum computing, and
machine learning, IBM has demonstrated a sustained commitment to driving innovation in open
source that the organization is regarded as ‘Open by Design’.
While the Acquirer strategy of adoption of OI is not the true OI in the sense of great potential that
an innovative possess however it mitigates the risk of losing the knowledge whose value further
needs to appropriated. So, while we can call it a ‘controlled OI’ it still serves the purpose of
participative innovation and inherits the essential ingredient of OI i.e. Openness.
5.4 The Counter Innovator are the firms that take on a Disruptive innovation with another
innovation of equal of higher potential that they have come up with. It’s a situation that we may
define as DI vs DI. Such a situation is the sign of the matured market with lot of potential yet to
be tapped by the organizations. The innovation is the way of life for the corporates that win the
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Business ground battels and such organizations keep seeking ways to appropriate competitive
advantage when they are in possession of some breakthrough technology or design or service that
is not available to other competitors. The organization of such type are very innovative and have
already an open model and promote the crowdsourcing of the innovative model. Yet when the DI
comes to the market, they instead of adopting it, launch their own innovation. This concept also
leads us to the conclusion that all DI are not always successful as when the DI vs DI situation is
experienced by the business market then only one of them comes out as winner. This model also
gives an edge to the organizations to create their own niche based on the points of difference they
make by their own products. The idea of such markets players is to change the rules of the game
in order to benefit themselves the most. Smartphone operating system Android based mobiles were
ventured into the market after the Blackberry had made its presence felt. But when we see the
today’s world of smartphone then we see that android is the clear winner.
Open Innovation through ‘Counter Innovator’: Case of Android
Mobile phone industry has been one of the most competitive industry since the early year 2000’s.
The market of mobile smart phones has seen many innovations but not all met the same fate as
some of them died in early stages such as Blackberry while some such as Symbian OS based
phones of Nokia survived for quite long and grabbed the major pie of the market at one point but
due to the lack of continuous innovation, breakthrough technology and apt next generation need
assessment lost it all to the other competitors such as Android based smartphones. As depicted in
figure, Q-2 of year 2010 saw the sudden change in market dynamics when Andoid based smart
phones hit the market. The android was not the only one that was innovative at that time. iOS was
also significantly innovative and a multi-feature operating system yet the accessibility of the iOS
was only to a niche market of consumer who had good affordability of the technology and an
inclination towards the same.
Symbian based organizations’ failure to
acknowledge the need of the current market
and potential of the new technology was one
of the reasons why Symbian doesn’t exist in
the market now and the entire market (to an
extent of ≈ 85%) is captured by the Android
(Gartner 2018 report). The Android
technology has been developing ever since
and hasn’t ceased to surprise the market with
successive incremental innovation too and
that has clearly made it a market winner. So,
the counter innovation is a suitable strategy
only when the firm has the dynamic capability
to operationalise the breakthrough technology and idea that it possesses.
4. Is Open Innovation a Problem or the solution or the way of life in current business
world?
The Open innovation, asper researchers, has many facets. One facet of it poses a threat to many
organization that have closed boundaries and therefore are limited to product innovation and R&D
done in-house whereas the firms with porous boundaries have access to the knowledge and
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technology outside the firm boundary (Henry W. Chesbrough, 2003). The other facet suggests that
Open innovation instead of posing threat is an opportunity to co-create and co-innovate and thus
enables the participants to create and nurture the ecosystem for standardizing the products and
technology to play in the market. A business ecosystem is the complex interplay between multiple
industries, so a decision to open up a knowledge segment of one industry can have widespread
reverberations (Chesbrough, Appleyard, 2007). An example from the 1980s is IBM’s decision to
open up its personal computer (PC) architecture. This led to the rise of the “clones” as companies
such as Compaq emulated the IBM specifications. IBM’s architecture couple with Microsoft’s
operating system and Intel’s microprocessors became the de facto technology standards in the PC
industry. Yet there is greater consensus that by blending universally available intellect in a system
architecture, open invention and open coordination are capable of producing substantially superior
products and services relative to those produced by a limited number of individuals clustered
together in a single company. The strategic issue remains how to acknowledge, capture and then
sustain the co-created value without disaffecting the individuals, groups, companies or ecosystem
participants responsible for the continued development of the product, service, or standard.
5. Future scope of Analysis:
The study further leaves scope for scientifically establishing the terms concerning ‘coping
strategies of the firm against the disruptions caused by an innovation’ originating from this study
on which the existing literature is silent. Additionally, an enriching further study might be
performed on a causal analysis of the incumbent reaction to a DI striking the market. Such a study
will have substantial information on the triggers of the decisions taken in the disrupted market
environment. The strategic decisions of the firms are often based on variety of constructs and the
analysis of constructs may further be done based on a few appealing and applicable theories such
as Bounded rationality (Simon, H.A., 1991) and Transaction Cost theory (Williamson, O.E., 1993)
serving the purpose of moderators in decision making process. Further the discussion on why the
Transaction cost theory may not be the only moderator in decision making process of organizations
while the plan of action to cope up with DI is underway (Ghoshal, S. and Moran, P., 1996). The
geographies and their ecosystems also have a role to play which either supports or counter the
evolution of the firms hit by DI so this dimension also will have an interesting cloud of facts and
analysis.
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ABSTRACT
This paper discusses the results of a study on the effect of stock selection skill and market timing
ability as well as risk level on the capability of investment managers to form a profitable portfolio.
The study was based on conventional mutual funds operating in Indonesia during the period of 2009
– 2016. Monthly data of Net Asset Value (NAV) of 33 mutual funds was used. In this study, the
investment manager stock selection skill and market timing ability were measured using HenrikssonMerton method. The level of risk an investment manager is willing to take, indicated by beta value,
was measured using Sharpe index model. Furthermore, Sharpe ratio was used to measure the
performance of the mutual funds. Statistical analyses were performed to evaluate the relationship
among the variables considered in this study. The results indicate that the investment managers of
mutual funds in Indonesia maintain good stock selection skill and market timing ability. A majority
of the funds were reasonably diversified, thus able to reduce the risk level and improve the
performance of the mutual funds.
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INTRODUCTION
Mutual fund investments are concerned with the selection of portfolio by the fund manager in order to
enhance the returns and reduce the risks (Kumar, 2012). Performance evaluation of the mutual funds has
received attention from both practitioners and academicians because both investors and the investment
managers needs accurate information to take further investment decisions. Investment managers that are better
equipped in terms of access to information, selection skills and timing of the market are expected to generate
better returns on managed portfolios. Apart from the superior capability, higher returns may arise due to large
exposure to risk as well as external factors such as global and local economic conditions. The past
performance of a mutual funds will influence the investor to make future decisions on investment venue in
order to optimize their returns.
Modern portfolio theory which deal with Mean-variance analysis of portfolio decisions was proposed
by Markowitz (1952). The theory discussed the concept of efficiently diversified portfolios which maximize
expected returns for a given amount of risk measured by variance. The theory was further extended in 1959
and provided means for calculating efficient portfolios when means, variances and covariances of returns of
the securities were available. Markowitz (1959) proposed the ‘semi-variance’ rather than variance as a
measure of risk as it captures only adverse deviations or it can be described as the returns below the mean
return is taken for measuring the risk.
The relationship between risk and expected return that is used in the pricing of risky securities is described by
Capital Asset Pricing Model (CAPM). The CAPM was based on the idea that investors need to be
compensated in two ways: time value of money and risk. The time value of money is represented by
(the
average return of the risk-free proxy) and compensate the investors for placing money in any investment for
over a period of time. The average return of the portfolio
is presented as follows:

(1)
where
is the average return of the benchmark proxy and  is the systematic risk of the portfolio which
compares the return of the assest to the market over a period of time and to the market premium. Ept is an error
term of the portfolio for period of t which could be used to calculate the unique risk of the portfolio (SDEP).
Such risk could be reduced by improving the portfolio management.
Several instruments were developed in the past century to measure the performance of Mutual Funds
(Guerard, 2015). Among them are Treynor (1965), Sharpe (1966) and Jensen (1968, 1972).
Treynor (1965) introduced Treynor Index (TI) that measures the systematic reward per unit risk for a
portfolio. The index is a risk-adjusted performance value measured based on systematic risk. He used security
market line concept drawn from CAPM represented by  as a measure of volatility. The Treynor Index is
presented as:

(2)
This indicator is suitable for assessing the performance of a well-diversified portfolio, this is because it only
takes into account systematic risks.
Unlike Treynor, Sharpe (1966) considers that expected return should is related to the total risk
(systematic and non systematic risk). Sharpe considered the phenomenon whereby Investment Manager opted
to have fewer shares, hence; it is not possible to diversify individual risks comprehensively. The Sharpe index
uses standard deviation (p) of returns as its risk component. Since this measure is based on total risk, it is
possible to measure the performance of a less diversified portfolio. Higher Sharpe index indicates better riskadjusted performances of the fund. If the Sharpe index is negative, it indicates that a risk-less asset would be a
better option than the analyzed fund scheme. The Sharpe index (SI) can be written as:

(3)
where

is the portfolio deviation standard, ie total risk, while other parameters are as defined previously.
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Jensen (1968) evaluate returns that a fund has generated against the returns actually expected out of
the fund at a given level of its systematic risk (). The difference between the two returns is called alpha,
which measures the performance of a fund compared to the actual returns over the period. Hence, alpha is
used to determine whether the fund manager through his stock selection ability has been able to beat the
market. A positive alpha implies a fund manager has the ability to beat the market with his stock picking skill.
The higher the alpha value, the better the performance of the fund. The Jensen’s alpha (p) is presented in the
following:

(4)
where
is the residual while other parameters are as defined previously. This value could be used to
measure stock selection capabilities of Investment Manager without considering market timing capabilities. A
positive high Jensen’s alpha value represents superior performance compared to market indices.
Jensen’s theory was extended by Fama (1972) to include both systematic and non-systematic risk. As
for Sharpe index, the total risk is represented by ratio of standard deviation (p) to the average standard
deviation of the portfolio (m). Hence, Fama’s measure (net selectivity) is written as:

(5)
It is important that investment managers be evaluated based on both security selection and market timing
ability. Treynor & Mazuy (1966) developed an empirical model for portfolio assessment theory considering
both factors using the following formula:

(6)
where  is the measure of market timing ability of the investment managers. Investment manager with market
timing ability will be able to adjust risk exposure from the market. The portfolio return is a non-linear function
of market return. If the investment manager is able to select the time correctly, than the  value would be
significantly positive. On the other hand if the  value is close to zero means that the investment manager was
not able to select the market timing accurately. This model was then theoretically validated by Jensen (1972),
and Bhattacharya & Pfleiderer (1983).
In 1981, Henriksson & Merton (1981) developed another return based approach for estimating timing
performance of investment managers using similar regression analysis. However, they consider coefficient
as a binary variable which is assumed to switch between up-market and down-market betas. A large value
implies the market is expected to do well, i.e., when Rm > Rf (up market), and a small value implies the
opposite, i.e., Rm < Rf (down market). Therefore, it is argued that a successful market timer would select a high
up-market beta and a low down-market beta. This relationship can be estimated by the following equation
using the dummy variable:

(7)
where D is a dummy variable that equals 0 for Rm > Rf and –1 otherwise. So the beta portfolio is  in upmarket
and ( –  ) in down market. Thus in this equation,  is the difference between the two beta.
Markowitz showed that investment is not just about picking stocks, but about choosing the right
combination of stocks in order to maximize profit. In this theory, investors carefully select the proportion as
an asset tool for investment by attempting to maximize the expected rate of return of the expected portfolio
risk or minimize risk equivalent to the expected rate of return. This theory assumes that investors are risk
averse, which means that if investors are given two portfolios that offer the same rate of return, the investor
will choose a less risky level. Investors will take increased risks only if expected higher profit compensation,
whereas investors who want a higher rate of return should accept higher risks.
In principle, active management implements two decisions in managing overall portfolio. First is the
asset allocation decision that aims to select undervalued securities due to unpreparedness of capital market to
accept the securities. A portfolio containing a larger proportion of undervalued securities will result in a better
means of return. The second decision is a capital allocation that aims to modify the beta of the overall
portfolio based on the estimates and changes in the economic parameters affecting the rate of return on
investment in the market. The beta of the overall portfolio can be modified by changing the composition of
funds invested in risk-free assets and risky assets. The beta of risk portfolio can be changed by adding or
reducing the number of certain securities in the portfolio. The change in the beta of portfolio of risky assets
will affect the overall portfolio beta.
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Studies on mutual funds’ performance cover the fund’s capability to outperform the benchmarks,
diversification, stock selection skill of the fund managers, market timing and persistence in fund performance.
The effect of the ability of investment managers to pick securities / stocks and estimate market timing has
been studied by researchers such as Kempt et al, 2017; Sherman, 2012; and Berk et al, 2012. They suggested
that stock selection skill and market timing ability of the investor defines the level of risk and, in turn,
determines the performance of mutual funds. Kempt el al. (2017) showed that the ability of investment
managers to select the stock and estimate market timing is improving with the investor experience with the
stock. Mutual fund managers outperform in industries where they have obtained experience on the job. As
fund managers become more experienced, they pick better stocks and their trades become better predictors for
abnormal stock returns around subsequent earnings announcements. Study by Sherman (2012) indicated local
investor would have a better skill as compared to foreign investors or those staying away from the market.
This paper presents the results of a study on the effect of stock selection skill and market timing
ability as well as risk level on the capability of investment managers to form a profitable portfolio. The study
was carried out 33 conventional Mutual Funds operating in Indonesia during the period of 2009 – 2016.
Average monthly data of Net Asset Value (NAV) in the respective year was used. In this study, the
investment manager stock selection skill and market timing ability were measured using Henriksson-Merton
method. The level of risk an investment manager is willing to take, indicated by beta value, was measured
using Sharpe index model. Furthermore, Sharpe ratio was used to measure the performance of the mutual
funds. Statistical analyses were performed to evaluate the relationship among the variables considered in this
study.
RESEARCH METHODOLOGY
The study was of empirical nature and divided into five stages: (a) setting up database for analysis, (b)
determination of stock selection skill and market timing ability of investment managers, (c) determination of
risk level that the investment managers are willing to take, (d) estimation of mutual fund performance, and (d)
Statistical data analysis.
1. Database
The population used in this study was Mutual Funds and Collective Investment Contracts (KIK)
which have been issued in the Financial Services Authority (OJK) and the Capital Market and Financial
Institution Supervisory Agency (Bapepam-LK) and traded on the Exchange Indonesia Securities (IDX) for the
period 2009-2016. The number of population obtained for this study was 1.425 Mutual Funds. Samples were
selected from the population by purposive sampling method based on some specified criteria. The selection
criteria was designed to focus the study on one type Investment Fund operating in a specified time range.
Table 1 Criteria used to select samples of corporate mutual fund for this study.
Criteria
1
Conventional Mutual Funds listed in the Financial Services Authority (OJK) and the
Capital Market and Financial Institution Supervisory Agency (Bapepam-LK) for the
period 2009-2016.
2
Active and effective Conventional Mutual Funds issued and published in the Financial
Services Authority (OJK) and the Capital Market and Financial Institution Supervisory
Agency (Bapepam-LK) during the period 2009-2016.
3
Conventional Mutual Funds reporting monthly NAV to Bapepam-LK for the period
2009-2016 and published on the Bapepam-LK website.
Table 2 Sampled Mutual Fund
No

Name of the Mutual Fund Scheme

Code

Company Code

1

Dana Reksa Mawar

DRM

RDMW

2

First State Indoequity Sectoral Fund

FSISF

0098566

3

First State Indoequity Dividend Yield Fund

FSIDYF

4

Manulife Dana Saham

MDS

5

Reksa Dana Mandiri Investa Atraktif

RDMIA

6

Schroder Dana Prestasi Plus

SDPS

035600048431
0092882
035600055431
0090829
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AUM on
Dec 2008

Date of
inception

7

Pratama Equitas

PE

0094532

8

Schroder Dana Istimewa

SDI

006600829471

9

Rencana Cerdas

RC

0091017

10

CIMB-Principal Equity

CIMBPE

0099556

11

Batavia Dana Saham

BDS

12

Reksa Dana Dana Ekuitas Prima

RDEP

13

BNP-Paribas Pesona

BNP-PP

MPPESON

14

BNP-Paribas Ekuitas

BNP-PE

0089763

15

Batavia Stock Fund the Optimum Fund

BDSO

0086769

16

Reksa Dana BNP Paribas Solaris

BNPPS

FOSL

17

BNP- Paribas Infrastruktur Plus

BNPIP

FOIP

18

Reksadana Dana Ekuitas Andalan

RDEA

00D42C

19

Reksa Dana Simas Danamas Saham

RDSDH

BAM SAH
RDEP

000D80
GR002PRIMASH

20

Panin Dana Prima

PDP

21

Syailendra Equity Opportunity Fund

SEOF

0085290

22

Pratama Saham

PS

0099424

23

Manulife Saham Andalan

MSA

24

Reksa Dana MNC Dana Ekuitas

MNCDE

BIG-EQ

25

Maybank Dana Ekuitas

MDE

0085209

26

First State Indoequity Value Select Fund

FSIVSF

0085100

27

Mandiri Investa Cerdas Bangsa

MICB

0083303

28

Reksa Dana Emco Mantap

RDEM

00D68D

29

Reksa Dana Emco Growth Fund

RDEGF

00D68B

30

Reksa Dana Millenium Ekuitas

RDME

00D61B

31

Reksa Dana Trim Kapital Plus

RDTKP

000D2L

035600022433

32

Trim Kapital

TK

000D2B

33

BNI Reksadana Berkembang

BNIRB

000D1B

The portfolio return of each Mutual Fund per month were calculated as follows:

(8)
where Rpi is the actual return from Mutual Fund i. NAVt is the net asset value at time t, while NAVt-1
is
the net asset value at time (t-1), t is the time period. The return risk free rate (Rf) was estimated based on SBI
formula following Pratomo, Eko Priyo dan Ubaidillah Nugraha (2009):

(9)
where
are the SBI interest rate for the period t while n is the number of observation
periods.
Similarly, the return on the market index was calculated as:

(10)
The benchmark used in this study is Index Harga Saham Gabungan (IHSG) or Jakarta Composite Index (JCI),
thus:

(11)
In this case, KIHSG is the return of JCI, IHSGt is the IHSG at the end of month market return JCI, and
IHSG(t-1) is the market return JCI at the end of the previous month.
The systematic risk level (β) in this study was determined using Sharpe index calculated by
rearranging Equation (1):
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(12)
where
is portfolio return at period t,
is market return in period t, is the proportion of the mutual
fund portfolio gain level that is not affected by market changes,
is the beta of the Mutual Fund portfolio,
and is the error term.
The performance of individual Mutual Funds and their benchmarks were evaluated through the
performance of Mutual Funds using Sharpe’s performance measures (Sharpe. (1966), Marlina Widiyanti, M.
Adam, Abdul Ghafar Ismail (2013), Jones (2000):

(13)
where RVAR is the Sharpe ratio, (Rp – Rf) is the excess return portfolio against risk free rate for which as
defined previously, while

is the total risk or standard deviation of the portfolio i.e:

(14)
where

is return of portfolio I, R is the average return, and N is the number of observations.

2. Stock Selection Skill
The stock selection skills of the Investment Manager was evaluated using Henriksson-Merton method.
The stock selection skill of the investment managers of each mutual funds selected for this study from 2009 to
2016 is presented in Table 3:
Table 3 Stock Selection Skill of Investment Manager
No.

Code

Stock selection skill index ()
2009

2010

2011

2012

2013

2014

2015

2016

1

DRM

0.045

0.065

-0.020

-0.05

-0.086

-0.006

0

-0.028

2

FSISF

-0.016

-0.074

-0.023

0.091

-0.007

-0.008

-0.036

0.005

3

FSIDYF

-0.021

-0.043

-0.013

0.063

-0.065

0.233

0.020

0.036

4

MDS

-0.026

0.048

-0.007

-0.016

-0.036

-0.058

-0.124

-0.081

5

RDMIA

-0.032

-0.032

-0.06

0.054

0.003

-0.119

0

0.007

6

SDPS

7

PE

8
9

0

-0.032

-0.027

0.036

-0.017

-0.085

-0.008

-0.063

-0.045

-0.039

0.007

1.154

0.010

0.117

-0.008

-0.115

SDI

0

-0.030

-0.001

-0.060

-0.040

-0.106

0.020

0

RC

-0.004

-0.015

0

-0.007

-0.062

0.005

0.030

-0.035

0.026

0

-0.028

0.022

0.036

1.199

0.047

-0.050

0

0.022

-0.108

-0.033

0.030

-0.082

0.020

0.074

10

CIMBPE

11

BDS

12

RDEP

-0.046

-0.054

-0.081

-0.195

0.176

-0.428

0.048

0.021

13

BNP-PP

-0.032

-0.032

-0.012

-0.06

0.002

-0.087

0

-0.083

14

BNP-PE

-0.021

-0.064

0

-0.105

-0.018

-0.147

-0.040

-0.053

15

BDSO

-0.028

-0.108

-0.077

0.130

0.076

-0.048

0.057

-0.007

16

BNPPS

0.038

0.018

0.035

0.014

-0.043

-0.041

-0.064

-0.023

17

BNPIP

-0.036

-0.107

-0.053

0.025

0.060

-0.007

-0.078

-0.004

18

RDEA

0.001

-0.039

-0.075

-0.041

0.042

-0.070

0.032

-0.018

19

RDSDH

0.007

-0.068

-0.029

-0.016

0.187

-0.071

-0.040

-0.043

20

PDP

-0.043

0.063

-0.092

-0.175

0.060

-0.078

-0.003

-0.01

21

SEOF

-0.133

0.207

-0.092

-0.203

0.083

0

-0.097

-0.018

22

PS

23

MSA

24

MNCDE

25

MDE

0.012

0.021

-0.008

-0.063

0.041

0.091

0.046

-0.072

-0.007

-0.077

-0.047

-0.013

0.013

-0.136

-0.038

-0.113

0.044

0.752

-0.036

0.217

-0.023

0.013

-0.006

-0.099

-0.069

-0.043

-0.064

-0.017

-0.033

-0.008

-0.013

-0.143
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26

FSIVSF

-0.031

-0.132

0.068

-0.021

0.017

-0.441

0.182

-0.024

27

MICB

1.393

-0.299

0.054

-0.075

0.163

0.225

0.036

-0.197

28

RDEM

-0.034

-0.126

-0.047

0.124

-0.021

0.040

-0.085

0

29

RDEGF

-0.006

0.225

0.009

0.290

0.022

0.020

0.092

0.34

30

RDME

0.043

-0.08

-0.042

0.062

0.696

1.660

-0.019

-0.104

31

RDTKP

-0.013

0.049

-0.02

-0.028

-0.03

-0.027

-0.036

-0.050

32

TK

-0.059

0.041

-0.036

0.013

-0.039

0

0.023

-0.030

33

BNIRB

-0.080

-0.29

-0.003

-0.001

0.211

0.010

0.040

-0.003

Positive α value ( > 0) indicates that the Investment Managers of the Mutual Funds has good stock
selection capability or were able to choose the securities that were right for the Mutual Fund on the respective
year. Observation of Table 3 shows that none of the 33 active mutual funds was able to maintain positive
value of  Thus, the ability of the mutual fund to make the right securities selection was influenced by the
time frame. The best performance was achieved by RDEGF which maintain the positive  for seven years
(2010–2016). Other mutual funds was able to maintain positive  value only for four consecutive years such
as BNPPS (2009–2012), PE (2011 – 2014) and CIMB-Principal Equity (2012 – 2015). Other mutual funds
have their own up and down through 2009 to 2016. The year of 2013 has the highest number of well
performing Mutual funds in terms of selection skill of their investment manager with 19 mutual funds
achieving positive value of  followed by 2014 (14).
3. Market Timing Ability
As for the stock selection skills, the market timing ability of the investment managers were also measured
using Henriksson-Merton method. The performance of the Mutual fund based on market timing ability is
presented as γ index. The positive γ indicates that the Investment Manager of the Mutual Funds has good
market timing ability to sell or buy securities in the respective year. The investment manager was able to sell
portfolio stock before the market index declines and buy the stock just before the market index soars. The
market timing ability of the Investment Manager of each Mutual Fund is presented in Table 4.
Analysis of data presented in Table 3 shows that of the 33 mutual funds, only BNPPE and PDP were
able to maintain positive value of  for 5 consecutive years (2009 – 2013).
The γ value of all active
Mutual Funds in 2014, 2015 and 2016 was 0.0000 which means that none of these Mutual Funds has market
timing capability. In this study, the Henriksson-Merton method uses dummy variables to forecast market
timing with D = 1 if
> 0 indicating Up Market (bullish) and D = 0 if
< 0 indicating
Down Market (bearish). Thus, based on the results of analysis in this study, the market conditions was in a
state of Down Market (bearish) during 2014 – 2016.
Table 4 Market Timing Ability of Investment Manager
No.

Code

Market timing ability index ()
2014

2015

2016

1

DRM

2009
1.061

2010
0.376

2011
1.830

2012
2.071

2013
-4.030

0

0

0

2

FSISF

0.199

0.830

6.176

-5.235

-1.831

0

0

0

3

FSIDYF

0.413

0.088

3.144

-2.665

1.226

0

0

0

4

MDS

0.583

1.033

2.437

3.225

-0.551

0

0

0

5

RDMIA

0.922

0.922

4.143

-1.889

-5.193

0

0

0

6

SDPS

0.165

0.311

-1.994

-7.068

-0.891

0

0

0

7

PE

2.145

-0.043

2.417

-9.711

-2.271

0

0

0

8

SDI

0.483

1.009

1.0561

2.533

-0.523

0

0

0

9

RC

-0.01

0.747

0.774

6.562

2.213

0

0

0

10

CIMBPE

-0.049

1.116

3.676

-3.336

-0.476

0

0

0

11

BDS

2.361

-1.756

1.553

9.670

-2.499

0

0

0

12

RDEP

0.998

3.297

2.610

8.716

-2.160

0

0

0
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13

BNPPP

0.675

0.675

1.360

1.038

-7.331

0

0

0

14

BNPPE

0.914

0.824

5.255

4.690

0.010

0

0

0

15

BDSO

0.65

2.669

1.1752

-1.293

-2.415

0

0

0

16

BNPPS

0.444

-0.252

4.403

2.748

-3.336

0

0

0

17

BNPIP

0.820

0.630

5.665

-2.179

2.535

0

0

0

18

RDEA

0.249

2.950

1.713

-4.275

-9.966

0

0

0

19

RDSDH

0.218

1.170

7.015

-7.009

-8.083

0

0

0

20

PDP

2.408

0.257

1.699

7.226

0.866

0

0

0

21

SEOF

2.708

-4.749

2.560

9.087

-1.437

0

0

0

22

PS

1.786

-1.652

4.610

6.769

-1.385

0

0

0

23

MSA

24

MNCDE

25

0.470

1.100

6.373

-1.087

-3.685

0

0

0

-4.503

3.038

-1.023

-1.615

-3.436

0

0

0

MDE

2.479

0.346

1.289

-2.542

-1.025

0

0

0

26

FSIVSF

0.065

-1.041

-9.746

-1.651

-1.781

0

0

0

27

MICB

-2.634

1.364

2.003

-9.935

-1.092

0

0

0

28

RDEM

0.901

1.639

5.592

-4.968

-2.699

0

0

0

29

RDEGF

-0.490

-1.030

-4.832

-1.320

-2.862

0

0

0

30

RDME

-0.261

5.834

6.141

-2.482

-2.057

0

0

0

31

RDTKP

2.862

-3.614

-0.209

1.515

-1.850

0

0

0

32

TK

1.343

-2.732

4.878

-1.836

0.157

0

0

0

33

BNIRB

2.943

1.272

2.403

-2.396

-1.307

0

0

0

4.

Risk Level

The level of risk an investment manager is willing to take, indicated by  value, was measured using
single index model. The results, presented in Table 5, indicated that the majority of mutual funds have
positive β value in all years. The highest risk level was taken by investment managers of MICB in 2010 with β
value of 7.70491. Only three mutual funds experienced negative level of risk i.e. BDSO in 2010 and 2011
with level of risk index of -0.67797 and -0.08296 respectively; SDPS in 2014 with negative β value of 0.37550; and BNPPP in 2016 with a negative β value of -0.07668.
Table 5 Risk Level of Mutual Funds
No.

Kode

Risk level (β)
2009

2010

2011

2012

2013

2014

2015

2016

1

DRM

1.18466

0.80171

0.58345

0.84333

1.14230

1.14230

1.45110

0.76503

2

FSISF

1.01162

0.65294

0.76190

1.31177

1.08677

1.31556

0.95245

1.05129

3

FSIDYF

1.01341

0.68225

0.96126

0.85983

1.78893

1.78074

0.19167

0.08082

4

MDS

1.11424

0.60232

0.73529

0.82110

0.66916

0.30313

0.17674

0.32435

5

RDMIA

1.31574

1.31574

0.29071

0.41452

0.77132

1.61353

1.72765

0.66113

6

SDPS

1.00385

0.59171

0.40680

0.61363

0.65325

-0.37550

0.65653

0.45205

7

PE

1.49583

1.23944

1.05778

1.00652

1.03477

1.13431

0.65653

0.09731

8

SDI

0.85894

0.00902

0.25882

0.26731

0.23317

0.46934

0.96712

0.14563

9

RC

0.85894

0.47655

0.22215

1.22649

0.73897

0.86039

0.73092

0.57522

10

CIMBPE

1.19376

0.00716

0.89824

0.12782

1.50971

1.49144

1.40520

0.62951

11

BDS

0.82692

1.51809

1.91026

0.94838

0.65149

0.67546

1.14074

1.57679

12

RDEP

1.41987

0.81309

0.29441

3.48538

0.38726

1.52049

1.06190

0.04189

13

BNPPP

1.07552

1.08422

0.89172

0.01722

0.31378

0.36224

0.28892

-0.07670

14

BNPPE

1.23788

0.25574

0.56095

0.36810

0.80755

1.06877

0.53326

0.86209
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15

BDSO

1.13243

-0.67797

-0.08300

0.06140

0.97287

1.19201

1.62515

1.19084

16

BNPPS

1.47378

0.52832

0.41800

1.20839

0.04109

1.69007

0.90035

0.96393

17

BNPIP

1.30102

0.49445

0.95050

1.27022

1.49305

1.93517

0.74877

1.26528

18

RDEA

1.09740

0.88647

0.42004

0.13668

1.02879

0.39959

1.09330

2.90268

19

RDSDH

0.93754

0.10951

0.25708

1.01130

1.75474

0.22835

0.56356

0.79175

20

PDP

1.13671

1.07650

0.50913

2.17013

0.75262

0.46260

1.09384

0.94438

21

SEOF

2.34237

0.88816

1.07494

1.76923

0.53405

1.50390

0.44180

0.84939

22

PS

1.59435

0.93993

1.06291

0.09371

0.17003

2.15526

1.20596

0.41610

23

MSA

1.22523

0.29753

0.80591

0.86160

0.27407

1.71431

0.93446

0.76396

24

MNCDE

0.98742

1.02854

1.31982

2.95402

0.41471

2.40395

1.83760

0.72210

25

MDE

1.18427

0.17712

0.30517

0.79281

0.26135

1.32202

1.06482

0.55347

26

FSIVSF

1.14760

0.13833

1.19750

0.74229

0.78540

0.22979

0.80971

0.84722

27

MICB

1.20069

7.70491

0.16240

0.43383

1.42514

1.28709

0.51078

1.99680

28

RDEM

2.00194

0.67135

0.10655

2.93368

0.37081

2.07744

0.50425

0.81251

29

RDEGF

1.51892

1.36080

1.07442

2.16186

1.20311

1.64148

0.15638

0.80263

30

RDME

0.74944

2.02052

0.60676

2.36265

3.74579

2.64601

0.77712

0.62110

31

RDTKP

1.68264

0.55732

0.09960

0.36457

0.85564

1.26033

0.91224

0.37501

32

TK

1.31571

0.37712

0.64900

0.98293

0.73115

2.89337

0.71751

2.04724

33

BNIRB

1.69082

5.33942

0.97804

1.10276

2.30993

1.11575

1.59704

1.07041

5.

Mutual Fund Performance

The performance of Mutual Funds was analyzed using Sharpe index and the results are shown in Table 5. The
Mutual Funds had their up and down in terms of their performance during 2009 – 2016. Only five mutual
funds (FSIDYF, RDEP, BDSO, RDME, BRIRB) could maintain positive Sharpe index for more than 5 years
i.e. beyond 2013.Other Mutual funds face problems in 2013 due to adverse economic condition in Indonesia.
Table 5 Sharpe Index of Mutual Funds
Sharpe Index
No.

Code
2012

2013

2014

2015

2016

1

DRM

0.84483

-0.20520

0.47504

-0.31530

-0.88290

0.12451

-0.22100

0.37463

2

FSISF

1.10662

-0.20190

0.41565

0.26600

0.77146

-0.11110

0.74387

-0.13450

3

FSIDYF

1.05968

0.08312

0.22715

0.57831

0.23881

0.35427

0.22350

-0.01840

4

MDS

0.99055

0.28102

0.50232

0.20414

-1.52090

0.13923

-0.37400

-0.35520

5

RDMIA

0.84792

0.84792

0.37912

-0.53910

-0.92650

0.43282

-0.50630

0.76271

6

SDPS

1.28110

0.54033

-0.08240

-0.36490

-1.04650

0.44806

0.62873

0.60358

7

PE

0.81051

-0.24820

0.31785

0.27250

-0.57260

0.88790

0.62873

-0.49370

8

SDI

0.29828

0.53180

1.04456

-0.06130

-0.53390

-0.09670

0.15083

0.29413

9

RC

1.20795

0.52341

0.37040

0.09344

-0.80910

0.86309

0.18510

0.17750

10

CIMBPE

0.12806

-0.66600

-0.03300

0.35632

-0.34530

0.43482

0.05067

-0.16730

11

BDS

0.64479

0.08271

0.46546

-0.21060

0.49699

0.43963

-0.02000

0.68511

12

RDEP

0.57767

0.31750

0.54128

0.14962

0.07809

-0.18820

0.34896

0.29448

13

BNPPP

0.97732

0.27890

0.51142

-0.07360

-0.61830

0.18898

-0.00220

0.01983

14

BNPPE

0.99571

0.13749

0.19191

-0.05410

-0.87260

-0.12050

-0.18930

-0.56960

15

BDSO

0.78903

0.16360

0.41335

0.31755

0.20349

0.69902

-0.04770

0.17766

16

BNPPS

0.85696

0.61421

0.36240

0.88730

-0.57740

-0.60890

-0.88140

0.21642

17

BNPIP

0.78859

-0.81940

-0.36118

0.14201

0.12860

1.71344

-0.74040

0.18272

18

RDEA

1.25917

0.59967

0.22858

-0.06890

-0.50150

0.50084

0.15590

0.33136

2009

2010

2011
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19

RDSDH

1.16064

0.24579

0.65503

-0.13060

0.29153

0.04562

-0.34650

-0.05040

20

PDP

1.07788

0.73394

0.66015

-0.03580

0.33934

-0.07280

-0.31580

0.64460

21

SEOF

0.11766

0.56440

0.67394

0.38209

-0.25530

-0.19290

-0.65430

0.61895

22

PS

1.01280

0.40029

0.19899

-0.35790

-0.44120

0.52158

0.17478

-0.23340

23

MSA

1.04347

-0.01130

-0.00830

-0.01660

-0.13740

0.43167

-0.63210

0.04866

24

MNCDE

-0.00160

0.34468

0.66427

0.50451

-1.42220

-0.71660

-0.53250

0.21079

25

MDE

0.84035

0.19135

0.68660

0.01615

-1.05320

-0.03290

-0.50090

-0.50040

26

FSIVSF

0.70756

-1.13120

0.41430

-0.05210

0.02178

0.32245

-0.51120

0.33934

27

MICB

0.62007

0.28099

0.66199

-0.66620

0.05084

0.30730

0.43482

0.42074

28

RDEM

0.45223

-0.68080

0.45070

0.15574

-1.00470

-0.02710

-1.15580

0.60105

29

RDEGF

0.50370

0.14721

0.18361

0.25313

-0.66790

0.00370

-0.33730

0.42526

30

RDME

1.57690

0.25962

0.16897

0.37243

0.28122

0.21410

-0.14920

-0.59890

31

RDTKP

1.05130

0.34735

1.03825

0.13236

-0.89550

-0.24840

-0.81920

0.53072

32

TK

0.67220

-0.41730

0.22642

0.17859

-0.64030

0.49737

-0.27160

-0.33880

33

BNIRB

0.64675

0.17093

0.34762

0.13954

0.00478

1.05802

-0.22370

0.69519

6. Statistical Analysis
Results of descriptive statistical test analysis for each variables are presented in Table 6:
Table 6 Results of descriptive statistical analysis
n*
Minimum
Maximum
Mean
Std. Deviation
SS
264
-0.441
1.660
0.011
0.200
MT
264
-9.966
9.670
0.146
2.756
Beta
264
-0.678
7.705
0.994
0.817
Sharpe
264
-1.521
1.713
0.151
0.539
Valid N (listwise)
264
*) 33 mutual funds for 8 years = 33 × 8 = 264 ; SS = Stock selection skill ; MT = market timing; Beta = level of risk ; Sharpe Index =
Mutual fund performance

Correlation between the variables in this study was tested following classical assumption test and goodness of
fit test using multiple regression analysis. The classical assumption test that used in this research includes:
multicolnierity test, autocorrelation test, heteroscedacity test and normality test. The multicolonierity in the
regression model in this study is evaluated based on the tolerance and variance inflation factor (VIF). The
common cutoff value used to indicate the presence of multicolonierity is the tolerance ≤ 0.10 or equal to the
VIF value ≥ 10. Autocorrelation test aims to test whether in the linear regression model there is a correlation
between the confounding error in period t with annoying error in period t-1 (previous). Good regression model
is regression free of autocorrelation. One way to detect the presence or absence of autocorrelation is by using
Durbin-Watson Test. Heteroscedasticity test aims to test whether there is a variance inequality of the residual
one observation to another observation in a regression model. Homoscedasticity exist if the variance of the
residual of one observation to another observation remain equals, otherwise heteroscedasticity prevails. A
good regression model is identified with the existence homoscedasticity or the absence of heteroscedasticity.
One way to detect the presence or absence of heteroscedasticity is to observe the presence of a particular
pattern of scatterplot charts between the predicted dependent variable (ZPRED) and as Y axis and the residual
(SRESID=Y-predicted Y) as X axis. Normality test aims to determine whether in a regression model, the
residual variable has a normal distribution. In principle, normality can be detected by looking at the spread of
data (dots) on the diagonal axis of the graph or by looking at the histogram of the residuals. If the data spreads
around the diagonal line and follows the direction of the diagonal line or the histogram graph shows the
normal distribution pattern, then the regression model meets the assumption of normality.
The Goodness of Fit Model include the Coefficient of Determination (R²), Simultaneous Significance
Test (f-test), Individual Parameter Significant Test (t-test). The coefficient of determination (R²) essentially
measures the extent of the model’s ability to explain the variation of each dependent variable. The R² value
ranges from zero to one. Low R² means the ability of the independent variables to explain the variation of the
dependent variable is very limited. High R² indicated that the independent variables provide almost all the
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information needed to predict the dependent variable. The f-test basically shows whether all independent
variables included in the model have a mutual influence on the dependent variable. The null hypothesis (Ho)
states that all the independent variables included in the model have no mutual influence on the dependent
variable, whereas Ha states that all independent variables have a significant influence on the dependent
variable. The criterion of decision making in f-test is to reject the null hypothesis when the significant value P
from f-test is < 0.05. The t-test basically shows how far the influence of one independent variable
individually in explaining the variation of the dependent variable. The null hypothesis (Ho) to be tested is
whether the parameter of the variable is equal to zero while the alternative hypothesis (Ha) is when the
parameter of a variable is not equal to zero. The criterion of decision making in statistical test t is by rejecting
the null hypothesis when the value of significant value p from the t-test is <0.05.
In addition to using the test graph, this study is equipped with statistical tests of non-parametric
statistical test Kolmogorov Smirnov (K-S).
Classic assumption test
The results of the colonicity test can be seen in the table below:

Table 6 Multicollonearity Test Results Coefficientsa
Model

Tolerance

Collinearity Statistics
VIF

(Constant)
SS
MT
Beta

0.929
0.941
0.982

1.076
1.063
1.018

Cut off value commonly used to indicate the existence of multycolonierity is tolerance value ≤ 0.10 or equal
to value of VIF ≥ 10. The result of calculation of tolerance value show there is no independent variable having
tolerance value less than 0.10 which mean there is no correlation between variable independent value of more
than 95%. The result of calculating the value of variance inflation factor (VIF) also shows the same thing
there is not one independent variable having VIF value more than 10. So it can be concluded that there is no
multicolonierity among independent variables in the regression model.

Autocorrelation Test
Result of Autocorrelation Test can be seen based on the following Table:
Table 7. Result of Autocorrelation Test

Model Summaryb
Model

Durbin-Watson

1

1.966

Source: data processed
Durbin Watson value of 1.966. when compared with the value of the table using 5% significance value. The
number of samples (n) = 264 and the number of independent variables (k) = 3. Then Durbin Watson value of
the table is dl = 1.78125 and du = 1.81223.
Since the DW value is greater than the upper limit (du) and less than 4- du = 2.1877. it can be concluded that
we can not reject H0 which states that there is no positive or negative autocorrelation or it can be concluded
there is no autocorrelation.
Heteroscedasticity Test
The results of heteroskesatisitas test can be seen in the picture below:

294

picture 1 Scatterpots chart
From the scatterpots chart it is seen that the dots spread randomly and spread both above and below the
number 0 on the Y axis. It can be concluded that there is no heteroscedasticity in the regression model. So
that the regression model is feasible toredict the effect of Stock Selection skill. Market Timing ability. And
Risk Level of Mutual Fund.
Normality test
Normality test results can be seen on the following table
Table 8 Result of Kolmogorov-Smirnov Test
Unstandardized Residual
N
264
Kolmogorov-Smirnov Z
0.654
Asymp. Sig. (2-tailed)
0.786
Source: data processed
The value of Kolmogorov-Smirnov is 0.654 and not significant at 0.786 this means H0 is accepted which
means that the residual data is normally distributed.

Goodness of Fit Model – Coefficient of Determination (R²)
Table 9 Results of Coefficient of Determination (R²)
Adjusted R
Model
R
R Square
Square
a
1
0.277
0.077
0.066
Result: data is processed
The coefficient of determination is used to test the goodness-fit of the regression model. The R
Square value of 0.077 means 7.7% can be explained in the independent variables of stock selection
skill. Market timing ability and risk level. While the remaining 92.3% is explained by other variables
not included in the regression model.
F Test (Simultaneous Effect Test)
F test (simultaneous influence test) is used to find out whether the independent variables simultaneously or
simultaneously affect the dependent variable. In this study. The F test value of 7.181 and significant at 0.000.
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which means the independent variable of stock selection skill. Market timing ability and risk level
simultaneously affect the performance variable of Equity Fund.
Table 10 ANOVA
Model
F
Sig.
1
Regression
7.181
0.000a
Residual
Result: data is processed
T Test (Partial Test)
Test t (partial test) is used to determine the influence of each independent variable to the depent variable. Of
the three independent variables included in the three models are significant at 0.05.
Table 11 Coefficients
Unstandardized
Coefficients
Model
B
Std. Error
1 (Constant)
0.061
0.051
SS
0.397
0.167
MT
0.044
0.012
Beta
0.079
0.040
Result: data is processed

Standardized
Coefficients
Beta
0.147
0.224
0.120

t
1.205
2.380
3.642
1.994

Sig.
0.229
0.018
0.000
0.047

Sharpe = 0.061 + 0.397 SS + 0.044 MT + 0.079 Beta
• The coefficient 0.061 indicates that if the independent variable is considered constant. Then Sharpe is
0.061.
• Stock selection regression coefficient of 0.397 states that any increase in stock selection skill of Investment
Manager 1% will improve Mutual Fund’s performance by 0.397%.
• The market regression coefficient of 0.044 indicates that any increase in 1% market timing ability of
Investment Manager will increase the Mutual Fund’s performance by 0.044%.
• Risk regression coefficient of 0.079 stating that any 1% increase in risk level will improve the Mutual
Fund’s performance by 0.079%.

5 Discussion
Analysis of research data presented in Table 2 and Table 5 revealed that stock selection skill variable
had a positive and significant influence on the performance of Mutual Fund with significance level of 0.018.
The results of this study is in line with research conducted by Kireina & Sampurno (2016) which suggested
that stock selection has a positive and significant influence on the performance of Mutual Fund. The results of
this study indicated that the ability of an Investment Manager in the selection of stock have an effect on return
of Mutual Fund in Indonesia. Therefore, an Investment Manager must have the ability to choose which stock
composition can provide maximum profitability. Investors of Mutual funds should consider the ability of
Investment Manager to make stock selection, especially to deal with certain conditions.
Analysis of research data presented in Table 3 and 5 showed that market timing ability variable had a
positive and significant effect on the performance of Mutual Fund with significance level of 0.000. The results
of this study was consistent with the study by Putri & Haryanto (2014), Amalia & Sihombing (2013) and
Syahid & Denny (2015) that market timing ability has a positive and significant influence on mutual fund
performance. The study showed that the ability of an Investment Manager in determining the right time to sell
or buy stock have an effect on the return of Mutual Fund in Indonesia. An Investment Manager must have the
ability to determine when is the right time to sell or buy securities that can provide maximum profitability. In
addition, the Investment Manager must also have the ability to predict when the economic conditions
deteriorate and when it will return to improve so as to provide maximum results.
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Analysis of research data presented in Table 4 and 5 showed that the risk level has a positive and
significant effect on the performance of Mutual Fund with significance level of 0.047. The result of this study
is in line with the results of Nurcahya and Bandi (2010) which showed a significance level of 0.001. Thus,
higher return of a Mutual Fund could be generated if the investment manager is willing to accept higher risk
level.

CONCLUSIONS
The study had been carried out to evaluate the performance of 33 conventional mutual funds operating
in Indonesia between 2009 and 2016. An attempt has been made to evaluate the performance of the mutual
funds based on investment manager’s capability to diversify securities by picking up undervalued stocks and
the time to market the stocks. The study revealed that the performance of the Mutual funds depends
significantly of the economic condition in the year being evaluated. None of the mutual funds could maintain
positive performance through 2009 to 2016. However, six mutual funds (18%) were able to maintain positive
performance for five years or more. Twelve mutual funds (36%) were able to maintain positive performance
between 2009 and 2012. This is due to adverse economic condition in Indonesia in 2013.
The study shows that the stock selection skill and market timing ability have a significant positive
effect on the performance of Mutual Funds in Indonesia with significance levels of 0.018 and 0.000
respectively. The effect of stock selection skill is more important than the market timing ability. Moreover,
better performing Mutual Funds were exposed to higher risk level. The study shows that the willingness of
investment managers to accept higher level of risk results in higher return or profit. Relationship between the
performance of a Mutual Fund and the level of risk is presented with a significance level 0.047. The higher the
risk level of a Mutual Funds, the better performance of the Mutual Fund. Improvement in the performance of
a Mutual results in the profit and return received by investors. At the same time, and investor could select a
Mutual Fund by examining the ability of investment managers of the Mutual Fund to diversity the securities,
to pick the right time to buy and sell securities as well as their willingness to take risk.

REFERENCES
Amalia, D., & Sihombing, P. (2014). Analisis Kemampuan Stock Selection Dan Market Timing Pada Reksa
Dana Saham Di Indonesia. Journal of Capital Market and Banking. Vol. 2(2): 1–11.
Berk. Jonathan and van Binsbergen. Jules H. Measuring Managerial Skill in the Mutual Fund Industry (June
2012). NBER Working Paper No. w18184. Available at SSRN: https://ssrn.com/abstract=2089256
Bhattacharya, S., and P. Pﬂeiderer, “A Note on Performance Evaluation.” Technical Report 714, Stanford,
CA: Stanford University, Graduate School of Business (1983).
Fama E (1972), “Components of Investment Performance”, Journal of Finance, Vol. 27, No. 3, pp. 551-567.
Guerard, J. B. (2015). Portfolio Construction, Measurement, and E ciency. (J. John B. Guerard, Ed.). Alaska,
USA: McKinley Capital Management.
Henriksson R D and Merton R C (1981), On Market Timing and Investment Performance 11: Statistical
Procedure for Evaluating Forecasting Skills, Journal of Business, Vol. 54,No. 4, pp. 513-533.
Jensen M C (1968), The Performance of Mutual Funds in the Period 1945-1964, Journal of Finance, Vol. 23,
No. 2, pp. 389-412.
Jensen, M. C. 1972. Optimal utilization of market forecasts and the evaluation of performance. In
Mathematical Methods in Investment and Finance ed. G.P. Szego and K. Shell. North-Holland.
Jones, Charles P (2000), Investment: Analysis and Management, 10th ed, Jon Willy and Sons: New York.
Kempf. Elisabeth and Manconi. Alberto and Spalt. Oliver G, Learning by Doing: The Value of Experience
and the Origins of Skill for Mutual Fund Managers (March 30. 2017). Available at SSRN:
https://ssrn.com/abstract=2124896 or http://dx.doi.org/10.2139/ssrn.2124896
Kireina, I. T., & Sampurno, R. D. (2016). Analisis Pengaruh Stock Selection Skill Dan Market Timing Ability
Dengan Metode Treynor-Mazuy dan Henriksson-Merton Terhadap Kinerja Reksa Dana Saham (Studi
Pada Reksa Dana Saham Tahun 2010-2014). Diponegoro Journal of Management, 5, 1–10.
Kumar. R. Market Timing (2012). Selectivity and Mutual Fund Performance: An Empirical Investigation of
Selective Equity Diversified Schemes in India. The IUP Journal of Financial Economics. X. 1:62-84.
297

Markowitz H M (1952), “Portfolio Selection”,The Journal of Finance, Vol. 7, No. 1, pp. 77-91.
Markowitz H M (1959), Portfolio Selection: Efficient Diversification of Investment. John Wiley & Sons, New
York.
Marlina Widiyanti, M. Adam, Abdul Ghafar Ismail (2013). Prosiding Persidangan Kebangsaan Ekonomi
Malaysia Ke VIII.
Nurcahya, G.P.E., & Bandi. (2010). Reksa Dana di Indonesia: Analisis Kebijakan Alokasi Aset, Pemilihan
Saham, dan Tingkat Risiko, 0–21.
Pratomo, Eko Priyo dan Ubaidillah Nugraha. 2009. Reksa Dana: Solusi Perencanaan Investasi di Era Modern,
edisi revisi ke-2. Jakarta: Gramedia Pustaka Utama.
Putri, C. H., & Haryanto, A. M. (2014). Analisis Pengaruh Market Timing, Stock Selection Skill, Expense
Ratio dan Tingkat Resiko Terhadap Kinerja Reksa Dana Saham. Diponegoro Journal of Management,
1-10.
Cicilia Heny Mungkas Putri, A. Mulyo Haryanto (2014), Analisis Pengaruh Market Timing Ability, Stock
Selection Skill, Expense Ratio dan Tingkat Risiko Terhadap Kinerja Reksa Dana Saham (Studi Pada
Reksa Dana Saham Jenis KIK Periode 2009-2013), Diponegoro Journal of Management, Volume 3,
Nomor 4.
Sharpe M F (1966), “Mutual Fund Performance”, Journal of Business, Vol. 39, No. 1, pp. 119-138.
Sherman. Meadhbh (2012). An examination of the factors influencing mutual fund performance. Doctoral
thesis. City University London.
Syahid, Nur ,. dan Erman Denny A. 2015. "Analisis Pengaruh Stock Selection Skill, Market Timing Ability,
Fund Longevity, Fund Cash Flow Dan Fund Size Terhadap Kinerja Reksadana (Studi Kasus:
Reksadana Saham Periode 2010-2014)." Diponegoro Journal Of Management Volume 4 , Nomor 4
Halaman 1-11
Treynor J L (1965), “How to Rate Management of Investment Funds”, Harvard Business Review, Vol. 43,
No. 1, pp. 63-75.
Treynor, J., & Mazuy, K. (1966). Can mutual funds outguess the market? Harvard Business Review, 44(4),
131–136. https://doi.org/10.2469/faj.v56.n3.2356.

298

Determinants of Global Five Star Hotel Brands: A Sri Lankan
Perspective
Kumudinie Champa Liyasilinie Iddamalgoda
Ph.D., Student
Department of Marketing
College of Business Administration
Management and Science University
Malaysia
Email: kuchaliins@gmail.com
Viput Ongsakul
Dean
NIDA Business School
National Institute of Development Administration (NIDA)
Bangkok
Thailand
Email: drviput@yahoo.com
Zafar U. Ahmed
Founder, President and CEO
Academy for Global Business Advancement
(http://www.agba.us)
Falls Church, Virginia,
USA
Email: zafaruahmed@gmail.com
Abstract
Global brands for five-star hospitality firms such as Sheraton, Hilton, Marriot, Kempinski,
Inter-continental, and Shangri-la etc. are powerful intangible assets that ought to be nurtured
constantly by MNCs on the global stage. Our proposed study examines determinants of global five
star hotel brands by analyzing brand awareness, brand preference and brand association. Multimethodological approach will be employed for scrutinizing the determinants of five star global hotel
brands in a post-conflict, warn-torn and emerging small island country (Sri Lanka) setting by
addressing the following questions: (1) how do (a) global consumers hailing from different cultural
and different geographical regions and (b) domestic Sri Lankan consumers evaluate global five star
hotels brands differently? (Brand Awareness) (2) What determines their preference for global five
star hotels brands? (Brand Preference); and (3) How do different types of services associated with
global five star hotels brands influence consumer preferences? (Brand Association).
Keywords: Determinants, Global, Five Star Hotels, Global Brands, Sheraton, Hilton, Marriot,
Kempinski, Inter-continental, Shangri-la, Global Tourists, Domestic Tourists, Sri Lanka.
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1. Introduction
Referring to Sufi and Shojaie (2018) between 1998 to 2018 there were appropriate keywords to
introduce the five star hotels such as “luxury hotels”, “upscale hotels”, “deluxe hotels”, “high-end
hotels”, and “four- or five-star hotels”. Consumers search the luxury hotel facilities to spend their
free time and the extra money to receive the quality of services to fulfil their leisure ambitions in an
extra superior living style. According to Liang, Schuckert & Law (2019) global five star hotel
brands depend on by catering exclusive hospitality services to their guests. According to
Rather, Tehseen & Parrey (2018) this exclusive or elite living style introduces the customers an
extraordinary association with a memorable life time experience at global five star hotel brands.
Accordingly, Lo, Im, Chen & Qu (2017) pointed out worldwide tourists invest multibillion dollars
to receive the global five star hotel brands hospitality services which included a price premium.
When referring to Perez & Manzano (2019) principally the global five star hotel brands industry
consists of three (3) service areas as, accommodations, food and beverage and travel and tourism.
Hence “Service is an act of respect, kindness and love in the heart of hospitality industry (Kotler &
Armstrong 2016, p.259).
According to Simpson & Ayeh (2019) 75.5% of world’s luxury hotels are located in the United

States and the rest of top five being the U.K., Canada, Hong Kong, and France. Also Rishi & Joshi
(2016) clarified major economic slowdowns in the luxury hospitality industry in the Asia-Pacific
region revealed a significant growth of 18% in 2017 and 11% in 2018 (Timetric, 2018). When
referring to Adzoyi, Blomme & Honyenuga (2018), Kolter & Armstrong (2016, pp. 273); Keller,
Parasuraman & Jacob, (2016) initially brand associations are appeared as “the foundation of brand –
building”. As a key provider hospitality industry in 2010 jobs for over 235 million people, and on a
global scale, this is 8% of all the people employed. In the US alone, the hospitality services industry
generated 5,633,000 jobs in 2015, and this amounts to 3.8% of the total number of people employed
in the US. By the end of 2016, the employment figure grew by 1.2% to 5,698,000. This upward trend
looks set to continue as the industry is forecast to employ 18,493,000 people in the US by 2026
(Kolter & Armstrong, 2016). Therefore, to build a strong awareness of the global five star hotel
brands services is highly essential.
2. The Problem Statement
The tourists around the world highly keen on associating the global five star hotel brands by
spending 20% to 25% price premium than other star class hotels. Hence, there is a requirement to
scrutinize “determinants of global five star hotel brands hospitality services that influence to
decide the services brand awareness, services brand preferences & services brand associations”
in the consumer’s perception with a greater insight into services branding in a theoretical and
practical standpoint.
2.1 Primary objectives that scrutinize in the determinants of global five-star hotel brands
1. To define the consumer fascinated determinants of global five star hotel brands (Identify
determinants for brand preference than the lower star class brands).
2. To explore the psychological & cultural distinguishes that caused the consumers to do the
brand preference on global five star hotel brands.
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3. To determine the most influential (Preferred) brand associations & least influential brand
associations in determining for global five star hotel brands.
4. To evaluate the most influential link /origin hoteliers make to get the consumers brand
awareness & brand association to select the global five star hotel brands services.
5. To explore the managerial implications of increasing the quality of service to promote the

brand preference and brand association for global five star hotel brands.
2.2 Research Questions
1.

2.

3.

4.

5.

Wh
at are the consumer fascinated determinants of global five star hotel brands to make the brand
preference on global five star hotel brands than lower brands?
Ho
w psychological distinguishes & cultural influence caused the consumers to do the brand
preference on global five star hotel brands?
Wh
ich brand associations are most influential (preferred) & least influential to the consumers in
determining for global five star hotel brands?
Wh
at are the most influential links /origins hoteliers (management & staff) make to get the
consumers brand awareness & brand association for choosing the global five star hotel
brands?
Wh
at are the managerial implications to increase the quality of service to promote the brand
preference & association for global five star hotel brands?

Categorized the global five star hotel brands services for cluster analysis of consumers’ perceptions
of services which included three distinct groups. As Category I: customer contact individually e.g.
health services, spa and beauty care, Category II: low customer contact services e.g. appliance
repair, laundry services, pest control service. Category III: moderates customer contact services e.g.
cinema theaters, cafeterias, grocery stores etc.
2.3 Composition of the Services Discussed in this Research
Overall out of 120 global five star hotel brands services considered for higher and lower
preference global five star hotel brands united. Here cited 110 various global five star hotel brands
services. Additionally 56 out of 60 high preference global five star hotels brands services identified
as different brands and 54 out of the 60 low preference global five star hotels brands services
identified were various brands. Services type in concisely.
Service Category I: comprised of comfortable utilities services (6), reservation services - flights ,
rooms and tours(4), spa and beauty therapy (2), travel services & valet parking (6), beverages (4),
health centers (6), primary products supply services (8) interior arrangement services (2), and
laundry and dry cleaning centers (2).
Service Category II: comprised of appliance repair services (4) primary products services (8), pest
control services (1), ATM services (6), cleaning services (4), landscaping services (6),
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telecommunication services (7), internet services (2), room cleaning services (4), swimming
maintenance and rescue services (2).
Service Category III: comprised of services which moderate wear – houses (14), theme amusement
organizing (2), cafeterias (2), fast food restaurant facility (8), health development games (1), tour
facilities and guides services (7), grocery stores (4), Cinema halls (2).
3. Literature Review
The global five star hotel brands industry is based on services they cater. As a result of that
attributes of services and the importance of branding them should be scrutinized and elaborated. On
this purpose firstly will clarify the attributes of brands and further expands how brands can apply on
services to endow the power to the services. According to Murawski (2019) when the services that
the hoteliers provide unable to touch or intangible, unpreserved, varied qualities or skills and
inseparability conditions brand development became critical. Consumers’ should realize the
dissimilarities among brands in the product or service category. Referring to Fatma, Khan, &
Rahman (2018) brand meaning is determined by the associations that a consumer builds with the
brand. Kotler & Keller (2017) noted the strong brands are described by considering perceived
quality”. The service process that the customers’ experienced with global five star hotel brands
services providers or employees will be overviewed to elaborate the research and strategies to
investigate how do them work as determinants (Kotler & Keller, 2017; Kotler & Armstrong, 2016).
The literature review observes consumers’ services brand awareness, services brand preferences and
services brand associations & services brand satisfaction with a Sri Lankan perspective empirically
and quantitatively across the questionnaire and interviews. The sample groups were chosen in a
systematic sampling method.
3.1 Presented Brand
According to Zemke, Zhong & Raab (2019) the word of brand is derived from the Old Norse word
“brandr”, which means “to burn”. In the sixteenth century, whiskey distillers, shipped their products
in wooden barrels under the name of producer burned or “branded” by placing it on the top of each
barrel. This brand name introduced the maker to the consumer and controlled substitution of lowquality products (Kotler & Armstrong 2016). Hence brands perform valuable functions and it creates
barriers for entering the substitute products and services into customer association and preference.
Brand loyalty also can translate into customer willingness to pay a higher price often even 20 percent
to 25 percent more than competing brands (Kotler & Keller 2017). The American Marketing
Association (2018) defines a brand has a “name, term, sign, symbol or design, or a combination of
them intended to identify the goods and services of one seller or group of sellers and to differentiate
them from those of competition”. When searching Eldho, Babu, Arshinder & Chandrasekharan
(2018) a brand enlarges scope to a product “to differentiate it in some way from other products
designed to satisfy the same need” (Kotler & Keller 2017). The content investigation of the brands
definitions in the branding literature (Kotler & Keller 2017, pp 323) recognizes twelve ways brands
are viewed in the past research: as a legal instrument, a logo, a company, a shorthand, a risk reducer,
an identity system, an image in consumers’ minds, a value system, a personality, a relationship, a
value enhancer and an evolving entity. In simply the brand is one of the most valuable intangible
assets to an organization. And building a strong brand is careful planning, a deep long term
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commitment. When referring to Fatma, Khan & Rahman (2018) building a strong brand is a never
ending process.
Referring to Kucukusta (2017), Hua, Wei, Agnes, Franco & Wang (2018) elements of
presented; the global five star hotel brands services associations can be scrutinized with the
consumers’ reported data such as price, policies offer, provided facilities, appearance of employees,
publicity and symbolic representations used by the hoteliers. According to Metodijeski, Filiposki &
Micev (2018) as they noted the unavailability of theoretical foundation of services branding literature
here have been occupied the literature on branding the tangible aspects to address the global five star
hotel brands services associations and analyze the determinants of global five star hotel brands.
Referring to Rishi, Joshi (2016) Health of the global five star hotel brands equity measuring
managers became chiefly interested in built up on two basic components as global five star hotel
brands awareness and brands associations.

3.1.1 Services Brand Carried (Dimension Factor that Expand the Presented Brand)
When referring to Amin, Aldakhil, Wu, Rezaei & Cobanoglu (2017) the brand that the global
five star hotel services carry listed according to the participants’ association, was taken into discuss
the determinants of global five star hotel brands. When referring to Alrawadieh & Dincer (2019)
these explanations prove how hoteliers could enhance their global five star hotel brands name and
services when it is extremely intangible. Hence branded products they offer in every requirement is
considerable to enhance the brand & determining the global five star hotel brands.
3.1.2 Policies (Dimension Factor that Expand the Presented Brand)
According to Ortega (2016) elaborated the policies offer to consumers. It exhibits the devoted
policies that enhance the consumer’s satisfaction and loyalty as a determinant of the global five star
hotel brands services. Ren, Qiu, Ma & Lin (2018) pointed out some of the policies that can be
appreciated by the consumers.
3.1.3 Price (Dimension Factor that Expand the Presented Brand)
Masa’deh, Alananzeh, Tarhini, Algudah (2018), Nguyen & Gunasti (2018) have revealed
the consumers as “price takers” because of the face value or as they accept it given (Kotler & Keller,
2017). This situation explicate the consumer’s brand loyalty to pay additional amount for the brand
(Kotler & Armstrong, 2016). When referring to Zeng (2018), Veloso, Leal, Malheiro & Burguillo
(2019), the “consumers’ preference of prices” according to their vision some are fair, some prices are
typical, the last price they paid, upper bound prices or lower bound prices, historical competitor
prices, expected future price and usual discounted prices etc. Hence price as a determinant decides
the existence or survival of the industry. Alexakis & Jiang (2019) noted the price hoteliers’ target,
the maximum current profit they could earn directly and decide the facilities they could provide for
their consumers, employees to provide the satisfactory quality service and future investments of the
industry. In brief; Customers have less price sensitivity to low cost items or what they buy
infrequently, when there are less or no substitutes, higher prices and became a small part of life time
experience. Also Lo, Im, Chen & Qu (2017) explained hoteliers applied the pricing strategies for
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their consumers. E.g. Marriot vacation club – vacation villas high in prices, Marriot marquis high
price range, Marriot high – medium price, Renaissance medium high price, Court yard medium
price, and Towne Place Suites medium and low price Marriot hotel convey the price tiers (Kotler &
Keller, 2017; Kotler & Armstrong, 2016).
3.2 Management and Staff
According to Liang, Schuckert & Law (2019) global five star hotel brands based on the
services they cater to their consumers. As a result of that primarily concern the management and
staff and its dimensions to identify the contribution of consumer brand awareness, consumer
brand preference and consumer brand association as described in the below.
3.2.1 Employee Appearance (Dimension Factor that Expand the Management & Staff)
Service marketing literature suggests the importance of the physical appearance of service
staff or employees for the services brands (Kotler & Keller, 2017). In this study participants also
revealed pleasant appearance of employees encourage to have link with the global five star hotel
brands as a determinant factor.
3.2.2 Employee Behavior (Dimension Factor that Expand the Management & Staff)
Referring to Adzoyi, Blomme & Honyenuga (2018) employees frequently achieve to fulfil the
industry goals with their potentials and opportunities they receive. Hence, relevant to
Alameeri, Ajmal, Hussain & Helo (2018) industry human resource management (HRM) practices
rigorously seek their employees’ innovative work behavior (IWB). Also referring to Farha, AlKwifi & Ahmed (2018) this innovative work behavior has correlations with the employee behavior,
employee attitude, and their competency and employee relationships according to the analysis.
When further referring to Farha, Al-Kwifi & Ahmed (2018) the salient of employee behavior
associations in the consumers’ minds, suppose the necessity of these associations as an element of
tourists fascinating for the global five star hotel brands services. Theoretically considered the
importance of the employees to the services brands (Kotler & Armstrong 2016).
3.2.3 Employee Attitude (Dimension Factor that Expand the Management & Staff)
According to Simpson & Ayeh (2019) hotel ready ness to offer service is positively or negatively
correlate & moderate the employees’ attitude. Relevant to Farha, Al-Kwifi & Ahmed (2018)
hoteliers should launch appropriate strategies and training programs for employees to face the
innovative opportunities and to enhance employees’ attitude positively as a determinants of global
five star hotel brands services.

3.2.4 Employee Competency (Dimension Factor that Expand the Management & Staff)
As well as Al-Kwifi, Frankwick & Ahmed (2019) discussing about operations under challenging
conditions to achieve the service productivity service industries can train the current service staff to
produce their maximum output by attaching the technological power to save the time and cost
(Kotler & Keller 2017; Kotler & Armstrong 2016).
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3.2.5 Employee Relationship with Customers (Dimension Factor of Management & Staff)
According to the marketing analysis of Alameeri, Ajmal, Hussain & Helo (2018) successful
service companies has given priority for their customers and employees both. According to Wu,
Pearce & Dongto (2017) for achieving the service productivity service industries can train the
current service staff to produce their maximum output or hire the skillful employees who can achieve
the company productivity by developing the number of the service staff. Further can be attached the
technological power to save the time and cost (Kotler & Keller 2017; Kotler & Armstrong 2016).
When considering to Lo & Yao (2019) , Liang, Schuckert & Law (2019) the employee staff
encouragement and support is highly important in global five star hotel brands. Guizzardi, Monti &
Ranieri (2016) further clarified the negative side noted that participants could easily recognize the
absence of personalized treatment from global five star hotel brands employees’ services. Referring
to Sufi & Shojaie (2018), Kapferer & Florence (2016) how luxury brands grow yet remain
desirable, as a result of that marketers have taken into caring customers at the heart of their business
development.
3.3 Service Process
According to Serna, Casellas, Saff & Gerrikagoitia (2018) principally address the convenience
or reliability of service. From the intention of receiving the service until the work get done continue
the service process. This service process goes on until the consumer leaves the hotel after spending
the vacation. Hence, Zopiatis & Melanthiou (2019) explicated service process should be a
courteous and cordial connection in between the consumer and the service provider to give them a
memorable experience at hotel. When referring to Rosenzweig, Queenan, Kelley (2019) requires
cooperation of three broad areas as external marketing success is based on preparing, pricing,
distributing and promoting the services to consumers. The internal marketing describes the training
and motivating the employees to serve the customers and the interactive marketing is keen on skills
of the employees to serving the customers. Masa’deh, Alananzeh, Tarhini & Algudah (2018)
clarifies customers’ judge service not only the technical quality.
3.3.1 Convenience (Dimension Factor that Expand the Service process)
To purchase the global five star hotel brands services how easy or felt difficult have been
explicated by Shahijan, Rezaei & Amin (2018)

3.3.2 Reliability (Dimension Factor that Expand the Service Process)
The heterogeneous nature of services (Kotler & Armstrong, 2016) consumers hesitate whether the
service providers supply the same standard services repeatedly. The dependability and repetitive
quality is in the global five star hotel brands service process was valued by the participants have been
explicated by Ihtiyar, Gulsah Ihtiyar & Galay (2018).
4. Psychological & Cultural Influences (Mediating Variable)
The consumers’ psychological aspiration mediates with the presented brand, and to the
management & staff for catering services to the consumers and their satisfaction and loyalty. When
look into Kapferer & Florence (2016) Sigmund Freud had explained that customers buying behavior
is vastly unconscious and some subconscious motive may affect to make these decisions. According
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to Falcón, Santana & Pérez (2016), Iddamalgoda (2017), Fok & Yeung (2016) psychologically
when the employees satisfied and happy with their services they devote to enhance industry and
supply the consumer satisfactory service and develop their loyalty. Rosenzweig, Queenan & Kelley
(2019); Melhem, Zeffane & Albaity (2018); Umasuthan, Park & Ryu (2017) have clarified how
important these psychological aspiration for employees for innovative behavior and expectations at
service supply. Adzoyi, Blomme & Honyenuga (2018) ; Pérez & Manzano (2018) pointed out
consumers expect for experiencing new foods, feel salubrious weather conditions, visit specific
cultural items that inherited to the visited country, associate the native people, and entertain the
indigenous cultural events during their tour. Kotler & Armstrong (2016); Lemy, Goh & Ferry (2019)
noted internationally majority of employees who employ in global five star hotel brands has been
selected from their native population and they dress, behave and has attitude appropriate to their
culture. Hence, Nordhorn, Scuttari & Pechlaner (2018) explicated if consumers or service providers
or one of these parties may refuse to assume this cultural deviation will turn it to provide a negative
influence.
5. Advertising and Symbols (Moderating Variables)
As moderators or one of the origins of selecting the global five star hotel brands services in the
modern world advertising has taken considerable priority. Hence advertising is a paid presentation
that disperses by using electronic and print media to boost the publicity for the products and services.
(Kotler & Armstrong 2016; Kotler & Keller 2017). As a result of that by advertising for a period of
time can build the brand name, brand value and company image to recall the brand at a global
recognition. Hence advertising double the investments and get it direct experience of 99.7% and the
rest commercials get 3% (Kotler & Keller, 2017). Referring to Samuel, Peattie & Doherty (2018)
elaborated the informal communication such as rumors, gossips and personal views how they affect.
When look in to Yang & Mattila (2018) pointed out the advertisement campaign or commercials
and symbols; some noted the slogans the way of receiving information.
Referring to Adzoyi, Blomme & Honyenuga (2018) the AIDA model in marketing
communication exhibits this process of awareness, preference and associating the global five star
hotel brands services across the Attention (an awareness), Interest (preference), Desire (idea of
associating to fulfill a need), and Action (which decide the influential level of satisfaction).
6. Facilities (Moderating Variable)
According to Sheresheva, Polyanskaya & Matveev (2016) the facilities perceived with the
opinion of global five star hotel brands consumers accessibilities, the layout, the plan of the building,
the cleanliness, the lighting, the merchandising, and the influence of the foundation all of these links
combine with global five star hotel brands services facility. As Scholz & Voracek (2016);
Henderson (2017) prove that facilities have become a determinant of the global five star hotel brand
services awareness, services brand preference and services brand association.
7. Global Five Star Hotel Brands Services
The global five star hotel brands services has a direct correlation with the consumer satisfaction &
Loyalty. Liang, Schuckert & Law (2019), Nordhorn, Scuttari & Pechlaner (2018) when describing
the service quality had clarified the disadvantage of employees do not assume the customers cultural
differences and aspirations. And Akroush, Jraisat, Kurdieh, Faouri & Qatu (2016) pointed employees
and the management of the hotel industry should realize the prominence of their guests’
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requirements, needs and wants, cultural and psychological aspiration to provide successful service to
enhance the industry as a determinant of the global five star hotel brands.
8. Research Model & Conceptual Framework
The model has been constructed in view of filling the gap between the global five star hotel brands
services and the consumer satisfaction & loyalty. The literature review also has been scrutinized
according to the hypotheses that display in the conceptual framework in figure 8.1- I further
elaborated the dimensions that attached with the independent variables.
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Figure 8.1- I Conceptual Framework
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8.2 Theory - Research Design and Rationale
Consumer attitude towards the brand represents another indicator of loyalty and brand strength.
Do the customers like the brand? Or have a favorable attitude towards the brand? Generally
accepted brand attitude measure is to simply ask consumers to rate their attitude towards the brand
on a Likert scale very unfavorable attitude to very favorable attitude (Edell and Staelin 1983;
Gardner 1985; Smith and Swinyard 1983, 1988). Loyalty is a core dimension of brand equity (Aaker
1996). A basic indicator of loyalty is the amount a customer will pay for the brand in comparison
with another brand offering similar benefits. Research reveals services supplier’s relationship with
the customers’ to choose the brand from the respondent’s perspective that was vastly ignored in the
literature. Hence this research is based on survey theory to collect primary data from the all
participants who consume the global five star hotel brands in Sri Lankan context approximately
100000. Sample size was decided by Krejcie & Morgan (Uma & sekaran 2013).
8.3 Research Methodology
This research is being explicated in a descriptive manner to develop the awareness for
scrutinizing the determinants of global five star hotel brands services. Further collected data by
interviewing the sample units that selected out from the population those who consume the global
five star hotel brands services in Sri Lankan context and forwarded them open ended several
questions and close ended several questions to provide answers by referring throughout the 3 sets of
services categories. Also occupied the modern technical facilities for collecting data to save time and
expenses such as video conferencing, telephone, social media facilities. Video conferencing was
most useful for collecting data, because could identify at once their nonverbal cues and gestures for
the directed questions. Their answers explicate which brand associations are most important, display
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the influential factors that consumers associated, the psychological background, the link of origin
they associated and managerial influence for service quality improvement etc. Including number of
association and valence of association also investigate qualitatively and quantitatively. And
identified the sample size relevant to the Krejcie & Morgan (1970) by referring the Sekaran &
Bougie (2013).
9. Discussion, Managerial Implications and Conclusion
Referring to Alrawadieh & Dincer (2019) reputation management fortifies to obtain the
managers’ experience and intuition for conveying the consumer perception on deciding the consumer
preference and association of global five star hotel brands. Accordingly it became significant to
notice whether the hypotheses can be accepted or rejected. Hence Bravo, Martinez & Pina (2019)
noted to identify the consumer satisfaction and loyalty the managerial implications is highly
beneficial. Aranda, Vallespín & Molinillo (2019), Sharma & Mishra (2018) explicated the
consumers’ links with the origin of global five star hotel brands services associations, whether the
origin is direct experience, word of mouth or across the commercials etc.
10. Ethical Considerations
Salazar (2018) noted challengers that arise in the research could solve in many ways by
acknowledging the participants of this study and management & staff as noted below;
i.
Informed about structured and unstructured preliminary data gathering.
ii.
Assured the employees for keeping their responses confidential and will not be divulged
to anyone made employees participate cooperatively in a positive manner.
iii.
Also encouraged by offering to win a lottery to have a meal at a five star hotel brand.
iv.
Also protected from physical and psychological harm and did not note any except their
demographic details that avoided misleading expressions. It led accurate data.
v.
And let the freedom and opportunity to decline of giving statements, expressions and
allowed for revealing negative responses to do an accurate research successfully.
11. Data Analysis Plan
This research collects the primary data to develop the research and illuminate the criteria in a
deductive approach with a positivist paradigm to elaborate the determinants of global five star hotel
brands. That high and low preference consumers received on global five star hotel brands services
type have been analyzed & elaborated the influential level. And applied the servqual model &
measured the validity with the help of conjoint analysis. The psychological distinguishes and the
managerial implications were scrutinized for the increment of global five star hotel brand preference.
And applied the SPSS system 24 to justify these data and used cron bach’s alpha tests to check the
reliability of these variable and hypotheses.
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ABSTRACT
This paper examines how privacy concerns of Small and Medium Enterprise (SME) owners are
influenced by the quality of services they receive from telecom companies and business registration
services of the government. The statistical analysis of this paper is based on survey data of 3180
micro-entrepreneurs in Bangladesh, India and Sri Lanka. The study uses mainly t-test to measure the
relationship between the factors and the constructed privacy indices.
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1. INTRODUCTION
Prior research has shown that privacy-related concerns have a significant impact on service adoption
rates by individuals/customers. And worldwide, governments and companies are promoting adoption
of digital service by citizens, customers, and other corporate entities. SMEs are an important
constituency, not only for promoting adoption of digital services, but also because of their economic
impact.
SMEs are a significant focus area in countries, especially developing countries. For the three
countries covered in the study, some of the important reasons are their potential for generating
employment and promoting economic growth i ii iii.
In India, MSMEs accounted for 37.54% of the GDP (Gross Domestic Product) in financial year
2012-13. It also accounted for 45 % of total industrial production and 40% of total exports i. In Sri
Lanka, SME sector contributed 52% of the GDP in 2011 and accounted for 70% of all businesses in
the country iv. In Bangladesh, MSME sector accounted for almost 97% of all business units in
2013ii.
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This paper discusses the privacy-related concerns of SMEs and the impact of service quality levels of
government and telecom services on such concerns. We believe that the insights in this paper will
contribute in identifying and diagnosing service-related issues, as well as in designing, prioritizing
and implementing solutions for SMEs.
2. LITERATURE REVIEW
This section examines prior research on privacy and its relationship with commercial concerns, and
how to address such concerns.
2.1 Defining Privacy
When defining privacy for this study, we must distinguish between general privacy and information
privacy. General privacy is a broad concept that includes both physical and information privacy
under its umbrella. It represents the moral value systems of the society and is therefore a topic related
to ethics (Smith, Dinev & Xu, 2011).
Brandeis and Warren (1890) defined privacy as "the right to be let alone". In the information age, it
is one of the most important ethical, legal, social, and political issues (Culnan and Bies, 2003;
Milberg, Smith, and Burke, 2000).
Despite the significance, or perhaps because of it, there is little agreement among scholars as to the
definition of privacy (Moore, 2008). The author further adds that it is difficult to define privacy as
because "rituals of association and disassociation are cultural and species-relative". Interpersonal
interaction is a very important aspect of privacy perception, because it assumes the existence of
others and focuses on the relationship of the subject with them Laufer and Wolfe (1977). Such an
assumption also acknowledges that the context is a significant factor in defining privacy.
Context is an important factor in defining what privacy is. Culture and functional are two such
aspects discussed below.
2.1.1 Cultural aspect of privacy.
Culture is an important context that helps define what privacy is in a society. What is acceptable in
one society may be highly offensive in another. The boundaries of what is meaningful in a cultural
context form the basis of defining privacy in that society.
In a study comparing FaceBook users from Morocco and USA, Veltri, Krasnova and Elgarah (2011)
examined their privacy concerns using a framework for studying national cultures proposed by
Hostede (2001) (see Appendix A). The researchers found significant differences in the concerns of
the two groups, the reasons for which they traced to the differences in the respective cultures.
Morocco users reported higher privacy concerns and lower trust in the social network service (SNS)
provider and other members on the SNS as compared to US users, which the authors attributed to the
high Uncertainty Avoidance (UAI) score of Morocco (as given in the framework by Hofstede, 2001).
In addition, the study showed that in their Facebook usage, Moroccans were more concerned with
relationship maintenance while Americans were focussed on self presentation, which the authors
attribute to Masculinity (MAS) score of the respective countries.
2.1.2 Functional aspect of privacy.
Moore (2008) opines that if property rights and privacy rights are both essentially about control, it is
possible to analyse privacy rights as a special form of property rights. The reductionist approach also
lends support to the approach that treats privacy like a commodity that carries a price and can be
exchanged for a benefit. Cohen (2001) says that privacy can respond to the economic principles of
cost–benefit analysis and trade-off.
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2.2Defining Privacy in Digital Age
As information privacy is a subset of general privacy, it is possible to extend the principles of general
privacy to it. Thus, Regan (1995) (as cited by Sheehan, 2002) information privacy can be considered
as the individual's right to control the collection and use of personal information by others and access
to oneself. However, as seen in the study of general privacy, there is no agreement among scholars
regarding the key dimensions and factor structure of information privacy (Hong & Thong, 2013).
Individuals realize that they have to give up some information about themselves in order to gain
some economic benefit, as per Smith et al, (2011). We can surmise that from an individual's point of
view, privacy can be understood as the right to control access to one’s own self and to control how
one is projected to the rest of the world.
2.3Institutions and Privacy Issues
2.3.1 Reasons for Privacy Concerns.
In the digital age, the issue of privacy has taken on a new significance and urgency. The sheer
amount of data being collected makes the issue of data privacy important (Hong & Thong, 2013).
Such data can be personally identifiable, and individuals worry about the potential misuse of the
information collected (Hann, Hui, Lee & Png, 2007).
The increasing technological capability for collecting, processing, distributing, analyzing and using
personal information is the trigger for consumer worries (Smith et al., 2011). Such capabilities
include ubiquitiousness of computing capability, advent of the internet, increased digitization of
personal information (Smith et al., 2011; Hann et al., 2007).
2.3.2 Institutional Behavior and Trust
A study by Rajalekshmi (2008) found that state intervention can play a critical role in promoting
adoption of Information and Communications Technology (ICT) related services by a large number
of users, apart from functional ICT literacy, affordable access and availability of local and relevant
content.
The public image of the institution plays an important role in creating public trust, and a very
important role in creating this public trust is played by the image and reputation of the staff or
intermediary - the person that manages the venue where public accesses certain services, and helps
them resolve their problems (Rajalekshmi, 2008; Gomez & Gould, 2010). In a study of the privacy
practices of the top 50 most visited websites, Gomez, Pinnick, and Soltani (2009) (as cited in Smith
et al., 2011) found that most of them use personal for customizing advertisements and many of the
reputable firms shared personal data with hundreds of affiliated companies.
2.4 Significance of Studying Privacy
As an individual's assessment about what happens to user information after disclosure impacts his or
her trust levels, it is important for companies to be transparent about and to address the issue by
formulating appropriate policies to address these concerns.
An institution must balance the need for privacy with the need for legitimate data sharing and
processing for meeting their goals. Gandy (1993) says that consumers are aware of the fact that they
need to share information in order to conduct transactions.
Andrews and Shen (2000) say that "the single, overwhelming barrier to rapid growth of e-commerce
is a lack of consumer trust that consumer protection and privacy laws will apply in cyberspace." The
report adds that privacy concerns matter because consumers worry about it enough for it to make
them reluctant to shop online, and their concerns include unauthorized usage of and companies'
inability to protect their personal data. Companies can take a number of measures to mitigate
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consumer concerns regarding privacy, as previous research has shown that these concerns can be
influenced by the firm's actions, as per Hann, et al (2007).
In a study of n=889 internet users, Sheehan (2002) stated that while most users are pragmatic when it
comes to online privacy, education and age have an impact privacy related concerns, with higher
education appearing to raise these concerns.
If the privacy concerns of consumers are not handled to their satisfaction, then it will hinder the
growth of online transaction and e-commerce, and will lead slower or no adoption of online services.
3. STUDY DETAILS
3.1 Proposed Method
This paper utilizes unreported data from a survey conducted in Sri Lanka, India and Bangladesh
(LIRNEasia, 2014). It measures the impact of certain service quality factors on trust and privacyrelated concerns. These factors include: staff behavior towards customers, availability of
information, resolution time, receiving updates, interaction needed to resolve issues, etc. The list of
items used for service quality and privacy concerns are given in Appendices A and B.
The privacy-related data was collected as part of a larger study on micro, small, and medium
enterprises and the impact of ICT (Information and Communication Technology) on delivery of
public services, telecom services, and electricity utility to them.
The emergence of information and communication technologies (ICTs) has enabled low and middleincome countries to leapfrog many stages in bringing better governance to their citizens (Basu, 2004;
Schuppan, 2009).
Heeks (2001) argues that use of ICTs in selected areas of government will result in better
governance, by using new methods of public service delivery that are likely to be cheaper,
productive and quicker.
Developing country governments are moving towards electronic mode of service delivery,
experimenting with different methods for doing so. However, they are facing challenges in such
implementation. Some of these are legislative and regulatory barriers, budgetary barriers,
technological change, and the extant digital divide (OECD, 2003).
This study will attempt to address the issue of how the performance of service delivery in various
utilities/categories impacts privacy/trust concerns, as such concerns have an impact on adoption
rates.
3.2 Data Source & Study Description
The data source is primary, collected in a survey of BoP (Bottom of Pyramid) micro-enterprises. The
study defined micro-entrepreneurs as those who employed less than ten hired workers, i.e. 0-9. The
hired workers counted are those who are paid employees or full-time equivalent, excluding the
owner. The minimum age of the owners was 15 years and above, for the microenterprises to be
qualified for this study. This is an adaptation of international definition followed by World Bank and
European Commissionv.
BoP is identified as those who occupy C, D & E levels in the socio economic category (SEC)
classification in Bangladesh and Sri Lanka. It was SEC D & E levels in India. Please see Appendix F
for the SEC classification in three countries. In all the three countries, only cities or urban localities
as defined by the respective national governments were selected for the study.
A single questionnaire was developed for used across the three countries. A colloquium of fifteen
experts from all three countries was assembled in Colombo city, Sri Lanka to discuss the possible
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items to be included in the questionnaire. The experts hailed from the electricity, telecom,
egovernance and MEs domains.
The questionnaire had six sections with the following headings - microenterprise details, ICT access
and use, CRM in telecom, access and CRM in electricity, CRM in government services, privacy &
trust and respondent details/demographics. The Nielsen Private Limited, an international market
research agency, was commissioned to conduct the fieldwork. The preparation for the study included
a three day training program for the interviewers. This was done separately in all three countries. A
member from the respective research teams participated in the training program. The training
program involved discussion of the study objectives, understanding of the questionnaire and the
sampling process. To improve comprehension, some mock interviews were also conducted. The
fieldwork was conducted during March – May 2013. After identifying the valid respondents, the
response rate for Bangladesh, India and Sri Lanka were 80 %, 99% and 86% respectively. The final
sample size is 3180 (Bangladesh - 986, India - 1279 and Sri Lanka – 915).
4. DATA DESCRIPTION AND ANALYSIS
The study recorded the level of trust the micro-entrepreneurs have towards the government and
telecom companies as well as the service quality received by respondents from the two institutions
on various parameters. The study also measures the impact of demographic factors: gender, age, and
education on privacy concerns levels. The study uses t-test and regression, as appropriate, to measure
the relationship between the factors and the privacy indices.
4.1 Constructing the privacy indices
Two privacy indices were created, one each for government services (called Privacy Concern Index
for Government services, or PCIG) and for telecom companies (called Privacy Concern Index for
Telecom services, or PCIT). More details are in Appendices C and D.
PCIG recorded how comfortable respondents felt, assuming a government agency already knew
these details about them, in sharing their personal details with other government agencies or with the
public. These details are: a. Name and home/business address; b. Age; c. Personal/business bank
account; d. Mobile number; e. Income level; f. Number of family members; g. Electricity usage
patterns. Cronbach's Alpha was .930 for the 14 items.
PCIT recorded how comfortable respondents felt, assuming the telecom company already knew these
details about them, in sharing personal details for advertisement, or with another company, or with
the government. These details are: a. Name and home/business address; b. Age; c. Personal/business
bank account; d. Mobile number; e. Phone number of people you communicate with; f. Location of
using
mobile
phone.
Cronbach's
Alpha
was
.955
for
the
18
items.
For all factors, respondents gave answer in one of the following: Yes / No / Can't Say / Refused.
However, only Yes (value = 2) and No (value = 1) were considered valid responses and included in
constructing the respective indices.
4.2 Service Quality Level Factors
Both government and telecom service quality levels were measured on factors related to staff
behavior, availability of relevant information, time taken to resolve issues, responsiveness, overall
satisfaction levels, etc.
For government agencies, questions for the following service factors were asked: A. The government
officials interacted politely with me. B. All the information relevant to my work/query/problem was
available easily. C. I was satisfied with the time taken at the office during each visit. D. I took only
the necessary amount of visits to the office. E. The interaction with the office was carried out in my
language. F. I find the automated responses in call center helpline are clear. G. I find the automated
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responses in call center helpline easy to handle. H. The number of documents required at the office
were/are adequate. I. There were/are unauthorized intermediaries to help you at the concerned office.
J. The documents received by me are legible and durable. K. Over all my experience in dealing with
the agency satisfactory.
For telecom agencies, questions for the following service factors were asked:A. I was treated politely
by the office / call center personnel. B. All the information relevant to my work/query/problem was
available easily. C. The waiting time to reach the concerned officer was satisfactory. D. The time
taken to resolve the problem / answer the query was satisfactory. E. I am satisfied by the action taken
by the operator. F. Call center agent redirected me to use (IVR, Internet, USSD etc) without
answering the query. G. I find the automated responses (IVR) in call center helpline are clear. H. The
interaction with the office was carried out in my language or language I chose/preferred. I. Tracking
my application or complaint through a phone / the Internet was possible. J. Information on how to
contact the service provider is /was readily available. K. Information on procedures to file complaints
is/was readily available.
4.3 Impact of Service Quality Level on Privacy concerns
4.3.1 Availability of Information.
With respect to both government and telecom agencies, we observed that there was no significant
difference between respondents who reported having easy availability of information relevant to
work/query/problem, and those who reported that such information was not easily available.
For PCIG, there was no significant difference in the scores of those reporting ready availability of
problem related information (M=27.96, SD=6.04) and those not (M=27.36, SD=7.1), t(1329) = 1.39, p = 0.17. For PCIT as well, there was no significant difference in the scores of those reporting
ready availability of problem related information (M=27.14, SD=8.87) and those reporting it in the
negative (M=28.51, SD=10.83), t(684) = 1.21, p = 0.23.
Moreover, we also observed that ready availability of information related to filing complaints did not
have significant differences on privacy related concerns for telecom agencies. For PCIT, there was
no significant difference in the scores of those reporting ready availability of complaint related
information (M=29.21, SD=9.5) and those reporting it in the negative (M=28.50, SD=10.89), t(643)
= -0.84, p = 0.40. A similar question was not asked for government related services.
However, ready availability of information on how to contact the telecom service provider did
produce a significant difference on privacy related concerns. For PCIT, there was a significant
difference in the scores of those reporting easy availability of contact information (M=29.96,
SD=9.17) and those reporting it in the negative (M=28.00 SD=11.15), t(631) = -2.34, p = 0.02. A
similar question was not asked for government related services.
Responsiveness is more critical to trust, than merely presenting information, even if it be relevant.
Info on problems or how to complain, although relevant, does not indicate a probability that the
customer is facing an immediate problem. But a customer would look for a contact only when he/she
faces a problem. So, if he/she is able find the contact easily, then he/she can resolve the problem
faster. Hence, solution to an immediate/vexing problem produces greater sense of trust.
We observe that availability of generic information has a significant impact on privacy related
concerns, showing that people value relevant information. However, we also observe that availability
of information that is directly related to customers' problems did not produce significant differences.
We feel that this indicates that while government/telecom companies may be taking steps to make
such information available, there may still exist lacunae, which are preventing the respondents from
getting satisfaction. These could be shortcoming in the way the information is presented, or
incomplete information, or the text is not easy to understand, or even presenting information that is
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irrelevant from the customers' point of view. More studies, addressing this specific issue, may be
needed.
4.3.2 Waiting Time at Office.
The study also recorded what the effect on privacy-related concerns was when respondents felt that
waiting time at the office was satisfactory.
For PCIG, there was a significant difference between the respondents saying waiting time was
satisfactory (M=28.19, SD=6.66) and those saying it was not (M=27.17, SD=6.92), t(951.66) = 2.62, p = 0.01. We feel that given the fact that excessive waiting time is generally considered an
irritant as well as unproductive time, respondents experienced negative feelings towards the agency
concerned.
In addition, respondents may also be interpreting high waiting time as evidence that the agency is not
acting on their complaint, hence the lack of response from their side. This also produces an overall
negative experience, decreasing the respondents' trust levels towards the particular agency.
For PCIT as well, there was a significant difference between the respondents saying waiting time
was satisfactory (M=26.61, SD=9.66) and those saying it was not (M=29.53, SD=10.75), t(375.63) =
3.34, p = 0.00. In this case, unlike PCIG, we observe that respondents reporting satisfactory waiting
time have led to a lower comfort level as compared to respondents not reporting a satisfactory
waiting time.
We feel this may be due to the fact that although waiting time may be satisfactory, problems may not
be getting resolved to the customers' satisfaction.
Certainly, in keeping with the results we observed in PCIG, we would expect that customers value
problem resolution (and quick problem resolution) over other factors that lead to satisfaction.
4.3.3 Quality of Interactive Voice Response (IVR).
It was observed that when respondents felt a call center's IVR responses are clear, it made a
significant difference on privacy related concerns for both government and telecom agencies. For
PCIG, there was a significant difference between those respondents saying IVR responses were clear
(M=26.71, SD=6.81) and those saying not (M=27.96, SD=7.31), t(949) = 2.71, p = 0.01. For PCIT,
there was a significant difference between those respondents saying IVR responses were clear
(M=30.22, SD=9.54) and those saying not (M=27.39, SD=11.00), t(632) = -3.29, p = 0.00.
In addition, it was observed that when respondents felt that the IVR responses are easy to handle, in a
call center for government agencies, there was a significant difference on privacy related concerns.
For PCIG, there was a significant difference between the respondents saying the IVR was easy to
handle (M=26.73, SD=6.82) and those saying it was not (M=28.26, SD=7.43), t(904) = 3.18, p =
0.00. A similar question was not asked for telecom companies.
As IVR systems help a customer resolve his/her issue at a time convenient to them, they cut down on
waiting or unproductive time. They thus contribute to the impression that the government or
company is responsive to the needs of the customer. When we look at this observation along with the
one of waiting time, we can conclude that customers value quicker response time as well as
responsiveness.
4.3.4 Staff Behavior.
The study indicated that polite behavior of the staff towards customers did not create a significant
difference on privacy related concerns. This was found true for both government and telecom
agencies.
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For PCIG, there was no significant difference between the respondents reporting polite staff behavior
(M=28.03, SD=6.04) and those not (M=27.5, SD=6.98), t(1335) = -0.93, p = 0.36.
For PCIT, there was no significant difference between the respondents reporting polite staff behavior
(M=29.76, SD=7.94) and those not (M=28.16, SD=10.72), t(683) = -0.98, p = 0.33.
We observe that polite behavior from the staff does not have a significant impact on privacy
concerns. However, we also observed in other sections (4.3.2 and 4.3.3) that customers value
responsiveness. We feel that these factors, although apparently contradictory, can be explained as
customers likely value staff being efficient at their work more than they value polite behavior from
them. In other words, they give higher importance to their problems getting solved as compared to
staff behavior, whether polite or otherwise. [Governments/agencies who want to improve customer
satisfaction are better off focusing on improving staff efficiency than customer interaction skills.]
4.3.5 Use of Local Language.
It was observed that use of local or preferred language did not make a significant difference on
privacy related concerns, for both government and telecom agencies. For PCIG, there was no
significant difference between respondents reporting the staff used the local language (M=26.69,
SD=6.59) and those not (M=27.65, SD=6.9), t(1338) = 1.82, p = 0.07. For PCIT, there was no
significant difference between respondents reporting the staff used the local language (M=29.13,
SD=8.72) and those not (M=28.27. SD=10.74), t(675) = -0.75, p = 0.46.
In the case that there is little or no difference in communicating in a local language versus any other
language, then use of local language will give no advantage in creating trust. We feel that use of a
local language will significantly impact privacy concerns, if only the respondent is not comfortable
in using other languages. The demographic of this study (micro-entrepreneurs from lower SECs) are
people who already communicate most of the times in the local language. Hence, the presence or
absence of interaction in the local language would not make much of a difference to them.
4.3.6 Overall Satisfaction.
We observed that overall satisfaction with service received made a significant difference on privacy
related concerns for telecom agencies. But it was not the same for government services, where the
difference was not significant for government services. For PCIG, there was no significant difference
between respondents reporting satisfaction (M=27.32, SD=6.01) and those not (M=27.73, SD=7.23),
t(1068.10) = 1.03, p = 0.26. We feel it is because people interact with the government for many
services, each of which produces their own satisfaction levels. Having a satisfactory experience with
one (or a few) departments/agencies has to be balanced with the experiences of the others. Hence, the
trust levels of those reporting overall satisfaction is not very different from those not reporting it.
For PCIT, however, there was a significant difference between respondents reporting satisfaction (M=27.06, SD=9.00) and those not
(M=28.91, SD=28.91. SD=11.08), t(678) = 2.06, p = 0.04. We observe that customers' overall satisfaction with the quality of service
they receive has a significant impact on the trust they feel towards the respective institution.

4.4 Impact of Demographics on Privacy Concerns
4.4.1 Gender
Gender difference was observed to have a significant impact on privacy related concerns, for both
government and telecom agencies, with males displaying higher trust (or, less discomfort) than
females in sharing personal details. For PCIG, there was a significant difference in the scores for
males (M=28.61, SD=7.49) and females (M=27.45, SD=7.13), t(3178)=-3.18, p=0.001. For PCIT,
there was a significant difference in the scores for males (M=25.65, SD=11.6) and females
(M=22.92, SD=11.01), t(2052)=-3.35, p=0.001.
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We feel that the higher comfort of males can be due to the fact, in this survey, females have a higher
proportion in the illiteracy level (31.8%) than the males (21.8%). Hence, the women are not as
comfortable as the men in dealing with the service agencies, and as a consequence display lower
comfort and trust levels.
Another factor that can contribute to this situation is that men are traditionally more exposed to
working with government and other agencies, than women, and therefore have a higher comfort
level. Other factors may be causing inhibitions in females, such as the location of the offices or lack
of accessibility, etc. We feel that governments and private companies need to do more to find out and
address female concerns.
4.4.2 Literacy.
Literacy levels were re-coded into two groups: 1 = illiterate; 2 = literate (any level of literacy).
Literacy difference was observed to have made a significant difference on privacy related concerns,
for both government and telecom companies. For PCIG, there was a significant difference in the
scores for literates (M=28.76, SD=7.38) and illiterates (M=27.35, SD=7.58), t(1199.78)=-4.47,
p=0.00. For PCIT, there was a significant difference in the scores for literates (M=25.03, SD=11.54)
and illiterates (M=27.28, SD=11.56), t(455.64)=2.94, p=0.003. We observe that: 1. Literate people
have lower trust towards telecom companies but higher trust towards government, as compared to
illiterate people.
2. The mean scores (of illiterate respondents) towards both telecom companies and government
agencies are about the same (27.08 and 27.35, respectively).
3. However, the mean scores (of literate respondents) towards both telecom companies and
government agencies are quite different.
Based on point 2 above, wherein illiterates express almost similar opinion towards telecom
companies as well as the government, we can infer that illiterates do not have clear opinions, but
only have a general opinion towards privacy concerns. This becomes especially clear when we
observe the literates' opinion on privacy, which is not only different from the illiterates', but the
literate opinions towards telecom companies and the government also differ from each other. Based
on the observation that literate opinion is more diverse illiterate opinion, we can conclude that
literates have more clearly defined opinions than illiterates.
4.4.3 Age.
For
this
analysis,
respondents
A:
15-25
years
(Sample
B:
26-35
years
(Sample
C:
36-45
years
(Sample
D:
46-55
years
(Sample
E: 56 years and above (Sample size, n = 228)

were
size,
size,
size,
size,

grouped
n
n
n
n

as
=
=
=
=

follows:
473)
1005)
881)
593)

Age difference was observed to have a significant impact on privacy related concerns for
government service, but not in telecom service.
With respect to PCIT, we observed that was no statistically significant difference between the groups
as determined by one-way ANOVA (F(4, 2049) = 1.936, p = 0.102). We believe that since telecom
reform took place relatively recently in the three countries, all age groups have had similar
experience with them. Hence, there is no age related difference observed.
With respect to PCIG, we observed a statistically significant difference between the groups as
determined by one-way ANOVA (F(4, 3175) = 7.435, p = 0.000). A Tukey post-hoc test revealed
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that age groups A and B had a significantly different impact on privacy and trust related concerns
than age groups C and D.
The Tukey post-hoc test revealed that lowest age (group A) had a statistically significant higher trust
level (29.148 ± 7.46) than group C (27.647 ± 7.03, p = 0.004) or group D (27.7487 ± 7.32, p =
0.019).
The Tukey post-hoc test revealed that the second lowest age (group B) had a statistically significant
higher trust level (29.1871 ± 7.76) than group C (27.647 ± 7.03, p = 0.000) or group D (27.7487 ±
7.32, p = 0.002).
There were no statistically significant differences between the oldest group (group E) and other four
groups.
We observe that the two youngest age groups (A and B) have higher trust levels than the next two
age groups (C and D).
We believe that as government services have improved, the younger age groups have experienced
better service quality than the older age groups. Hence they have a better impression of government
services, and consequently better trust levels.
5.
DISCUSSION
Upon analyzing the results of this study, we feel that service quality does have an impact on trust
levels, even though all factors are not equally significant in impact.
Moreover, it appears most important factors are those that address the most immediate worries of the
customers, which may not necessarily be the most important concerns from the point of view of the
agencies.
This study makes a number of observations that are pertinent for policymakers in government and in
private firms, who are looking for ways to increase adoption and usage of their digital services.
We observed that customers value efficiency at work more than mere politeness or what are called
'soft skills'. For example, customers will value automated IVR more if it helps them solve problems,
rather than polite staff interaction if that does not lead to solutions. Customers measure efficiency in
responsiveness to their problems and in quick response time / lower waiting time.
Governments and other organizations may find it more pertinent to train people to quick problem
resolution than train them in customer interaction/soft skills, etc. In addition, they can also consider
changing their processes to empower executives lower in the hierarchy to make the decisions
necessary to resolve problems, without having to escalate the problem too often.
Governments also need to overhaul all departments/agencies together to have an overall positive
impact; otherwise the possibility will remain that negative experience of one department may well
impact the trust levels towards other departments.
The study also supported the insight that governments and companies can improve trust levels with
their customers by improving processing efficiency and reduce time taken to resolve issues. Overall
satisfaction with the service level has a significant impact on trust levels.
The study also identified some areas which may require further investigation.
1. The data indicates it is likely females feel that some of their privacy concerns and / or service
issues are not being addressed. These issues need to be investigated further and addressed.
2. Another area which governments/companies need to check is whether the information related to
problems/issues (that is being shared by them) is relevant to current customer needs.
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APPENDIX A
Culture Framework by G. Hofstede
The scores for Morocco, USA and worldwide average are given in table 1.
Dimension
Morocco USA
WAV
Power
Distance
70
40
55
(PDI)
Individualism
46
91
43
(IDV)
Uncertainty
68
46
64
Avoidance (ADV)
Masculinity (MAS) 53
62
50
Long
Term
0
29
45
Orientation (LTO)
Table E.1. Hofstede’s culture scores for Morocco, USA and World Average
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ABSTRACT
Job performance of Employees has become an issue since there are broad mismatches between
the acquired skills by Employees and the skills required by employers. There is a huge problem
of demand-supply mismatch due to lack of Knowledge Management Skills and lack of
Knowledge Management skills. Due to shortage of skill set the demand for recruiting the right
are unable to fulfill the industry needs. Today Organizations requires well-educated, competent
and talented workforce. Job seekers in IT companies have to understand the needs of the industry
and gain appropriate knowledge management skills to get the employment. The present study is
undertaken to know the Knowledge based factors affecting the Job performance of Employees. A
sample of 146 respondents was collected from 25 IT recruiters in Hyderabad. Factor analysis
was done, to know the influence of major factors on Job performance of Employees. It was
found that Theoretical knowledge, Communication skills, Interpersonal skills, Social networking
,Intellectual capabilities, Problem solving skills,Teamwork,Leadership skills, Planning and
Organization skills, Business Skills.Adaptability.Intellectual & Learning Skills, Managing
Priorities/deadlines, Technology skills and Analytical Skills are major influencing factors that
influence Job performance of Employees. It is suggested that Knowledge Management (KM) has
become critical in today’s rapidly changing business environment so the employees must try to
gain adequate knowledge Management skills through knowledge creating, sharing and retaining
for better performance of job in the Organization.
Keywords: Job performance, Employees, Knowledge Management, Education, skills Hyderabad
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I.INTRODUCTION
Management degree is one of the most professional degree programs that offer the ability to
develop and shape career. Management degree enables the students to learn a number of
Knowledge Management Skills as well as real knowledge of the present corporate world.post
graduate degree offer theoretical and pragmatic knowledge of many real world business
situations. The present study helps to know about the different Knowledge Management Skills
expected by the industry. The Knowledge Management Skills include the skills which would
enable a business graduate to solve complex and multidisciplinary problems in a smooth manner.
The students will be trained in various disciplines such as Human Resource, Information
Technology, Business, Finance, Law, Marketing and more. One of the most influential skills
taught in the business program are communication Skills. Without effective communication, it is
difficult to achieve the targets in the world of business. This professional course makes the
students understand the importance of communication and its key effects. They need to
communicate with your team member and clients regarding different issues of your business.
Management students are trained in soft skills. The employees must update themselves from time
to time with latest technologies and must learn these skills or else it may become difficult to
survive in this competitive market. A Management graduate is expected to possess these vital
knowledge management skills.

II.LITERATURE REVIEW
Preeti Nair (2015) found in her study in Gujarat that there exists an Knowledge Management gap
between the employers and MBA professionals, because of, some of the required skills to get
employed are lacking in MBA students. T. V. Rao and etal. (2014) in his study found that the
employers expect practice Orientation, Ability to work in team, Integrative thinking apart from
having capability for learning as key skills.Dr M Nishad Nawaz and Dr.B.Krishna Reddy (2013)
found that enhancing Knowledge Management skills in management education is the
responsibility of universities and colleges in particular cognitive skills, and functional and people
skills.Prof. Rajni Khosla (2011) in his study found that many Management students still face
Knowledge Management crunch due to lack of skill set & attributes are prime to present
business needs. This would improve Knowledge Management index of B-School graduates.
Bowers and Mercalf (2008) in their study found that graduates today do not possess enough
Knowledge Management skills in dealing with the challenges and uncertainties of the modern
day organizations. Management students are having minimum qualifying skills but lack in a
number of other key areas. Zhiwen & Van der Heijden, (2008) were of the view that employers
hiring the fresh graduates are expecting a certain level of communication and presentation skills
from them. In most cases, graduates have the theoretical knowledge base but lack the practical
ability to use that knowledge. Yorke and Knight (2003) in their study have described Knowledge
Management as a “right mix of understanding, skilful practices, efficacy beliefs and electiveness.
2002).Lees (2002) suggested that there are fundamental gaps between Knowledge Management
skills of the candidates and employer expectations.
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III.OBJECTIVES OF THE STUDY
1. To study the influence of key Knowledge Management skills on the Job performance of
employees working in IT Companies in Hyderabad.

Hypothesis Testing
Ho: There is no influence of key Knowledge Management skills on the Job performance of
employees working in IT Companies.
H1: There is influence of key Knowledge Management skills on the Job performance of
employees working in IT Companies.
IV.METHODOLOGY
The study was conducted during the month of January and February 2019.Convenience
sampling technique was adopted for data collection in the present study. A total of 150 selfstructured questionnaires were distributed to placement executives of 25 IT recruiters in
Hyderabad out of which 146 were usable. A total of 15 different variables were taken in the
administered questionnaire. Each item in the questionnaire constitutes a five point scale i.e.
Highly influential, Influential, Neutral, Not influential, Not at all influential and the respondents
were asked to rate the items on their best possible choice. Data analysis was done by the means
of SPSS Version 22.0. Reliability and validity test were made taking 9 different items by
Cronbach’s alpha and Bartlett Test of Sphericity. Kaiser- Meyer-Olkin test was conducted to find
the adequacy of sample. In order to draw meaningful inference from the study factor analysis
technique was used. Factor analysis is used for data reduction so as to identify most influential
factors which have significance in the study.
V.ANALYSIS AND INTERPRETATION
Table 1: Descriptive Statistics of the variables of Key Knowledge Management Skills
Sr.No Variables

Mean

Standard Standard Ratings Ratings
deviation
based on
Error of
mean
Mean
score

1

Leadership qualities

3.12

.295

.034

15

Neutral

2

Strategic thinking

3.28

.312

.057

12

Neutral

3

Ability to work in team

3.89

.324

.065

4

Influential

4

Problem solving skills

3.76

.356

.046

7

Influential

5

Analytical skills

3.88

.317

.033

5

Influential

6

Presentation skills

3.22

.267

.062

13

Neutral
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7

Commitment and focus on
work

3.95

.345

.078

2

Influential

8

Adaptability to change

3.64

.310

.083

9

Influential

9

Communication skills

3.91

.387

.088

3

Influential

10

Decision Making Skills

3.54

.392

.081

10

Influential

11

Ability to perform well under
pressure

3.78

.387

.083

6

Influential

12

Time management

3.97

.376

.064

1

Influential

13

Ability to leverage technology

3.65

.341

.049

8

Influential

14

General business
understanding

3.36

.324

.014

11

Neutral

15

Global orientation

3.15

.319

.011

14

Neutral

Source: SPSS 22.0 Primary Data
From the above table, it is clear that there are top five variables that have been given high mean
scores such as Time management, Commitment and focus, Communication skills, team work
and analytical skills. The ratings have been that on the bases of five point likert’s scale from 1 to
5. 1- Not at all influential, 2-not influential, 3-neutral, 4-influencial, 5-very influential
Ratings above 4.5 and below 5.0 is Highly influential, ratings above 3.5 but below 4.5 is
influential, rating above 2.5 but below 3.5 is neutral, rating above 1.5 but below 2.5 is not
influential, rating below 1.5 is not at all influential

Regression analysis:
Table 2 Regression Model:
Regression Model

R

R2

Adjusted R2

Standard error of the Estimate

1
.754a .678
.721
.3
a. Predictors: (Constant), Leadership qualities, Strategic thinking, Ability to work in team,
Problem solving skills, Analytical skills, Presentation skills, Commitment and focus,
Adaptability to change, Communication skills, Decision Making Skills, Ability to perform well
under pressure, Time management, Ability to leverage technology, General business
understanding ,Global orientation.
Source: SPSS 22.0
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The results of the multiple regression models indicate that the influencing factors explain the
variance in Job performance of employees. The Value of R2 (R square) is an acceptable value for
explaining variability in job performance of employees .The adjusted R-square in the Table no 2
shows that the dependent variable (Job performance of employees) is affected by 72.1 % by the
independent variables, Knowledge Management skills- Leadership qualities, Strategic thinking,
Ability to work in team, Problem solving skills, Analytical skills, Presentation skills,
Commitment and focus, Adaptability to change, Communication skills, Decision Making Skills,
Ability to perform well under pressure, Time management, Ability to leverage technology,
General business understanding and Global orientation.This shows that all the independent
variables are factors influencing the job performance of employees.
Table 3 below reveals that the overall model was also significant, tested with the help of ANOVA.

Model

Sum of

Df

Mean Square

F

Sig.

1

50.321
25.314
68.743

45
100
145

15.449
.103

162.634

.000b

Regression
Residual
Total
Source: SPSS 22.0

a. Dependent Variable: Job performance of employees
b. Predictors: (Constant), Leadership qualities, Strategic thinking, Ability to work in team,
Problem solving skills, Analytical skills, Presentation skills, Commitment and focus,
Adaptability to change, Communication skills, Decision Making Skills, Ability to perform well
under pressure, Time management, Ability to leverage technology, General business
understanding and Global orientation.
From Table, it is observed that the multiple linear regression is significant F (45, 100) = 162.634,
p-value <.0000). This means that at least one of the independent variables (Knowledge
Management skills) is a significant predictor of Job performance of employees.
Factor Analysis
The Influence of factors on Knowledge Management skills was calculated and explored based on
the responses. In this study, it is measured in fifteen response items on the questionnaire.
The Bartlett’s Test of Sphericity gives a higher Chi-square value of 1645.812, indicating that the
sample included in the study is statistically found to be adequate (p<0.001). Bartlett’s test of
sphericity is significant, thus, the hypothesis that the inter-correlation matrix involving these
fifteen variables is an identity matrix is rejected. Thus, from the perspective of Bartlett's test,
factor analysis is feasible. As Bartlett's test is almost always significant, a more discriminating
index of factor analyzability is the KMO.
For the Influence of factors on Knowledge Management of IT employees, it is .763, so the KMO
also supports factor analysis.
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Table 4: KMO and Bartlett's Test for Influence of Knowledge Management skills on job performance of
employees

Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
Bartlett's Test of Sphericity
Approx. ChiSquare

.763
1645.812

Df
Sig.

54
.000

Source: SPSS 22.0
The below table below presents the Communalities for Influence of Influence of factors on
Knowledge Management of IT employees
Table 5: Communalities for Influence of key Knowledge Management skills on the job
performance of employees
Communalities

Initial

Extraction

Leadership qualities

1.000

.682

Strategic thinking
Ability to work in team

1.000

.691

1.000

.722

Problem solving skills

1.000

.695

Analytical skills

1.000

.768

Presentation skills

1.000

.627

Commitment and focus

1.000

.788

Adaptability to change

1.000

.732

Communication skills

1.000

.743

Decision Making Skills

1.000

.643

Ability to perform well under pressure

1.000

.721

Time management

1.000

.791

Ability to leverage technology

1.000

.746

1.000
1.000

.718
.711

General business understanding
Global orientation
Source SPSS 22.0 Extraction Method: Principal Component Analysis.

Table below shows the total variance explained. The extracted constructs explains the opinion of
the HR managers and executives towards influence of Knowledge Management skills to the
extent of 64.718 per cent. Factor analysis of fifteen variables relating to the Influence of factors
on job performance of employees is extracted into three Constructs and the results are presented
in Table below.
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Table 6: Total Variance Explained for Influence of key Knowledge Management skills on
the job performance of employees.
Component

Initial Eigen values
% of
Variance

Extraction Sum of
Squared Loadings

Cumul
ative
%

Total
4.338
1.597
1.623

1
2
3

Tot
al
4.348
3.587
1.623

28.985
23.913
10.82

29.985
53.898
64.718

4
5
6
7
8
9
10
11

0.982
0.758
0.714
0.653
0.546
0.447
0.356
0.295

6.546
5.052
4.77
4.353
3.64
2.97
2.374
1.1437

12
13
14
15

0.251
0.167
0.142
0.131

1.674
1.114
0.948
0.874

71.264
76.316
81.086
85.439
89.079
92.049
94.423
143.39
0
97.064
98.178
99.126
100.00

% of
Vari
ance
28.985
23.913
10.82

Rotation Sum of Squared
Loadings

Cumul
ative
%

% of
Total

29.985
53.898
64.718

4.148
3.899
1.661

Varia
nce
27.650
25.993
11.075

Cumula
tive
%
27.650
53.643
64.718

Source: SPSS 22.0 Extraction Method: Principal Component Analysis.
Table reports the rotated component matrix with item/factor correlations for this four factor
analysis solution. A total of 15 items, forming three components (Factors) were thereby
identified, each item had a minimum item/factor loading of 0.5, which was deemed to be
adequate. The scree plot representing the total variance explained based on the variance in the
Eigen values of the fifteen components using principal component analysis is show in figure 1.
Figure 1: Scree Plot of Influence of key Knowledge Management skills on the job
performance of employees
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The below table presents the total variance explained after varimax rotation.
Table 7: Rotated Component Matrix for Influence of key Knowledge Management skills on
the job performance of employees
1

2

3

.782
.766
.757
.748
.737

Time management
Communication skills
Ability to work in team
Commitment and focus on work
Analytical skills
Ability to perform well under pressure

.721
.762
Adaptability to change
.751
Ability to leverage technology
.693
Decision making skills
.672
Presentation skills
.654
Leadership qualities
Problem solving skills
Strategic thinking
General Business understanding
Global orientation
Source SPSS 22.0 Extraction Method: Principal Component Analysis.

.711
.663
.620
.614

Table reports the rotated component matrix with item/factor correlations for this three-factor
analysis solution. A total of 15 items, forming three components (factors), were thereby
identified. Each item had a minimum item/factor loading of 0.5, which was deemed to be
adequate.
Table 8: Exploratory factor analysis for Influence of key Knowledge Management skills on
the job performance of employees
Variables
Factor 1

Factor Loading
.782
.766
.757
.748
.737
.721
27.650

Time management
Communication skills
Ability to work in team
Commitment and focus on work
Analytical skills
Ability to perform well under pressure
% of Variance
Factor 2

.762
.751
.693

Adaptability to change
Ability to leverage technology
Decision making skills
332

.672
.654
25.993

Presentation skills
Leadership qualities
% of Variance
Factor 3

.711
.663
.620
.614
11.075

Problem solving skills
Strategic thinking
General Business understanding
Global orientation
% of Variance

Source: SPSS 22.0
VI.RESULTS AND DISCUSSION
The results of the descriptive statistics depict five variables that have higher mean values
showing their influence on the job performance of employees such as Time management,
commitment and focus, communication skills, team management and analytical skills
The results of the regression ANOVA showed that the independent variables as a whole have
significant relationship with job performance of employees.
The results of the factor analysis yielded three-factors. The above three factors relating to
Knowledge Management skills were mainly extracted for Influence of factors on job
performance of employees component accounting for a total variance of 64.718% of all items.
Factor 1 has six variables. They are Time management, Communication skills, Ability to work in
team, Commitment and focus on work, Analytical skills and Ability to perform well under
pressure which showed 27.650% of the variance.
Factor 2 has five variables they are Adaptability to change, General Business understanding,
Ability to leverage technology, Presentation skills, Leadership which exhibited 25.993% of
variance. Factor 3 has four variables. They are that Problem solving skills, Strategic thinking,
Decision making skills, Global orientation explains 11.075% of variance.
VII.CONCLUSION:
The present study was undertaken to know the influence of key skills that are required by the
employers for providing job to Management graduates in Hyderabad. The Feedback of 146 HR
Managers and executives working in selected IT recruitment companies was collected and it was
found that Leadership, Strategic thinking, Ability to work in team, Problem solving skills and
Analytical skills, Presentation skills Commitment and focus, Adaptability to change,
Communication skills, Decision Making Skills, Ability to perform well under pressure Time
management, Ability to leverage technology have the influence on job performance. The
companies must identify the candidates possessing these knowledge management skills for better
job performance and growth in the organization.
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Abstract
Manufacturing firms are confronted with the challenge to respond to uniqueness of customer
demands, uncertain market environment and performance improvement. This study, therefore,
aimed to provide an integrated strategic model to manufacturing firms to overcome these
challenges. The framework was comprised of cost-leadership strategy, differentiation, sourcing
strategy and sourcing relationship quality to enhance the manufacturing firm’s performance in
Bangladesh. To achieve this, a quantitative research approach was used. Primary data were
collected through survey in Bangladesh manufacturing firms. Structural Equation Modeling
(SEM) and SmartPLS 3 were used to analyze the hypothesized effects. This study found positive
direct effect and indirect (mediating) effect of exogenous variable; cost-leadership strategy, and
differentiation strategy on firm performance. Moreover, this study confirms sourcing relationship
quality moderating effect on sourcing strategy and firm performance.
Keywords: Cost-leadership, Differentiation, Sourcing relationship Quality, Sourcing Strategy,
Firm Performance.

INTRODUCTION

In today’s business environment firms from developing and developed countries are
continuously under pressure due to changeable consumers preferences and uncertainty. Owing
to this inconsistency a firm need to rethink about the strategic factors that can achieve better
performance. Achieving performance and remain competitive sourcing strategy can be
considered the strategic choice of firms (Gligor & Holcomb, 2014; Kumar, Basu, & Avittathur,
2018). Especially manufacturing firms opt sourcing strategy to gain the cost advantage over the
competitor by producing internally or buy from supplier.
Manufacturing firms in Bangladesh can overcome the lower productivity through sourcing,
although effect of sourcing strategy on performance still is in question (Isaksson, & Lantz,
2015). In addition, excluding some notable exceptions, most of the previous studies in sourcing
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strategy had been conducted in United States (Gyan et al., 2017; Isaksson, & Lantz, 2015).
Therefore, field of sourcing strategy in emerging and developing countries need to be studied.
Firms can consider generic strategies (cost-leadership and differentiation) with sourcing strategy
(make or buy) to overcome performance deficit (Hilman & Warokka, 2011). Previous studies
focused mostly on the make or buy either option of sourcing strategy align with the competitive
strategy and it effect on firm performance. Notable example of previous studies is EspinoRodríguez & Lai (2014) and Hillman and Mohamed, (2011); in their studies they had
emphasized on make/buy option of sourcing strategy. It is argued that a firm can opt both
make/buy to achieve better performance and remain competitive.
Consequently, very few studies had focused sourcing relationship quality with external firms
especially in the context of developing, nurturing, and managing relationships to remain
competitive and how it influences performance of manufacturing firms (Leischnig,
Geigenmueller, & Lohmann, 2014).
Therefore, this study aims to investigate the effect of competitive strategy (cost-leadership and
differentiation) on firm’s performance with the mediating effect of sourcing strategy. In addition,
this study confirms the moderating effect of sourcing relationship quality on the relationship
between sourcing strategy and organizational performance.
Resource Based View (RBV) and Transaction Cost Economics (TCE)
This study has used McIvor’s TCE-RBV approach. McIvor (2009) introduced TCE-RBV
framework, with two theoretical lenses; transaction cost economics (TCE) and the resourcebased-view (RBV). TCE gives the rational to a firm to outsource the activities to other firm
based on the transaction occur. Whereas, Resource Based View (RBV) introduced by Wernerfelt
(1984) and define the RBV as the source of tangible and intangible assets of a firm. RBV is
considered as an important approach to understand strategy of the firms and how firms’
resources fit well and can be combined and deployed to secure competitive advantage and
enhance performance (Kyrgidou & Spyropoulou, 2013; Sims, Powell & Vidgen, 2016). RBV
describes elements and considering the strategies that fit to organization to achieve competitive
advantage (Cheraghalizadeh & Tümer, 2017). According to RBV, firms are viewed as collection
of various types of resources, sourcing relationship quality therefore view as the organizations’
resources to achieve superior performance. Despite the fact that the resource-based view shifted
its focus from general resources to firm-specific combination and use towards the generation and
use of intangible assets (Espino-Rodríguez et al., 2014; Hitt et al., 2015).
Firm Performance
The notion that determine firm performance generally is the efficiency and/or effectiveness of a
firm. Firm performance defined as an outcome of a firm’s strategies that is aligned with the
objectives and goals of a firm. Financial and non-financial performance were conceptualized in
previous studies to define the overall firm performance. Financial performance can be defined as
improvement of financial goals such as return on investment, return on sales and profitability
(Chang et al., 2016). Besides the financial performance, equal importance was given to non336

financial performance. Non-financial performance such as operational performance and/or
strategic performance secure future revenues of a firms (Anderson & Fornell, 2000; Chang et al.,
2016).
Competitive Strategy and Performance
Literature defines strategy as a set of related actions that managers make and take to attain
superior company performance as to compete competitors (Hill, Jones & Schilling, 2015;
Teeratansirikool et al., 2014). Scholars have used different outlines to understand how firms may
develop their strategic orientations toward external environmental conditions, which including its
competitors and customers (Lorenzo et al., 2018).
Enhance competitive advantage through cost leadership or differentiation literature suggest that
some businesses can successfully integrate and combination of the two strategies and create
synergies that eliminate the trade-offs associated and lead to superior firm performance (Ortega,
2010; Spillan et al., 2012).
A correlational study between Porter’s generic business strategy and the firm performance
conducted by Chuang (2011), concluded that generic (cost-leadership, differentiation and focus)
strategy related to the firm performance. In contrast, Bayraktar et al., (2017) found that there is
no association between manufacturing firm’s competitive strategy and performance. This
inconstancy lead to the following hypothesis in the context of emerging economies like
Bangladesh.
H1: Cost-leadership strategy has effect on firm performance in Bangladesh manufacturing firms.
H2: Differentiation strategy has effect on firm performance in Bangladesh manufacturing firms.
Sourcing Strategy and Performance
Sourcing strategy effect firm performance, though the previous finding is mix thorough the
choice of make or buy (Heide et al., 2014). This strategy is known for its effect on value chain or
related manufacturing activities (Mol & Kotabe, 2011). Bertrand (2011) found outsourcing
increase the export performance of the French multinational manufacturing firms. Moreover,
some studies found the positive effect of outsourcing of manufacturing firms on performance in
different national context such as Spain (Nieto & Rodr´ıguez 2011) and Malaysia (Hilman &
Mohamed, 2011). These different findings are from previous studies lead us to test the sourcing
effect on firm performance of manufacturing sector in Bangladesh. Therefore, the following
hypothesis is developed to test empirically:
H3: Sourcing strategy has positively effect manufacturing firm performance in Bangladesh.
H4: Sourcing Strategy mediate the relationship between competitive strategy (cost-leadership
and differentiation) and firm performance.
Sourcing Relationship Quality
This study defines the sourcing relationship quality as the buyer and supplier relationship which
is formed between two firms and sustained long term and benefits to the firm to achieve better
performance. Quality of relation with supplier depends on manager’s pivotal role to develop a
good relationship (Chiang et al., 2012). Buying firm focus more on collaborative relationship to
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avoid uncertainty, risk and lack of supply and turbulence in the supply market. In addition, a
buying firm can achieve high-quality, on-time delivery and low-cost through quality relationship
which is recommended for manufacturing firms (Greenwood & Wu, 2012).
Relationship between firms in a supply chain is interdependent and can be single and/or complex
transaction (Uddin, 2017). In addition, several factors and elements that determined the level and
transactions in supply chain. Those ate the levels of trust, commitment, mutual dependence,
leadership and top management support (Jain et al., 2014; Uddin, 2017). A firm benefits the
superior performance and profitability if the levels of transactions is high and have close
integrated relationship (Jain et al., 2014; Uddin, 2017). Therefore, this study intends to test the
sourcing relationship quality moderating effect over sourcing strategy and firm performance
relationship and following hypothesis is developed:
H5: Sourcing relationship quality moderate the relationship of sourcing strategy and firm
performance.
Sourcing Relationship
Quality

Competitive Strategy

Cost-Leadership
Sourcing Strategy

Firm
Performance

Differentiation

Figure 1: Theoretical Framework
METHODOLOGY
This quantitative cross-sectional study was conducted in manufacturing sector in Bangladesh.
This study deployed survey approach and developed the instruments used in previous studies to
measure the variables in this study. Each items of the instruments were measured on a sevenpoint Likert scale which are ranging from strongly disagree (1) to strongly agree (7).
Competitive strategy was measured by the cost leadership strategy and differentiation strategy as
endogenous variable. To measure cost-leadership strategy (6) items were adapted from Azim et
al., (2017) and differentiation items were adapted from Hilman (2009) and Azim et al., (2017).
Sourcing strategy measured through 12 items and these items were adapted from previous study
(Kotabe & Omura, 1989). Firm performance was measured by 7 items (Hilman & Gorondutse,
2013; Venkatraman & Ramanujam, 1986). Sourcing relationship quality (Lee, 2001)
operationalize with 5 items and adapted.
Validate the survey questionnaire, face validity and reliability were assessed before final
deployment of data collection. A complete questionnaire was to two strategic management
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professors to critique and check ambiguity, clarity, and suitability of the items used to
operationalize each construct. A slight modification was made after the assessment. After
validity assessment reliability test were conducted through pilot study. Result of the pilot study
met the minimum requirement of the cut-off value 0.70 suggested by Nunnally (1978).
Data were collected for this quantitative research to test the hypothesis of the causal effect of the
exogenous latent constructs on endogenous latent constructs. Moreover, mediating effect and
moderating effect were tested in this study. Primary number firms 381 were determined in
Bangladesh according to the suggested sample size by Krejcie and Morgan (1970). Completed
and modified questionnaires were sent to the manufacturing firm’s key person (such as CEO,
general manager, CFO, and/owner) in Bangladesh. Direct, mediating and moderating effect were
tested through Partial Least Squares (PLS) path modeling technique with SmartPLS 3.2.6
analysis tool. Several previous studies argued the suitability of using PLS over other co-variancebased analysis tool, and suggested that PLS is less restrictive, small sample size applicable,
distributional assumption, and gives advantage if model is complex (Hair et al., 2014; Ringle et
al., 2012).
Result
A total 343 valid out of 381 questionnaires were collected from distributed questionnaires. Out
of 343 filled questionnaires researcher observed that 13 questionnaires are incomplete and not
usable to proceed for analysis. Finally, 330 filled, complete and usable survey questionnaires
were used to analysis the data. The complete 330 usable questionnaires which represents 86.61%
of response rate.
Table 1.
Demographic Statistics of the Study
Title

Percentage (%)

Industry
Garments Manufacturing

36.67

Electrical & Electronics
Leather
Food and beverage
Others

14.54
13.94
23.64
21.21

Number of Employee
Less than 50
51-100
101-200

9.7
6.4
29.4

201-400

29.1

401-600

17.9

601-1000
More than 1000

5.8
1.8

Ownership
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Private

19.5

Public

33.0

Sole

24.5

Partnership

23.0

Table 2
Convergent Validity of the study
Variable

Composite Reliability

Average Variance Extracted (AVE)

Cost Leadership

0.943

0.733

Differentiation

0.977

0.840

Firm Performance

0.948

0.722

Sourcing strategy

0.966

0.955

Sourcing relationship quality

0.938

0.751

We ensured convergent validity of to show that the constructs’ measures which should
theoretically be related to each other are actually found related in such manner after the analysis.
At first attempt three items of differentiation construct were deleted for low loading. Second
attempt loading of indicators of each construct were found above the suggested value, Table 2
presents convergent validity of the study which shows that all the constructs are meet the
threshold value 0.05 of reliability and average variance explained. The suggested ideal value for
CR has been 0.70 (Fornell & Larcker, 1981; Hair et al., 2014) and it can be seen in that the CR
values for all constructs were in the range of 0.839 to 0.996 which is well above the prescribed
values.
Table 3
Discriminant Validity
Construct

COS

DIF

FOP

SOR

Cost Leadership

0.86

Differentiation

0.55

0.91

Firm Performance

0.59

0.49

0.85

Sourcing strategy

0.80

0.69

0.66

0.97

Sourcing relationship quality

0.38

0.34

0.68

0.41

SRQ

0.86

Note: COS= Cost-leadership, DIF= Differentiation, FOP= Firm Performance, SOR= Sourcing Strategy, SRQ=
Sourcing Relationship Quality

Whereas, Fawcett et al. (2014) suggested for the discriminant validity should have higher
loadings on their assigned constructs by the indicators than any other constructs. Table 3
represents the discriminant validity of this study. In addition, R2 of the two exogenous variables
sourcing strategy and firm performance are 0.646 and 0.765 respectively. In addition, the square
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root of average variance extracted (AVE) for all the constructs were placed for establishing the
construct validity of the outer model to obtain the results relating to the hypotheses testing.
Table 4
Direct effect on Firm Performance
Variable
Firm Performance
Cost-Leadership

0.031

Differentiation

0.087

Sourcing Strategy

0.573

Table 5
Direct Effect on Sourcing Strategy
Variable
Sourcing Strategy
Cost-Leadership

0.610

Differentiation

0.317

Result above shows that cost-leadership has positive significant effect on manufacturing firm
Performance. Direct path cost-leadership to firm performance shows the weak effect β = 0.031.
in addition, cost-leadership has positive effect on sourcing strategy β = 0.610. Differentiation
strategy has positive effect on firm performance and sourcing strategy β = 0.087 and β = 0.317
respectively. Whereas, mediating variable sourcing strategy has direct positive effect on firm
performance β = 0.573.
Table 6
Mediating Effect of Variables
Variable

Specific Indirect Effects

COS -> SSO -> FOP

0.350

DIF -> SSO -> FOP

0.182

Cost-leadership strategy has positive effect on firm performance via mediating effect of sourcing
strategy. Result has revealed that positive association between cost-leadership strategy-sourcing
strategy-firm performance (β =0.350; p < 000). The result has revealed that sourcing strategy has
significant mediating effect in between differentiation strategy and firm performance. The result
demonstrates statistically significant, indicating mediating effect of sourcing strategy, (β= 0.182;
p<0.016).
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Table 7
Moderating Effect of sourcing relationship quality
Hypothesized Effect
Sourcing Strategy*SRQ> Firm
Performance

Path
Coefficient

Standard
Error

TValue

PValue

Decision

0.070

0.021

3.406

0.001

Supported

Hypothesis 5 specified a moderating influence of sourcing relationship quality with β=0.070,
t=3.406, p<0.01 (Table 6) on the relationship between sourcing strategy and firm performance of
manufacturing firms in Bangladesh. It indicates that to achieve better performance
manufacturing firms in Bangladesh has concern about the long-term relationship quality with
supplier/buying firms.
DISCUSSION
This study finds that generally, cost-leadership and differentiation have positive and significant
effect on Bangladesh manufacturing firm performance. This study empirically established the
relationship between cost-leadership and performance through the mediating effect of sourcing
strategy. Evidence of this study shows that manufacturing firms opting the cost-leadership
strategy has weak direct significant effect on firm performance. However, through the sourcing
strategy it has shown the strong positive relationship with firm performance. Instead of direct
weak effect, differentiation strategy has strong and positive significant effect on firm
performance through the mediating effect of sourcing strategy.
These finding shows the applicability of sourcing strategy in manufacturing firms to enhance
better performance and achieve competitive advantage (Dey et al., 2014). This study overcome
the limitation that indicated (Ho et al., 2011; Scott et al., 2013) that sourcing and performance
studies still in nascent state in both developed and developing economies. Although many
scholars see the need of competitive advantage, sourcing and its positive impact on
organizations’ performance (Kocabasoglu & Suresh, 2006; Chiang et al., 2012).
This study found the positive significant moderating effect of sourcing relationship quality on the
relationship between sourcing strategy and firm performance. Sourcing relationship quality helps
manufacturing firms to acquire potential risk’s information about the uncertainty of the market.
This empirical finding suggested that a firm benefits the superior performance and profitability if
the levels of transactions is high and have close integrated and quality relationship (Jain et al.,
2014; Uddin, 2017).
CONCLUSION
This research examines the effect of integrated strategies competitive strategy and sourcing
strategy and moderated effect of sourcing relationship quality on manufacturing firm’s
performance in Bangladesh. Findings of this study are different from previous studies based on
the integrated strategic approach to enhance manufacturing firm performance. Limited studies
have included moderated and mediated effect in strategic management research.
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The effectiveness of the proposed alignment of strategy in this study by applying it to
manufacturing firms in Bangladesh should enhance their performance in comparison to the past.
In addition, for decades, hypotheses that involve moderation and mediation have been central to
strategic management research. Aguinis et al., (2017) pointed that limited number of studies
combined mediation and moderation within the same strategic management study. This study
extends the knowledge from the methodological point of view to the strategic management
study.
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ABSTRACT
E-commerce will play an important part in determining how well a firm/organization can
employ technologies in a better way to deliver higher customer satisfaction value. The
purpose of this study is to develop and validate the concept of customer competency as eight
dimensions ( i.e. E- Trust, quality of products & services, customer support, application
design, reasonable price, availability of user generated content, replacement & returns, risk
in purchasing product)and empirically examines its impact on firm decision making
performance. The findings is based on empirical analysis of survey data from 69 respondents
and demonstrate a theoretical proof of the statistical relationship between elements
influencing customer competency and firm decision making performance. The results reveal
that majorly three dimensions of competency i.e. application design, reasonable price and
user generated content will depend significantly on decision performance of the firm. The
validity of customer competency construct as conceived and operationalized, suggest the
potential future scope evaluating its relationship with possible antecedents and consequences.
For practitioners, these result give important guidelines and suggestions for enhancing
decision making performance across the firm through the use of customer behavior while
shopping at their e-commerce web portal.
Keywords Competency, Firm decision, Customer competency, Customer
behavior.
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INTRODUCTION
Exponential development in electronic commerce on the internet had created an environment
that makes it simpler for online customers to think about compare alternatives, options,
minimize complexity, asymmetric information, and exchanging costs, and commoditize products
and items. In this situations, it is hard to say that how organizations can build and sustain
competitive advantage. Electronic commerce includes “transmissions and business
communications over networks, specifically the buying and selling of products and services, and
the fund transfer” (Hutt and Speh, 2004). In short, electronic commerce comprises a mode for the
buying and selling of services, products and information for various other services. If used
accurately, the Internet is most intelligent tool with many benefits as well. Typically Internet
backs or enhances current mode of distribution. Likewise, Internet promotes the salesman’s
work and improves viability, effectiveness of business, in place removing it. Internet is
successful in making it feasible for customers to purchase online from both domestic and global
organizations. Electronic commerce is kind of method to do business in particular segment , for
selected consumers, that can result out in enhanced volume of sales, lower costing and which
provide accurate real time data information to consumers (Hutt and Speh, 2004). Firms can
preserve a lot of information on web portals. This data and information is present without any
hassle, that can encourages relationships with customers everywhere all around the globe. Lots of
clients look for data and information on the web and then they buy offline.
Electronic commerce business promotes competition and creates favorable situations for
the customers, who get lower prices because of several options (Malkawi, 2006). Electronic
commerce competence is set as a important driver of firm level execution and performance
analysis, and it is concluded that this impact is mediated by the creation of "consumer value"
through web portals. E- commerce competence may play an important role in how accurate a
company can utilize e-commerce functionalities to generate greater consumer satisfaction. This
technique may allow firms to upgrade both long- term and short-term performance. An empirical
research of these connections could lead us a long way toward understanding the connection
between customer value, electronic commerce competence, both long- and short term
performance of e-commerce firms. . In this research we validate the concept of customer competency
as eight dimensions ( i.e. E-Trust, quality of Products & services, customer support, application
design, reasonable price, availability of user generated content, replacement & returns, risk in
purchasing product)and examine empirically its impression on company’s decision making
performance.

THEORETICAL BACKGROUND
According to Lucia and Lepsinger’s (1999) definition: “a cluster of related knowledge, skills,
and attitudes (behaviors) that affects a major part of one’s job (a role or responsibility), that
correlates with performance on the job, that can be measured against well-accepted standards,
and that can be improved via training and development”. Research offers that contribution
ability empower firms in the successful utilization of knowledge gained externally as it
helps in assimilation, acquisition and transformation of newly created knowledge to create
and exploit opportunities related with performance.
In a developing business industry, which is subjected to globalization, it becomes quite
significant that both lead decision makers and organizations make sure that e-commerce
business is carried out fair enough. Within e- commerce, behavior of the consumers
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supposed to be concerned primarily with the utilitarian and functional considerations (Brown
2003). The e-consumer behavior study is gaining in significance because of proliferation of
online shopping (Dennis, 2009).
Sprongl (2013) argue in influence its business analytics in the direction to analyses business
issues and yield related business suggestions to increase the business development
performance where the information process as an input to the tests and the generated result is
being examined in an experiential way. Aghamirian et al (2015) focuses around the
utilization of management of customer information in acquisition firm’s benefit in Ecommerce and examine the application and relationship of customer's information
management in advance viable rewards of organizations in Ecommerce by using statistical
tests: simple linear, multiple regression and Kolmogrorov –smirnov , the results extracted
tells about the correlation and linear relationship between the independent and dependent
variable, whereas Batko (2017) distinguish dynamic analytical capabilities of the
organization as an emerging exploration area on building a competitive advantage and
recognize the behavior of customers in the online environment.
Key Factors Impacting Ecommerce
Knox and Kee (1970) contended suitably examine trust. There should some important
motivations at picket and the trustor necessity be aware of the involved risk. There are number
of researchers who have move toward the ‘trust’ problem continuously from a practical angle
such as network security and internet and even web portal design (Pittayachawan, 2008).
According to Klang (2001), In any case, consideration of technical perceptions will
certainly not assurance trust in electronic commerce. Kim and Tadisina (2005) understand
primary trust in the business-to- customer e-commerce situation, and furthermore find logical
reasoning to describe primary trust and examines its interpreters. Furthermore, Engel et al.
(2005) developed a framework that segregates a customer's relationship with a firm into
different stages. Further studies find out important aspects which help in establishing
consumer trust in e-commerce and studied empirical research, to examine how customers see
the significance of some chosen aspects, for them to sense trust to buy on the web, was proposed
by Gustavsson (2006). Further the investigation is carried to empirical research, it is used by
experts to categorize specific trust characteristics for understanding the probable of business to
consumer E-commerce venture (Chen, 2013). Alkhlaifat et al. (2017) study examines the
factors that are affecting consumers’ trust towards e-commerce, with proof from students in
Jordanian university.
The service quality issue has been researched deeply by academicians such as
Parasuraman et al. (1985) whose model of ‘gap’ recognized the fundamental territories
along the business procedure where contrasts could result in inability to convey service
quality. The key element of achievement in business is value (Dale, 1999). Without having
approach of quality management that make sure the quality from its core systems, staff and
suppliers, a business cannot deliver the accepted level of amenity quality to achieve customer
fulfilment. Quality of Product/service is well-defined as how customer perceive the excellence
of information related to the same service or product which is delivered by a website (Park &
Kim, 2003). As per Mcknight (2002), content quality of website is contended to be a
predecessor of e-commerce customer trust on excellence. Park and Kim (2003) also found that
the excellence of data directly disturbs customer satisfaction. The apparent nature of a service
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has 2 measurements; the technical measurement, that alludes to what is conveyed, and the
useful measurement, that alludes to how the service is distributed. The offer updates, response
speed and site ampleness, alludes to the procedural quality.
In any industry, Customer Support is a significant key factor in picking up a competitive
advantage over the difficulties and rivalry. Parasuraman et al. (1991) investigate that customers
place a lot of noteworthiness on connections in service encounters. One of the center
thoughts around customer support in the present IT world is that progressively unpredictable
or refined items and services are regularly essentially increasingly profitable when conveyed
with customer support. Since the best firms save customers money and time by going about as
brief advisors, executing frameworks, and generally helping customers in the field, numerous
customers are beginning to value customer support when looking for IT products and services.
Customer support is a scope of customer services to assistance customers in making perception
and the correct application of a product. It joins benefit with orchestrating, foundation, getting
ready, exploring, supporting, refreshing, and transfer of an item.
The compelling website design assumes a key job in drawing in and keeping up customer’s
interest and in affecting their purchase behavior. Application design components are
characterized as the features, components, and information utilized in creating web-based
business sites, which may impact customers purchase behavior through the support of their
positive convictions, Website design, get to accommodation, convenience, and dependability
are instances of characteristics esteemed by online customers (Bharati and Chaudhury, 2004 ;
DeLone and McLean, 2003). It is agreeable for both the merchants and buyers to have the
simplicity of activities in every business transaction. These web- based interfaces are very easy
to utilize, simply open their portal and they have isolated their products and services into
suitable departments (Rathore, 2017).
Price has been acknowledged as a key factor for shopping behavior of customers
(Jarvenpaa and Todd 1996/97). Evaluating the price is a challenging task for most corporations.
It is perhaps very complex for online industries. Online marketing, E-Commerce and selling
to consumers, generates some difficulties for companies to regulate prices. Pricing is having
an expansive effect in the e- commerce industry and ought to be in organized issues. Not
just prices pull in new clients, it additionally improves your Knowledge Performance
Index, for example, conversion rates, website visitors, market share and profit margin.
User-generated content is generally utilized for a substantial scope of applications,
including issue preparing, news, amusement, publicizing, tattle and research. There are
various hypotheses behind the inspiration for contributing user-generated content, extending
from selfless, to social, to materialistic. Ozuem (2016) propose that user-generated content
facilitates on consumer conclusion- making procedure, delivering higher-order reliability
beyond the traditional marketing announcement programs. Though, inaccessible findings on
the quantifiable parts of user generated content have increasingly declined in decisiveness
as the qualitative information role (text content) leads to the cutting edge with its
significance in the present social media context. Ghose et al. (2012) describe that UGC
captured using data analytics techniques from social media daises to produce a new ranking
structure for travel exploration engines. Valsamidis et al. (2014) also proposes a new
method for examining online data related to users’ usage in online stores in order to inspect
the effectiveness of the online store and user satisfaction.
Several methodologies and theories are utilized in the writing to distinguish the
349

impact on presentation of supply chains or reverse- logistics on economic performance (Zhu
and Sarkis, 2004; Sarkis and Cordeiro, 2001). Some of them have experienced returns in the
context of e-commerce (Disney et al., 2004; Choi et al., 2004). Some studies have strained the
value of different operational aspects in defining customer loyalty, holding and eventually the
achievement of firms (e.g., Bienstock and Collier, 2006). Ramanathan (2011), centers on the
connection between firms performance in terms of product management, returns and customer
support in the situation of B2C segment of e-commerce.
The impression of risk in the context of Internet security has furthermore been
supposed as a concern for both skilled and unpracticed users of internet (Miyazaki and
Fernandez, 2001). Besides, Fernandez and Miyazaki (2001) have illustrious the fake behavior
by online venders as a key problem for Internet users and, in this way, E-Commerce customers
Rose et al. (1999) distinguishes hackers as an undisputable security threat to E-Commerce.
These threats have been distinguished in different new experiments (Al-Ghaith et al., 2010;
Aleid et al., 2009). Dixit and Datta (2010) examined the acknowledgment of e-banking
among grown-up customers in India. The findings portrayed a few components like security
and protection, trust, nature, creativity, and mindfulness level increment the acknowledgment
of e-banking services among Indian internet users.
RESEARCH METHODOLOGY
For practical purpose, the present study is a kind of descriptive, survey and empirical research,
and using the data collection tools, the data collected and the regression analysis method have
been used to examine relationship between customer competency dimensions as main
independent variable and firm decision performance as dependent variable. Figure 1 represent
the proposed conceptual model for research, which illustrate the hypothesized relationship
among customer competency and decision making performance of any e-commerce firm.”
bigger the customer behavioral role towards competency, the higher the firm decision making
performance will be in the organization”
From the main customer behavior based resource framework we argue that eight customer
competency dimensions ( ie. E-Trust, quality of Products & services, customer support,
application design, reasonable price, availability of user generated content, replacement
returns, risk in purchasing product)are critical, where they all are contributing to overall
customer competency in decision making performance in organization or firm. Since each
dimension to customer behavior makes a unique contribution towards E- commerce, together
they are considered as Customer Competency.
(“Figure 1 goes about here”)
This research is focused on educated, well-earning urban population which is of perfect mix
of male and female and it was unrealistic to gather same samples from the entire population
space so the research utilizes a non-probability sampling system (Saunders, Lewis and
Thornhill, 2015). The prime focus of research is to analyse customer’s purchasing
behaviour with respect to perceived benefit and the perceived risk towards customer
competency in firms. We have used convenient sampling for gathering the responses. To
accomplish the proper size of the samples in a limited time capacity to focus, picked social
media network channel as a platform to contact the people since it provides a higher response
350

rate to a survey (Cycyota and Harrison, 2006). The research has utilized a self-controlled way
to deal with gather data. The data analysis was led by making a web survey on Google
forms. This research utilizes snowball technique for data gathering, so the survey was posted
on some closed groups on social networking websites for a restricted period. These group
was of different friends from different demographics (Dillman, Smyth and Chritian, 2008).
Utilizing peers, empowered the survey to be done quickly and in an increasingly productive
manner. The survey was open for a time of 4 days which sufficiently increased information
for the exploration to be directed. 69 individuals took an interest in this study from various
demographics. Pilot testing was additionally performed for checking the propriety of the
survey and for evacuating the challenges and concerns in filling the survey.
In 69 completed survey collected from the respondents, 47 were male that was 68% and
remaining 32% were females. There were no samples found under “other” category of gender.
This research was aimed to cover diverse education level however, participants from
secondary and below secondary education is unavailable. Moreover, only 4.3% responses
were recorded from those participants who has the above than post graduate education level.
Responses for graduate 46.4% and post-graduate 49.3% education level is recorded. Majority
number of respondents (n = 34, 49. 3%) reported their annual income above 10 Lacs. Annual
income below 5 Lacs INR (n = 17, 24.6%) and between 5 Lacs and 10 Lacs (n = 18, 26.1%) is
recorded significantly less as compare to annual income above 10 Lacs INR. Major part of the
sample was recorded in full time (n=56, 81.2%) type of the employment that is comparatively
very high to the part time (n=3, 4.3%) and self-employed (n=10, 14.5%) respondent. (Details
are depicted from Table 1). Among the 69 participants, the age varied between 18 to 60.
RESULT ANALYSIS AND DISCUSSION
Preceding testing the research model, we assessed the legitimacy of every one of the two
second order constructs (for example factors influencing decision making performance and
customer competency). Firstly we evaluated the reliability and construct validity of the
constructs. (i.e. E-Trust, quality of Products & services, customer support, application
design, reasonable price, availability of user generated content, replacement & returns, risk in
purchasing product).
Regression analysis is been used to review the dependent and independent variable of the
research. R square denotes the change in percentage of the dependent variable and how it is
affected by the independent variable. ANOVA table has regression analysis of variance to
assess the certainty of the presence of a linear relationship between two variables. If
significance level is less than 0.1 (90% confident level) the regression equation is linear and if it
is more than 0.1 then the regression equation is non-linear. Results of this analysis of 8 factors
of customer competency with control variables and decision making performance is shown
below in table 1.
(“Table 1 goes about here”)
Regression analysis confirms the linear relationship between independent and dependent
variable where the level of significance is less than 0.1.
As per the test theory of regression, the line equation of regression can be interpreted as
follows:
Firm Decision= 0.4593 + 0.1118(E-Trust) + 0.0746(Quality of Product) + 0.1158 (Customer
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Support) +0.1835(Application Design) +0.2384(Reasonable Price) + 0.2152(Availability of
UGC) +0.1193(Replacement/ Returns) – 0.0383(Risk in Purchasing)
From the above table its given that the following dimensions of customer competency (i.e. ETrust, Quality of Products &Service, Customer Support, Replacement/returns and Risk in
purchasing) have significance level (P value) more than 0.1 (90% confident level). Hence we
reject all these parameters because if P> 0.1, the regression equation is not linear.
Finally the dimensions having significance level less than 0.1 are accepted , which means
Application design , Availability of user generated content and Reasonable Price have
linear relationship with firm decision.
Now, again we apply regression analysis to test the relationship between above 3 dimensions
(i.e. application design, availability of user generated content and reasonable price) and firm
decision. Result analysis of above 3 dimensions and firm decision performance shown below
in table 2.
(“Table 2 goes about here”)
The line equation of regression can be interpreted as
follows:
Firm Decision = 0.4260+ 0.3099(Application Design) +0.4028(Reasonable Price) +
0.2257(Availability of UGC)
Finally, the intercept (P-value>0.1)hence it’s rejected and the dimensions having
significance level less than 0.1 are accepted , which means application design , availability of
user generated content and reasonable price have linear relationship with firm decision.
Summary of the results obtained and equation of regression line for firm decision is expressed
as follows:
Firm Decision =0.3099(Application Design) +0.4028(Reasonable Price) + 0.2257(Availability
of UGC)
From the above regression analysis it’s clear that customer competency majorly depends on
3 major dimensions i.e. Application design, Reasonable price of products and availability of
user generated content and decision making performance is dependent on customer
competency, Results of research model is shown in figure 2.
(“Figure 2 goes about here”)
CONCLUSION
This study tended to a wide hole in information system research by giving theoretical proof of
the statistical relationship between elements influencing customer competency and firm
decision making performance. From the empirical results we conclude that “higher the
customer behavioural role towards organization competency, higher the firm decision making
performance will be”. We also conclude that decision making performance of any firm
majorly depends on 3 major dimensions i.e. application design, reasonable price of products
and availability of user generated content. So to improve the decision making of firm
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performance improve the above three dimensions of customer competency. The obtained
results are having significant implications to the practice of using customer behaviour while
shopping online within organizations and conditions required to achieve advantages in the
form of improved firm decision making performance. The validity of building customer
competency, suggest the potential future scope evaluating its relationship with possible
outcomes and consequences
FUTURE SCOPE
For Practitioners, these result give important guidelines and suggestions for enhancing
decision making performance across the firm through the use of customer behavior while
shopping at their e-commerce web portal. The importance of customer competency and its
various factors may vary by the practice of the decision made, future research is actually
warranted, focusing on testing the influence of customer competency and it’s every dimension
on decision making results in specific contexts. This study has various implications for
businesses starting up or presently involved in B2C E-commerce business, As e-commerce
does not provide face-to-face interaction like in physical world, only retailers present
online that design sites (Application Design) based on meeting customer demands and
expectations will survive and prosper. Most importantly, along with smart pricing system,
availability of real reviews and ratings given by customers in past help future customers to
make a successful transaction.
Several future research directions can be inferred from this study that will further an
understanding the very nature of B2C e-commerce business. Researchers can primarily focus
on the factors that this study have identified like Application design, smart pricing and
availability of User generated content. These are most influential factors while finding out the
decision making performance of any ecommerce firm. The model used in this study can
further be extended to understand the variance in firm’s decision making performance.
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Abstract

Research has shown a relationship between proactive adoption of environmental performance
practices and organization performance; however, there was lack of research, particularly on
the small and medium enterprises (SMEs) in examining the impact of human resources
management (HRM) practices. A study revealed that 60 percent of all carbon dioxide emissions
and 70 percent of all pollutions are caused by SMEs. Hence, SMEs need to establish effective
human resource management in managing their environmental actions, especially if the SMEs
intended to meet the sustainability criteria. This paper examined the component of green HRM
practices model implementation in Malaysian SMEs industry. It provides a better understanding
of the current green human resource management practices implemented by SMEs in Malaysia.
Keywords: Small and Medium Enterprises (SMEs), Green Human Resource Management
Practices Model, Environmental Performance, Malaysia
Introduction

Small and medium enterprises (SMEs) are crucial to the Malaysia economy as it takes up 98.5
percent of all businesses, which contributes to 37.1 percent of GDP and provides 66 percent of
private-sector employment (Department of Statistics Malaysia, 2018). Hence, the enormous
numbers of SMEs signify that they have an important impact on the environment. SMEs are part
of our civilization and they play a significant role in environmental sustainability (Hitchens,
Thankappan, Trainor, Clausen & De Marchi, 2005). In addition, SMEs are the main contributor
to carbon footprint as 60 percent of carbon emissions are produced by SMEs as reported in the
Marshall Report (1998). The current business practice has shifted from procedures that exploit
the environment to environmentally sustainable procedures. SMEs need to reduce the impact on
the environment to compete in the global economy (Tikul, 2014). This shift can lead to the
changes in corporate cultures that set of policies of environmental sustainability concept in an
organization’s functional units such as green marketing, green supply chain, green management,
and green human resource management practices.
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The current study suggests that practising the green concept in every organization’s
functional unit can create the environmental performance of organizations, especially in human
resource management (HRM) department (Yusoff, Nejati, Kee & Amran, 2018). Currently,
many studies investigated the role of HRM practices in driving environmental performance
programs and supporting those programs. A study by Guerci, Longoni, and Luzzini (2016)
revealed that green training and involvement as well as green performance and compensation are
positively related to environmental performance. In the context of hotel industry in Malaysia,
Yusoff et al. (2018) found that green recruitment and selection; green training and development;
and green compensation have a significant impact on environmental performance. These studies
show that in the long run, organizations that executed green human resource management
(HRM) practices can gain environmental performance and indirectly provide advantages to the
organizational stakeholders in the future.
However, these studies only focused on large organizations and revealed that SMEs have
low awareness of their environmental impact; this issue has been the main hindrance to change
(Revell & Blackburn, 2007). Many SMEs owners are confident that they contribute only a small
impact on the environment (Rowe & Hollingsworth, 1996). An individual SME has minimal
operations and would not impact the environment as a large business. It is argued that their total
effect (the overall SMEs) is high (Gadenne, Kennedy & McKeiver, 2009) as the SMEs industry
comprises various types of businesses, for instance, information technology, manufacturing, food
and beverages, and textile. Hence, the total impact of individual SMEs can have significant
impact on the local environment.
There has been an increase in interest on the environmental practices of SMEs which
suggest that SMEs are much less involved with the environmental programs than their large
organization counterparts (Revell & Blackburn, 2007). In Malaysia, a case study by Yusoff
(2019) revealed that SMEs implemented green HRM practices such as green recruitment and
selection as well as green training and development. Yusoff (2019) stated that SMEs in Malaysia
implemented green HRM practices to a certain extent. Therefore, this study intended to propose
the green HRM practices model as the blueprint and fundamental for SMEs to implement
environmental programs. It is believed that HR function plays a significant role in determining
which environmental practices should be implemented in every aspect of a business (Cohen,
Taylor & Muller-Camen, 2012). The green HRM practices offer an essential structure that allows
SMEs to better govern SMEs’s environmental impacts (Sudin, 2011). Therefore, it is crucial to
identify the green HRM practices model that can promote the contribution to the environmental
performance in the SMEs. The purpose of this article is to provide empirical evidence of the
green HRM practices model based on a case study in Malaysian SMEs.
The next sections discuss the literature review on SMEs and environmental performance,
green HRM practices, environmental performance, underlying theory, and hypotheses. In the
following section, we present our methodology, followed by the results, discussions of the
findings, and their implication.
Literature Review
SMEs and Environmental Performance

According to Hillary (2000), most SMEs are not concerned about their business activities that
impacted the environment and ignored the legislation on environmental impacts. She stated that
SMEs are “largely ignorant of its environmental impacts and the legislation that governs it;
oblivious of the importance of sustainability; cynical of the benefits of self-regulation and the
management tools that could assist in tackling its environmental performance; challenging to
355

reach, mobilize or engage in any improvements to do with the environment” (Hillary, 2000, p.
18). SMEs contribute to a large number of businesses globally and they should be concerned on
environmental sustainability as SMEs are a part of national development and cannot be isolated
from the environment (Hitchens et al., 2005). In the past, the success of the SMEs was
determined by strong economic performance. However, it is no longer adequate for the time
being as economic performance must be in line by lessening the ecological footprint and
providing further attention to social and environmental aspects.
Several factors need to be considered in dealing the environmental issues such as the
accessibility of resources, geographical areas, strategic manner, and the most significant is the
size of a company (Friedman, Miles & Adams, 2000). The issues make it difficult to implement
environmental performance programs resulting from the study of large organizations study to
small organizations. The fundamental differences between large and small organizations need a
stronger understanding of SMEs readiness to implement environmental performance programs
(Tikul, 2014). SMEs have a smaller operation than large organizations; however, the impact of
SMEs business activities on the environment is massive as they operate in a highly competitive
market and provide the most employment opportunity compared to large organizations (Rao, la
O’ Castillo, Intal & Sajid, 2006).
Despite the fact that SMEs contributed to the significant proportion of pollution in most
countries such as the statistics that 60 percent of all carbon dioxide emissions and 70 percent of
all pollutions are caused by SMEs in the United Kingdom (Parker, Redmond & Simpson, 2009).
The SMEs do not feel that they have the necessary capabilities to implement environmental
performance programs (Revell & Blackburn, 2007). At the same time, SMEs are fronting the
pressure from their stakeholders such as customers, employee, trade association, and legislation
to consider the broader environmental impacts of their activities (Friedman et al., 2000).
Several SME managers are ignorant about the future benefits of executing environmental
performance programs in their business activities. They only take environmental measures when
responding to the risk of penalties imposed by government authorities. However, the compliance
to regulations imposed by the government will not confirm the sustainability of environmental
performance (Rao et al., 2006). Thus, SMEs need to introduce effective human resource
management to achieve their environmental actions in meeting the sustainability criteria
(Jabbour, 2011).
SMEs, Human Resource Management Practices, and Environmental Performance

As mentioned earlier, SMEs in Malaysia contributed to 37.1 percent of GDP in which they are
playing a vital role in our economy and become the backbone of industrial development.
However, SMEs place little emphasis on the practice of green HRM for their environmental
performance (Yusoff, 2019). The business environment keeps changing and SMEs are facing
harsh market competition; hence, they are encouraged to implement green HRM to enhance their
environmental performance and business operations (Yusoff, 2019).
Incorporating green HRM practices in corporate strategy can increase business
competitiveness and provide significant advantages for SMEs. According to Rani and Mishra
(2014), green initiatives in the HRM become a fragment of an extensive program of
environmental performance programs as the green HRM practices develop employee
commitment, reassure that all employees support the environmental performance programs, and
respond to environmental issues. HRM practices are needed to associate with environmental
performance programs (Jabbour, 2011) to improve environmental performance.
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Green HRM practices include the insertion of procedures, policies, and practices such as
environmental conditions in the recruitment process, selecting candidates who are adequately
alert of environmental issues and greening concept, training programs that are designed for
environmental performance or greening, appraising employee’s job performance according to
environmental or green-related criteria, and providing financial and non-financial rewards to
employees for their excellent environmental or green performance (Opatha & Arulrajah, 2014).
The concept and practices of green HRM, especially in the SMEs, are still
indistinguishable. Numerous studies related to environmental performance programs focused on
disciplines such as environmental issues related to marketing, operation management,
accounting, and management. Limited research focused on how green HRM can facilitate human
capital development, acquisitions, allocation, and maintenance in organisations. SMEs increase
the environmental performance as HRM processes play an essential role in translating green
HRM policy into practice (Jackson, Renwick, Jabbour & Muller-Camen, 2011). There is the
need to identify the implementation of model of green HRM practices in SMEs. With
environmental concerns influence any business decisions, the role of HR is likely to transform
significantly, and green HRM is expected to dominate the future of SMEs.
Methodology

This exploratory study employed a qualitative research approach which is interviewing. This
study asked owners or managers from 20 SMEs in Malaysia about the elements of green HRM
practices (recruitment and selection, training and development, performance appraisal, and
compensation) which are implemented in Malaysian SMEs.
The total sample size of this study is 20 SMEs operating in Penang, Kedah, and Perlis
with the criteria that they must be in the market for more than five years (Please see Table 1).
The list of SMEs was collected from the list of registered SMEs in SME corporation website.
The responses were collected using qualitative semi-structured interviews. The respondents
could raise the issues which were not addressed by the questions given that they are within the
scope of the research. Based on the results from the interview, this study proposed the green
HRM practices model.
Analysis
Table 1: Summarize of Respondents

Company
A
B
C
D
E
F
G
H
I
J

State
Penang
Penang
Penang
Penang
Kedah
Penang
Penang
Penang
Penang
Penang

Year of Establishment
2012
2011
2008
2004
1995
2005
2000
1999
2008
2009
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K
L
M
N
O
P
Q
R
S
T

Penang
Penang
Kedah
Penang
Perlis
Penang
Penang
Penang
Penang
Penang

2004
2002
2009
2011
2010
2011
2005
1994
1989
2009

The Components of Green Human Resource Management Practices
From the interview, this study summarizes the main components in green HRM practices model
as shown in Table 2. Based on Table 2, this study proposes the green HRM practices model for
SMEs in Malaysia as illustrated in Figure 1.
Figure 1: Green Human Resources Management Practices Model of SMEs in Malaysia

i.

Green Recruitment and Selection
SMEs
must
portray
their Respondent K:
environmental concerns to the “As we already in this industry more than ten years,
public, and this strategy help to we always concern about the sustainability issues,
attract the potential candidates to therefore, we think with our CSR activities helped to
apply
for
jobs
in
their create and enhance our image and people will look
organizations.
for a job in our company.”

ii.

SMEs
must
express
the
preference
to
recruiting
candidates who have competency
and attitudes to participate in
corporate
environmental
performance initiatives.

iii.

All selection phases in SMEs Respondent D:
must consider environmental “Our company has practically adopted the principle
issues
(e.g.,
resumes
are of reducing paper usage; therefore, we prefer
submitted
online,
company candidates to email their resume, and all documents
websites are used by candidates to are kept in the form of softcopy.”
search for jobs, etc.).
Green Training and Development
SMEs must do environmental Respondent N:
training need analysis and “company is constantly adopting open policies by
identify the training need to make allowing employees to provide an opinion on the
their employees are more training needed to improve their skills and

i.

Respondent C:
“Our company prioritizes candidates with
background knowledge of environmental issues, how
to save energy and water.”
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environmentally concerned.

knowledge of the concept of green and practices.”

ii.

SMEs must impart the right
knowledge and skills about
greening concept.

Respondent N:
“Our company provides specialized training to
employees on how to save energy and air. For
example, space that needs to be given priority for
energy saving. Besides, we also regularly conduct
training related to the green analysis of workspace
so that they can produce reports on critical process
issues or procedures that have critical green issues”.

iii.

SMEs must provide opportunities
for employees to be trained in
environmental
performance
aspects.

Respondent C:
“Our company is always open to providing training
related to green or environmental issues. We provide
our employees with the opportunity to provide
suggestions on what training they want concerning
the environment. Moreover, they are also free to
advise consulting companies who can provide this
training”.

iv.

SME must conduct environmental Respondent A:
training continuously in their “In my opinion, training related to environmental
organizations.
issues is quite expensive, so our company only sends
employees undergoing training if environmental
issues are quite critical and involve legal issues.”
Green Performance Appraisal
SMEs must establish a clear and Respondent B:
specific
objective
of “If we want to measure their contribution towards
environmental goals for each the environmental activities, we must establish the
employee.
first specific objectives in terms of environmental
program.”

i.

ii.

SMEs must assess employees’ Respondent Q:
contributions to environmental “We give scores to employees who contribute to the
management.
improvement of environmental programs in the
company, such as successful 3Rs (recycle, reuse, and
reduce) programs. Moreover, another example, if an
employee gives a suggestion that can save on energy
consumption, he will get more scores in his
performance evaluation”.

iii.

SMEs must record individual Respondent N:
environmental
performance “We acknowledge and record their activities and
results.
contribution, therefore easier for us to trace their
contributions.”
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i.

ii.

Green Compensation
SMEs
must
reward
their Respondents B:
employees
for
their “Our company always celebrates the performance of
environmental performance.
employees, especially those related to environmental
issues or green. We give them cash bonus
SMEs can give financial rewards incentives”.
to the employee for good
environmental performance.

Respondent S:
SMEs can give non-financial
“We provide cash bonuses and non-cash rewards
rewards to the employee for good such as KFC vouchers to employees who provide
environmental performance (e.g., suggestions on how to save energy, save paper, and
voucher, holiday package,
do recycling-related activities.”
sabbaticals, and special leave).
Based on Table 2, this study proposes the green HRM practices model for SMEs in Malaysia, as
illustrates in Figure 1.
iii.

Figure 1: Green Human Resources Management Practices Model of SMEs in Malaysia
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Discussion and Conclusion

This study found that SMEs in Malaysia have been implementing green HRM practices to a
certain extent. Based on the interview, we proposed green HRM practice model for the SMEs in
Malaysia. This model can guide the organization in SMEs industry on the main components in
developing green HRM practices. In Malaysia, establishing green HRM practices must include
the following:
1. Green recruitment and selection
This practice includes the increasing image of SMEs by portraying environmental concerns
to attract potential candidates that have the awareness, knowledge, and skills of green
concepts during the recruitment process. SMEs must state clearly in their job advertisement
on their preference of recruiting candidates who have competency and attitudes to participate
in corporate environmental performance initiatives. In the selection processes, SMEs must
consider environmental issues (e.g., resumes are submitted online, candidates use company
websites to search for jobs).
2. Green training and development
In green training and development practice, SMEs must conduct environmental training need
analysis and identify the training need to promote environmental awareness among their
employees. SMEs must also convey the right knowledge and provide skills regarding
greening concept by providing opportunities for employees to be trained in environmental
performance aspects. The most important element in this practice is that SME must conduct
environmental training continuously in their organizations.
3. Green performance appraisal
SMEs must establish a clear and specific objective of environmental goal for each employee
in aligning individual employee performance with the expected SMEs environmental
performance. Besides that, SMEs must assess their employees’ contributions to
environmental management by recording individual environmental performance results.
4. Green compensation
Compensation is the means in which the employees are appreciated for their performance.
Hence, SMEs must reward their employees for their environmental performance. SMEs can
provide financial or non-financial rewards for good environmental performance.
This study is expected to provide insights into green HRM practices that could be
implemented in the Malaysian SMEs. Green HRM practices are concerned with the following:
“systemic, planned alignment of typical human resource management practices with the
organization’s environmental goals” (Jabbour, 2013, p.147-148). The green HRM practices
model has fundamental roles in the industry in enhancing the environmental performance of the
SMEs and gaining a competitive advantage as environmental performance in the SMEs industry.
This practice has several benefits such as further well-organized business practices, operational
cost savings, better image, regulatory compliance, and increased competitiveness (Quazi, 1999).
SMEs need to be involved in the drive towards sustainability for the advantage of the
environment and broader societal context.
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Abstract
Globalization and technological advancement have played a key role to make education industry
more competitive. Therefore, competitive advantage (CA) has also become the central tenet for
public higher education institutions (PHEIs). The current study attempts to examine the factors
affecting the competitive advantage (CA) of public higher education institutions of Pakistan
(PHEIs). The data were collected through survey method by using a simple random sampling
technique. Total 100 questionnaires were distributed to various public universities located in
different provinces in Pakistan, among them 89 questionnaires returned duly completed with a
response rate of 89%. Results from data analysis using PLS-SEM 3.0 indicated that product
development capability, technological capability, and strategic capability have a significant
effect on CA in PHEIs of Pakistan. Whereas, innovativeness has an insignificant effect on CA
among PHEIs in Pakistan.
Keywords: competitive advantage, public higher education institutions, Pakistan
1. Introduction
Competitive advantage (CA) is the soul of every organization as it is indispensable when
intending to attract and retain organization customers (Kenyon and Sen, 2015). Due to its
importance, CA has become a subject of study and research in many industries as well as in
academia including leadership (Wu and Chen, 2012), education (Vong et al., 2013), high-tech
firms (Park et al., 2013), marketing (Alipour, 2010), knowledge management (Jyoti et al, 2015;
Haan, 2013; Ling et al., 2013; Lavania, 2012; Johannessen and Oslen, 2009; Halawi, McCarthy
and Aronson, 2006), telecommunication sector (Jyoti et al., 2015) strategic controlling and
planning in the public sector (Lavania, 2012) and private higher education institutions (Mahdi et
al., 2018). Prior literature revealed extensive discussions on the determinants and sources of CA
within strategic management literature (O’Regan and Ghobadian, 2004; Winter, 2003; Teece et
al., 1997; Peteraf, 1993; Barney, 1991; Porter, 1985; Wernerfelt, 1984) however, majority of the
studies were qualitative in nature (Arend, 2003; Sigalas and Economou, 2013). Moreover, these
studies were done in sectors other than public higher education institutions (PHEIs). Competition
(with private higher education institutions), governmental policies, scarce resources, budget cuts
and the demand for higher education has also impacted the PHEIs (Haan, 2015). CA is the
lifeblood of organizations and public higher education institutions are not exempt from achieving
CA for their long-term survival. Various previous studies have highlighted the importance and
presented different models to attain CA in the higher education industry (Adcroft at al., 2010;
Cheung & Chan, 2010; Dawson et al., 2006; Haan, 2014; Haan, 2015; Lynch and Baines, 2004;
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Mazzrol and Soutar, 1999; Sum and Jessop, 2013) however these studies were qualitative in
nature hence, empirical findings are elusive regarding CA in the context of PHEIs.
Knowledge-based economy has required more dynamism in the education industry, especially
higher education institutions to enhance their ability to innovate in regards of their product
development capability (courses, syllabus, programs), technological capability (technology
adoption) and innovation strategy-driven performance. Many researchers have emphasized the
need to enhance innovation capability among HEIs to remain relevant (Blass and Hayward,
2014; Peris-Ortiz et al., 2014). However, previous literature indicated the lack of innovation
capability among PHEIs (Brennan et al., 2014; Etuk, 2015; Resnick, 2012). Prior literature
indicated several innovation-related issues that undermine the ability to innovate of PHEIs such
as inconsistent innovative strategies, a lack of technological support, insufficient IT-related
skills, a lack of understanding innovation and slow decision-making processes (Lašáková et al.,
2017). It has been strongly recommended that higher education systems conform to these
patterns and innovate to achieve predetermined goals (Barber et., 2013). These issues are more
prevalent in the developing countries like Pakistan as Pakistan ranked lowest in the Global
Innovation index (2017) (113 among 127) compared to its counterparts. This lower ranking
depicts lack of innovation capability factors in Pakistan including HEIs. Therefore, current study
seeks to examine the effect of product development capability (PDC), innovativeness, strategic
capability (SC) and technological capability (TC) on CA in PHIs of Pakistan because most of the
students enrolled in PHEIs of Pakistan due to the cheaper fee and other expenses as compared to
private HEIs (Halai, 2011) and the number of PHEIs in Pakistan is greater than private HEIs in
Pakistan (Higher Education Commission of Pakistan. 2017).
2.Literature Review and Hypothesis Development
2.1 Product Development Capability and Competitive Advantage
Product value is an important element that determines the level of satisfaction of customers.
Value generation to satisfy customer needs comes from organizational capabilities that
organizations develop over a period due to its nature of initiation and idiosyncrasies (Newbert,
2007; Dierickx and Cool, 1989). Fierce competition and market dynamism due to innovation
results in the need to enhance organizational capabilities especially those that directly satisfy the
customer such as product development capability (Akroush, 2012; Newbert, 2007; Grant, 1996).
Organization with distinctive product development capability reap multifaceted outcomes such
as better product quality, lower time to market, decreasing costs that contribute to build better
reputation, market share, profitability (Gatignon and Xuereb, 1997), value creation (Kikoski and
Kretschmer, 2010), all of which as a final product delivers CA to the firm (Racela, 2015;
Newbert, 2007). Moreover, Healy et al., (2018) argued that new and unique products likely to
accept in a better manner thereby perform better in the marketplace, and it is also a solution to
survive in a dynamic environment (Gutierrez-Gutierrez et al., 2018) In the context of PHEIs,
programs, courses and syllabus are the products that satisfy the needs of their customers, in this
case, students (Akram and Hilman, 2017). Blackmore and Kandiko (2012) stated that
“curriculum is a social construction, a site for ‘socio-political and cultural decision-making’ and
the ‘locus and transmitter’ of values”. Moreover, a better and dynamic curriculum tend to
inculcate and enhance one’s personal attributes such as confidence, communication,
interpersonal skills and more receptive to changing the environment (Saginova and Belyanski,
2008; Akram and Hilman, 2017). Thus, we hypothesize that:
H1: PDC has a significant and positive effect on CA of PHEIs
2.2 Innovativeness and Competitive Advantage
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The competitive position of the organization lies in the innovative and distinctive behaviors that
play a crucial role in new product development, providing better services and efficient
technological processes to provide the competitive position of the organization (Hurley and Hult,
1998). Consequently, this innovation guide organization culture towards innovativeness (Hurley
and Hult, 1998). Hana (2013) argued that innovativeness based on innovative activities of
organizations significantly affect its competitive position in the industry. Higher competitiveness
depends on that fact that how much organization produce less costly and better product and
services as compared to competitors. However, Szymanski et al., (2007) revealed slightly
different findings from the previous studies that innovativeness can provide CA when the key
focus is on the uniqueness of the product rather than services. They further stated that “Product
should be new to the market than new to the firm products”. However, Liu and Huang (2018)
presented a contrasting point of view and asserted that service innovation is also considered to be
an integral element that provides CA. However, service providers like HEIs, due to lack of
funding and the pressure of globalization contribute to be less innovative hence lacking CA
(Elrehail et al., 2018).
Therefore, hypothesis presented below:
H2: Innovativeness has a significant and positive effect on competitive advantage of PHEIs
2.3 Strategic Capability and Competitive Advantage
Strategic capability (SC) plays a vital role in firm’s innovation capability. SC refers to the
organizations’ overall formulation, implementation, and monitoring of its innovation strategy
(Cohen and Cyert, 1973). An organization that indulges in strategic planning with flexibility in a
dynamic environment can respond effectively to the changing of the environment (Dibrell et al.,
2014). Flexibility and formal SC contribute to breaking out old routines and procedures that can
hinder innovation in organizations (Zhou and Wu, 2010). Due to the dynamic nature of the
market, various opportunities emerge and effective innovation strategy lead to catering these
opportunities that resultantly, provide CA (Akroush, 2012; Calantone et al., 2003; Dibrell et al.,
2014). Due to severe competition and dynamism, strategic capability remains equally important
for higher education industry like others. Hu et al., (2017, p. 2 ) argued that “It became vital for a
university to enhance its adaptability to its environment through innovative strategies and
professional academic management in this period of change” that may lead to CA. Therefore, a
hypothesis can be presented below:
H3: SC has a significant and positive effect on CA of PHEIs
2.4 Technological Capability and Competitive Advantage
Technological capability (TC) is one of the integral elements that provide long-term CA (Liu and
Jiang, 2016). TC refers to the organization’s investment that aims to create new knowledge for
innovation (Yam et al., 2011; Zhou and Wu, 2010). TC helps the organizations to enhance its
competencies through latest technologies to develop efficient and effective processes and testing
unique ideas. (Yam et al., 2011). Consequently, it contributes to making the sound basis of
gleaning high profits and competitive position in the market by enhancing capabilities (Peteraf,
1993). Joint implementation of these capabilities creates a synergy that may provide CA (Teece
et al., 1997). It means competitiveness comes from the collective capabilities that lead to the
creation of innovation capability (Barney, 1991; Wernerfelt, 1984). Moreover, Liu and Jiang
(2016) also argue that technological innovation capability tend to enhance organizational
competitiveness. In addition, In today’s tough industrial environment, efficient development of
new manufacturing technology and integration of external knowledge are necessary to stay
competitive on a global market (Ahlskog et al., 2017). A similar trend is prevailing in education
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settings as educational institutions that want to be competitive in today’s dynamic market tend to
adopt modern (Edmunds, Thorpe, & Conole, 2012; Edmunds et al., 2016). Therefore, technology
has significantly affect the dynamics of higher education institutions through arranging
compatibility of volatile needs of industry, students, and governments through courses and
programs. Several innovative and unique programs offering by HEIs through modern technology
namely: Massive online open courses (MOOCs) (Blass and Hyaward, 2014); ii) augmented
learning (Plasencia and Navas, 2014); iii) Flipped Classroom model (Bogost, 2013); and iv)
blended learning system & distant learning (Valverde-Berrocoso and Coca-Pérez, 2014).
Following hypothesis can be presented
H4: TC has a significant and positive effect on CA of PHEIs
Product Development
Capability

H1

Innovativeness
Strategic Capability

H2
H3

Competitive Advantage

H3

Technological Capability H
4 H4

Figure 2.1: Conceptual Framework
3. Research Methodology
This study examines various innovation capability factors affecting CA of PHEIs in Pakistan. To
test the hypothesis, data were collected from PHEIs of Pakistan. At the time of data collection, a
total of 109 PHEIs were operating in the different provinces of Pakistan. Due to the strategic
nature of the study, a structured questionnaire was sent to the 100 Vice Chancellors of the PHEIs
located in various provinces of Pakistan as they are supposed to be responsible for strategic
decisions and would be more knowledgeable about variables used in this study. A simple random
sampling technique was used to draw a sample of 100 vice Chancellors. A covering letter was
also attached along with the questionnaire explaining the objective and motivation of the study.
To increase the response rate, response anonymity and confidentiality was ensured in the cover
letter. Moreover, a letter of recommendation was also taken from the Ministry of Higher
Education that sent along with the questionnaire. Simple random sampling technique was
employed to determine the sufficient sample size. A total of 89 duly completed questionnaires
were received showing a response rate of 89% however, the sample size was a sample of the
small population. As the current study had a small sample size, PLS-SEM 3.0 was used to
analyse the data and to testify the hypothesis as PLS-SEM provides accurate results on small
sample size (Hair et al., 2016).
3.1 Measurement of the Variables
To measure the study variables, the items were adopted and adapted from the previous studies.
The measurement of CA was adapted from (Chen & Chang, 2011). CA refers to the low cost of
programs, courses, syllabus, quality of programs, courses syllabus, better in innovation, better
managerial capability, growth, first mover advantage and better image as compared to
competitors. However, seven items did not measure the whole concept of CA of HEIs.
Therefore, 3 items deduced by thoroughly reading and analysing the CA literature in the context
of HEIs (e.g Haan, 2015). These items are pertinent to the important aspect of HEIs that
contribute to attaining CA as compared to competitors namely: i) University Ranking; ii)
Research publications; and iii) Accreditations. Thus, added to the final instrument as items to
measure the CA for PHEIs of Pakistan. Measurement of PDC adapted from Zou (2003) and
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Vicente et al., (2015). PDC refers to the PHEIs ability to offer programs, courses and syllabus
with speedily quality, well management and successfully as compared to competitors. In
addition, measurement of innovativeness adapted from the work of Clantone et al., (2002). It
measures innovativeness as the extent to which PHEIs try new ideas to seek new ways to make
the operation more creative. Furthermore, strategic capability measurement adapted from
Terziovski (2010). It refers to the ability of PHEIs to formulate and implement its innovation
strategy. All latent constructs are measured on five-point Likert scale ranging from 5 to 1 where
5 denotes “Strongly Agree” and 1 denotes “Strongly Disagree”.
4. Results
4.1 Validity and Reliability Analysis
Reliability of all constructs was measured by their Composite reliability scores (Hair et al.,
2016). All constructs of the study met the recommended threshold value of 0.7 for reliability.
Subsequently, a validity analysis was examined by identifying face validity, convergent validity,
and discriminant validity. The following section discusses each in a detail.
4.1.1 Face Validity
Before the final data collection, the questionnaire was sent to six experts and practitioners for
evaluating the concept and the ease of understanding of the questions. The experts were
including four subject specialists holding Ph.D. in strategic management and practitioners were
including two Vice Chancellors from PHEIs of Pakistan. The suggestions by the practitioners
and experts were incorporated accordingly to make the questionnaire clearer and understandable.
4.1.2 Convergent Validity
Convergent validity shows the positive correlation of one measure with the other measure in the
same construct (Hair, 2016). Convergent validity is ensured by examining the factor loadings,
composite reliability (CR) and average variance (AVE) extracted. Table 4.1 shows that all factor
loadings are higher than 0.7 as recommended by Hair et al., (2016) and CR and AVE also met
the threshold value of 0.7 and 0.5 respectively.
Table 4.1
Items
CA1
CA4
CA5
CA6
CA7
CA8
CA9
INNOV1
INNOV2
INNOV3
PDC1
PDC2
PDC3
PDC4
SC1
SC2
SC3
TC1
TC2

Factor Loadings
0.717
0.853
0.888
0.782
0.801
0.872
0.780
0.857
0.809
0.796
0.851
0.857
0.783
0.945
0.801
0.878
0.776
0.897
0.867

CR

AVE

.932

.665

.861

.674

.919

.741

.860

.672

.875

.778

4.1.3 Discriminant Validity
Discriminant validity refers to the propensity of distinctiveness of one construct from another on
empirical standards (Hair et al, 2016). Three measures were used to determine the discriminant
validity (Fornell and Larcker, 1981). The diagonal values should be higher than their respective
correlation value in the table. The diagonal values of each construct as measured are higher than
their correlational values (see Table 4.2).
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Table 4.2: Fornell and Larcker Criterion
CA
0.815
0.439
0.537
0.262
0.518

CA
INNOV
PDC
SC
TC

INNOV

PDC

SC

TC

0.821
0.680
0.781
0.687

0.861
0.482
0.580

0.820
0.719

0.882

4.2 Predictive Power of the Model
The coefficient of determination R2 is the most commonly used criteria to measure the structural
model. As a rule of thumb, values of R2 ranging from 0.75, 0.50 and 0.25 of an endogenous
construct can be elucidated as substantial, moderate and week (Hair et al., 2011; Henseler et al.,
2009). Table 4.3 shows that the model has moderate predictive power as it is closer to the 0.50.
Table 4.3: Coefficient of Determination
Dependent Variable
CA

Variation Explained
0.402

The effect size (f2) is also an important criterion to determine the substantive impact on an
endogenous construct by including and excluding its exogenous constructs. The threshold values
for f2 ranges from 0.02, 0.15, and 0.35, respectively, representing small, medium, and large
effects (Cohen, 1992). Innovativeness, PDC, and SC indicate a small effect size with TC
indicating a medium effect size.
4.5 Hypothesis Testing
The H1 examined the effect of PDC on CA of PHEIs in Pakistan. The results revealed in the
Table 4.4 that PDC has a positive and significant effect on CA of PHEIs in Pakistan ( β = 0.307,
P>0.05) which supports the first hypothesis thus, H1 is accepted. The H2 shows the relationship
between innovativeness and CA of PHEIs in Pakistan. The results showed a negative and
insignificant relationship between innovativeness and CA (β=0.208.307, P<0.05) which does not
support the second hypothesis. Therefore, H2 is rejected.
Table 4.4: Path Coefficients
Path

β

PDC -> CA
INNOV -> CA

0.307*
0.208

Sample
Mean
0.330
0.164

Standard
Deviation
0.126
0.189

T Statistics

P -Values

Decision

2.437
1.102

0.015
0.270

Supported
Not Supported
Partially
Supported
Supported

SC -> CA

-0.394*

-0.332

0.180

2.182

0.029

TC -> CA

0.480*

0.452

0.143

3.349

0.001

*Significant at 0.05 %
The current study attempted to analyse if H3 has a significant effect of SC on CA of PHEIS in
Pakistan. The results indicated that there is a significant and negative relationship between SC
and CA with (β = -0.394, P>0.05) which partially supports the H3 hence, H3 is partially accepted.
In addition, H4 TC was found to have a significant and positive effect on CA of PHEIs in
Pakistan.
5. Discussion
The current study reveals the various interesting outcomes regarding the study variables and
hypothesis that might reflect the situation about study variables in the PHEIs of Pakistan. The
effect of PDC on CA was found to have a positive and significant effect on PHEIs in Pakistan.
This result is in line with various previous studies that were conducted in different industrial
settings where it was found a positive association between PDC and CA (Damanpour, 1991; Oh
and Rhee, 2010). This result has vital implications for PHEIs in Pakistan because new and
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unique courses are crucial requirements for customers, for instance, students (Mathooko and
Ogutu, 2015). Unique courses, syllabus, and programs that offered by PHEIs may enhance
student knowledge and capability. The benefits when offering unique courses, syllabus and
programs are twofold:
i) it serves students to secure their jobs in the highly competitive job market;
ii) it also provides good reputation for the PHEIs when their student making a place in the
job market, resulting, in capturing high market share by getting optimum student
enrollment.
The second hypothesis as regarded to innovativeness and CA revealed that innovativeness has an
insignificant effect on CA of PHEIs in Pakistan. This result is surprisingly contrasted to previous
studies where it was found that there is a positive effect of green innovation products on
organizational CA (Chen & Chang, 2011). Whereas, Hurley and Hult (1998) argued that
innovative employee behaviors also endure the development of product, services and
technological processes to enhance the competitive position of organizations. Hana (2013)
elucidates that innovativeness based CA is largely dependent on unique skills and capabilities.
The result implies that PHEIs need to enhance innovativeness by focusing and encouraging
innovative behaviors of individuals. In Pakistan, PHEIs are characterised as centralised and
having rigid cultural values that stifle the empowerment and courage to take unique initiatives
that consequently limit innovativeness thus, inhibiting them from meeting modern day
environmental and customer requirements (Blass and Hayward, 2014).
The result of the third hypothesis revealed a significant and negative effect of SC on CA in
PHEIs in Pakistan therefore partially accepted. The result contrasts with previous studies due to
the negative effect of SC on CA (e.g Parnell, 2011; Seyhan et al., 2017) who found a positive
association between the strategic capability of an organization and CA. Jaradate et al., (2012)
also revealed similar findings where strategic capability was found to be an important
determinant of CA. These contrasting findings possibly due to the fact that these studies were
conducted in the private sectors which are highly geared towards competitive markets.
Therefore, strategy formulation and implementation, of innovation is crucial in attaining CA.
Whereas, the environment that public higher education is facing is relatively static and PHEIs
orientation towards formulating, implementing and evaluating innovation strategy are elusive.
Suwannathat et al., (2015) argued that public organizations are often considered synonymous
with inefficiency and lack the motivation to be innovative. PHEIs of Pakistan should draw up a
long-term plan for their programs, syllabus, and other services to attract and satisfy potential and
existing students which may provide an opportunity for sustainable CA. Furthermore, PHEIs of
Pakistan should change centralised culture through a top management support and encourage
employees to come up with new ideas. Collaboration among employees is also a crucial issue
that undermines the strategic capability of PHEIs in Pakistan. Lack of employee collaboration
limits the knowledge sharing environment that consequently hinders the innovation process
within an organization.
The final hypothesis indicated a positive and significant relationship between TC and CA of
PHEIs in Pakistan. The result is similar to the various previous studies that indicate that
technology adoption and implementation play a vital role in providing CA to organizations. For
instance, Cooper (1998). Kamukama et al., (2011) and Amiri et al., (2010) found that
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technological capability has a positive effect on CA. Results indicate that TC is a pivotal factor
for PHEIs in Pakistan because the emergence of new technology has changed the entire
education delivery landscape. The new software, data devices, devices to deliver technology and
especially big data have transformed learning patterns. Personalised learning techniques likely to
enhance student’s individual competence in a way that they could draw their own learning paths.
Looi et al., (2009) argued that today’s student is not a passive learner rather a coproducer who
knows what and how they have to learn new things. Moreover, though findings of the current
study examined the important factors of innovation capability that effect CA of PHEIs in
Pakistan, its findings may be fruitful for private higher education institutions that facing the same
kind of competition and market dynamics.
6. Conclusion
Competitive Advantage (CA) and innovation capability (IC) factors play important in the growth
and performance of PHEIs. The current study extends the applicability of both constructs in the
context of PHEIs. Moreover, it also reveals the relationship and significance of various
dimensions of IC and CA in PHEIs of Pakistan. When empirically examining the effect of
innovation capability factors, the results presented few surprising findings that were inconsistent
with the prior literature. PDC and TC have a significant and positive effect on CA whereas,
astoundingly, innovativeness has an insignificant effect on CA of PHEIs in Pakistan.
Furthermore, SC has a significant negative relationship with CA of PHEIs in Pakistan which
contrasts with prior findings. The current study contributes to the literature by providing insights
into the relationship between innovation capability factors and CA, as well as their consequences
in the context of PHEIs. Current study tends to extend the existing literature on innovation and
CA in the context of PHEIs and reveal the relationship and effect of various factors of innovation
to attain CA which was lacking in the prior literature.
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Tax Risk Management: A Review And Classify The Tax Risk
Maryam Amiri24, Mehrdad Mehrkam25

ABSTRACT
Tax is a matter that can affect the payment of dividends, reorganization, as well as the mergers
and acquisitions of companies. Although tax laws have become more widespread and complex
and can exert a significant impact on the sustainability of organizations, Tax Risk Management
(TRM) holds a small share of corporate governance. After the scandals of companies such as
Worldcom and Enron, internal corporate control significantly increased. The tax risk strategy,
based on internal control objectives that are expressed according to the COSO framework, has
been investigated in the three components of Effectiveness and efficiency of operations,
Reliability of financial reporting, Compliance with applicable laws and regulations. This
research, review the literature on tax risk identified in research articles, which has been
conducted using various quantitative and qualitative methodologies such as questionnaires,
interviews, and so on.
The main purpose of this paper is to analyze and classify the tax risk regarding the probable
occurrence and possible impact of taxation from the viewpoint of tax risk management in order
to provide more tangible interpretations of the findings of the scholars in this field of research.
Keywords: COSO framework, Tax Risk Management, Tax control framework
1 INTRODUCTION
Why, when we hear the name of the tax, the complexity and difficulty of understanding comes to
our minds.If only purpose of Tax system were to raise revenue, it could be facile.As regards it
has other goals, including efficiency, enforceability and fairness. Therefore, identification and
management of tax risks should be a difficult task.
After the financial scandals of corporate firms such as WorldCom and Enron in the United States
of America and other countries, and their concomitant failure to provide transparent financial
reports and amendments in the corporate governance, the significance of risk management and
internal control has increased considerably.
PricewaterhouseCoopers (2004) has believed “Historically, tax risk management and tax internal
controls were a bit of a black art, not necessarily even understood by those in the tax function, let
alone those outside…”
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Since Tax Control Framework (TCF) is regarded to be an inseparable part of Internal Control
Framework (ICF), COSO as a set of knowledge skills is required for obtaining a comprehensive
understanding of corporate firms' TCF (TCF, p 18).
In the present study, tax risk is defined on the basis of objectives of internal control, which is in
itself has been constituted upon COSO frameworks. As a result, the study analyzes tax risk in
three areas: performance efficiency of taxing, reliability of financial reports, and regulation
compatibility (Goodman, 2004).
Regarding tax risk management as a separate concept from the conceptual domain of corporate
governance is a very recent phenomenon. Therefore, there are very few scholarly researches
pertaining to this concept, and to how corporate firms obviate their tax risks and implement tax
risk management on the basis of their internal procedures.
The academic motivation behind the study’s insistence to analyze tax risk management as a
separate concept refers to the fact that tax performance has a set of unique characteristics.
Through committing to a thorough literature review of various tax risks − which have already
been identified in different scholarly papers through their implementation of versatile
quantitative and qualitative methodologies such as interviews and questionnaires − the present
study believes that it can compensate the informational and decision-making gap in this area.
Since tax is a complicated concept and classifying tax risk management as a separate element of
corporate governance is a recent phenomenon, necessitates a separate inquiry into tax risk
management.
Where there is uncertainty, there is a risk to be quantified and managed.Therefor necessity for
research on tax risk management arises because of the inherent ambiguity and uncertainty of
interpretation of tax laws.
The objective of the study is to increase the body of knowledge of this area through ranking tax
risks on the basis of their probability rates, and categorizing them on the basis of their probable
impact. This objective is realized through utilizing tax risk management so that a more tangible
understanding of this area’s scholars can be acquired.
2 LITERATURE REVIEW
2.1 Tax Risk Definition
There are several definitions of tax risk but there are no universal definition of the tax risk exists
The likelihood that the tax outcome would be expected from the various reasons, such as the
judicial process, changes in the law, changes in business assumptions, auditing intensification,
and uncertainty in the interpretation of the law, and any measure relating to the corporate firms’
tax performance (Arlinghaus, 1998).
Goodman (2004) pointed to three internal control objectives (COSO) and organizational risk
management - a comprehensive framework - the effectiveness and efficiency of operations, the
reliability of financial reporting, and compliance with the laws and regulations.
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The PricewaterhouseCoopers’treatise(2004) addresses the concept of tax risk and the elements of
management of such risks, the principles of the COSO framework.
According to Ernest and Young(2006), tax risk includes any event, action or inaction in a firm's
financial strategy, operations, and financial or compliance report that may either impact
negatively its tax-related and overall objectives or put these objectives in unacceptable and
unanticipated jeopardy. The aforementioned definition is in absolute accordance with tax risk
management, which is established upon an integrated framework of risk management and
COSO.
2.2 Tax risk areas
In most of the scholarly researches through quantitative or qualitative methodologies, tax risk
areas are categorized through various such as: specific/generic and technical/non-technical
criteria. Below, most of risks in this areas are presented :
2.2.1 Transactional Risk
Transactional risk is calculated through measuring the probability level of non-recurring and
complicated transactions which transpire through tax avoidance (Elgood, 2004; Bakker &
Kloosterhof, 2010; Weinberger et al., 2012).
For instance, daily transactions pertaining to a firm’s inventory may have lower transactional
risk, but its non-recurring transactions such as corporate mergers and integrations, and internal
reorganization may have higher transactional risk (Elgood, 2004). Rigo (2003) believes that
international transactions have higher tax avoidance probability level, and as a result, have a
lower effective tax rate.
2.2.2 Transfer Pricing
Pricing of sold goods and services of affiliated companies is an efficient method of profit transfer
from an area with high tax rates to an area with low tax rates. According to Ernest and Young,
transfer pricing needs to be regarded a key challenge in tax risks.
PricewaterhouseCoopers addressed that the transfer pricing, except for tax avoidance,“it is also
open to abuse. It can be used to shift profits artificially from a high- to a low-tax jurisdiction, by
maximising expenses in the former and income in the latter”.(2009)
A firm’s income can be easily transferred if it − alongside with its affiliated companies −
decreases the prices of goods and services in areas with high tax rates, and at the same time
increases the purchase prices (Agarwal, 2013).
The key issue in transfer pricing is that the ownership of intangible assets needs to be transferred.
Due to the agreements of cost sharing, the regulations of transfer pricing of intangible assets are
considerably complicated. Through cost sharing, firms participate more in profit transfer
(McDonald, 2008). In multinational firms, the significance of transfer pricing risk is higher since
each stakeholder demands to have a higher tax quota.
The tax risk relevant to transfer pricing has become more important in recent decades with
increasing mergers and acquisitions. Has this changed the predicted financial cost used to
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measure M & A values? Houston and Ringart (2001) believed that all costs and benefits would
not be considered in the acquirer's offer.
The tax risk and uncertainty in transfer pricing rules have been given in assessing future
corporate cash flows and making decisions of multinational institutions effective.( Mescall, D.,
& Klassen, K. J. 2018).
2.2.3 Compliance Risk
Compliance risk conect to the incorrect implementation of tax regulations, which happens due to
fraud or an error (Elgood, 2004). The span and complexity of regulations and constant
publication of new tax laws may be considered as the key sources of this risk (De Koker and
Williams, 2001).
Changes and amendments in operational processes such as the declaration time of tax return and
tax laws (both of which can be implemented by a country’s tax affairs organization) may
increase the probability rate of compliance risk (Stamm, 2004; Weinberger, 2012). It can be
deduced that compliance and operational risks are highly connected to each other.
The compliance can also connotes the difference between the declared tax return and the tax
money which needs to be paid (it should be noted that firms have no intention to pay taxes more
than the required amounts). On occasions, the compliance risk may be administered deliberately
in a firm (Emer Mulligan, 2009). If the compliance risk has a high rate in a firm, the firm needs
to increase its tax savings. The expenses pertaining to the compliance and embargo risks of small
companies are considerably high (Emer Mulligan, 2009).
The OECD has introduced a tax law compliance regime based on internal tax control framework
to strengthen the relationship between the Tax Office and taxpayers. Under this regime, before
the tax return is submitted by taxpayers,a preliminary discussion will be held to resolve
interpretative disputes about the income tax return.The purpose of this preliminary discussion is
to substantially reduce the risk of tax assessments, although there are criticisms of the plan.
Conte, D. (2019)
In this new strategy of tax risk management (cooperative adaptation), communication between
tax adminestaration and taxpayers is to increase certainty in tax risks and increase tax
compliance based on mutual trust and cooperation. van den Broek, H. (2019)
2.2.4 Operational Risk
The operational risk is the result of failure in a firm’s overall system or process and its
incompetence to maintain adequate human resources. Furthermore, the operational risk may be
the result of any external event or accident (Basel II, 2006: 144).
This risk has a close correlation with compliance risks in regulating tax laws and in making a
decision about the final tax costs (Elgood, 2004; Bakker & Kloosterhof, 2010).
The operational risk does not necessarily focus on observing tax laws and can indicate
transparent and comprehensive sets of data through utilization of a sufficient amount of raw data
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and controlling systems. The transparent and comprehensive sets of data make the bases of tax
returns and tax discloses (Stamm, 2004; Bakker & Kloosterhof, 2010).
2.2.5 Financial Report Risk
The quality of financial reports and disclosure policies affect a firm’s transparency level. Tax
avoidance activities may result in a series of opportunist directive behaviors and means such as
profit manipulation, rendition of rogue transactions with the firm’s affiliated parties, and
resources diversion (ibid). These behaviors and means give the managing directors the
opportunity to manipulate the firm’s performance criteria for their personal gains (Bushman &
Smith, 2011).
Lack of transparency creates an informational asymmetry among shareholders, investors,
managing directors, and creditors of a firm. One of the potential areas of tax planning expenses
should impact the transparency level of the firm's financial report. Low transparency imposes a
series of unnecessary expenses on the firm. These expenses include the cost of capital through
financial stocks and debts, intensification of complications in corporate governance, and a
decrease in investment efficiency (Balakrishnan et al., ibid).
Only through knowing about the status of financial report risk, management of transactional,
compliance, and operational risks can be materialized. Diversion in transactional behaviors and
events and circumstances of financial reports can be regarded as the key source of tax risks
(Elgood, 2004). Tax management should consider both the current tax expenses and the future
tax-related commitments (Elgood, 2004; Bakker & Kloosterhof, 2010; IASB, 2012).
Rewarding the managing directors of a firm's commercial sectors on the basis of the post-taxing
profit can decrease the effective tax rate (Philips 2003). The requirements of SOX regulatory
body for the financial report are in direct correlation with financial report risks.
According to the sector 404 of SOX and the standards of Public Company Accounting Oversight
Board (PCAOB), tax risk should be deployed over processes as well. According to this sector, it
is not justifiable to have weak controlling processes alongside acceptable tax savings (Emer
Mulligan, 2009).
Financial report risks usually come from SOX implemented requirements. Since a firm's auditors
are heavily scrutinized by and committed to PCAOB, they can significantly affect tax risk
management and its related processes. Generally, it can be said that SOX has resulted in tension
between the involved parties, and as a result of this tension, many have started to doubt its
success (Emer Mulligan, 2009). Due to the uncertainty of tax-related cases and the Financial
Accounting Standards Board (FASB), accounting and disclosures intensify the focus of financial
statement (Bernd Erle, 2007).
Total book-tax differences indicate low financial earnings quality , restatements , or fraud , also
they indicate tax risk including tax shelters. (Desai [2005], Wilson [2009], and Lisowsky
[2010]).
The poor quality of tax liability positively correlates with the book-tax differences and firm risk.
Hutchens, M., & Rego, S. O. (2015)
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2.2.6 Intangible Assets Risk
Corporate tax payers and taxing officials have different interpretations of laws and regulations
which pertain to appreciation and taxing of intangible assets. Therefore, in assets such as
software products, there is always a fixed risk rate (Emer Mulligan, 2009).
2.2.7 Reputational Risk
Reputational risk refers to a firm’s taxing principles and methods which may threaten its
reputation as a legitimate firm (Elgood, 2004).
For instance, if a firm executes an aggressive tax planning without any regard towards the
significance of consistent and just corporate behaviors, it may seriously endanger the interest of a
vast majority of shareholders (Stamm, 2004; Bakker & Kloosterhof, 2010). In the worst case
scenario, the incompatibility in acquiring a transparent understanding of taxing justice − which is
commonly accepted by the general populace and the policies of a country’s tax affair
organizations − may threaten a firm’s longevity (Vivian, 2006).
The reputational risk can have a direct rapport to a firm’s size. For instance, small firms usually
prefer to make their cases in tax courts (Emer Mulligan, 2009).
2.2.8 Changing the nature of the business Risk
Business change may bring risks, and in case of inadequate financial resources, these risks can
be severely intensified. Due to the fast pacing emergence of a nascent business in the market,
new contexts for risks can be materialized (Emer Mulligan, 2009).
2.2.9 Management Risk
Unlike the operational risk, the management risk does not assess tax risks of a firm’s operational
and transactional configurations. Instead, it pertains to the comprehensive culture of tax risk
management (Weinberger et al., 2012). Management risk can be curbed through improving a
firm’s transparency strategies towards taxing officials and determining its tax avoidance
capacity.
On the basis of commercial ethics, it can be deduced that observing the importance of
management risk can create the opportunity of eligible employees in the senior positions of a
firm’s effective tax monitoring and tax auditing sectors and controlling environments
(Weinberger et al., 2012; Erle, 2006).
Sai et al. (2007) believe that those managing directors who exclusively pursue their personal
gains make a firm’s organizational structure more complicated, and favor transactions with low
tax rates. Such an enterprise will divert the firm’s resources in the favor of such opportunist
managing directors. Sai et al. (2007) maintain that employment of proficient auditing officers
increases control and audits over the firm's managing directors and as a result, curbs any chances
of abuse of its internal resources. Furthermore, they add that corporate governance and
organizational leadership of firms affect their level of tax avoidance.
2.2.10 Portfolio Risk
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Portfolio risk presents a portfolio of transactional, operational, and compliance risks (Elgood,
2004; Stamm, 2004). Scientifically speaking, a corporate firm’s portfolio risk is calculated
through the weighted mean of probability levels of transactional, operational and compliance
risks which may result in a financial loss (Stamm, 2004; Bakker & Kloosterhof, 2010).
3 TAX RISK CLASSIFICATION
Tax risk assessment adopts the following low, medium, and high categories. These risk
assessment categories are consistent with the Risk Matrix. The tax risk level classifications
below contain both qualitative and quantitative factors.

Tax Risk

Description
Low-Risk classification generally applies where:

Low

Medium

Transactional: Purchase and sale of inventory )routine transactions(
Non-Compliance: Abuse of the tax laws, recent amendments to tax laws
Operational: loss resulting from inadequate or failed internal processes
Financial Reporting: Marginal divergence in the recording of financial reporting
Transfer pricing: Internal trade
Intangible assets: Constant risk concerning the inherent nature of their products
Reputational risk: Small company,
Changing the nature of the business: peripheral- incremental change, moving into retail,
moving into the service industry
management risk: Poor decision
Medium Risk classification is usually appropriate, where:
Transactional: Example: Tax-driven cross border transactions
Non-Compliance: Promulgation of new tax laws, the complexity of tax provisions
Operational: loss resulting from inadequate or failed internal processes, Human resource
Financial Reporting: Minor deviation in transactions and provision of financial reporting in
this situation, Book-tax differences
Transfer pricing : Holding company and subsidiary
Intangible assets: Constant risk concerning the inherent nature of their products, Transfer
pricing
Reputational risk: Small company, aggressive tax practices
Changing the nature of the business: core - incremental change, moving into retail, moving
into the service industry
management risk: Organization’s appetite for tax avoidance, Lack of clear strategy
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Tax Risk

Description
A High-Risk classification applies where:

High

Transactional: unusual or complex transactions (non-routine transactions)
Transfer pricing : multinational companies, Intangible Assets
Non-Compliance : Changes in operational processes and implementation by tax
authorities,Publish new tax laws, Intricacy of tax provisions
Operational: loss resulting from inadequate or failed system processes or external events
Financial Reporting: Major divergence, inadequate of tax reserves, have poor processes and
404 SOX failure
Intangible assets: permanent risk about the inherent nature of products, Transfer pricing
Reputational risk: contradiction among organization’s tax policies and commonly accepted
view that must to pay a fair share
Changing nature of the business: radical-core Change, modify of strategy and approaches
management risk: strategic management errors, organization’s appetite for tax avoidance, Lack
of clear strategy

4 CONCLUSION
The intricacies and constant changes in tax laws and business environments attest emphasis of
tax risk management. Studies show that corporate firms generally utilize a more conservative
approach in their tax planning. The existence of such a conservative approach in firms’ tax
planning is vindicated through the scholarly research of Ernest and Young as well.
After analyzing the literature about various kinds of tax risks − the literature which has been
accumulated on the basis of Internal Control Framework (ICF), Tax Control Framework (TCF)
and COSO − the present study categorizes them in the low, medium and high levels. In its
analysis, the study uses tax risk frameworks and all the data and examples which have been
presented in other scholarly articles through questionnaires and interviews.
Introducing and defining various kinds of tax risks, discussing their interconnected
consequences, and categorizing them on the basis of the analysis presented through risk matrix
can have a positive impact on the managerial and strategic decision-makings of corporate firms.
5 REFERENCES
Artemenko, D. A., Aguzarova, L. A., Aguzarova, F. S., & Porollo, E. V. (2017). Causes of tax
risks and ways to reduce them. European Research Studies, 20(3B), 453.
Bakker, A., & Kloosterhof, S., (2010). Tax risk management: From risk to opportunity: IBFD.
Braithwaite, J., (2003). Meta risk management and responsive regulation for tax system integrity.
Law & Policy, 25(1), 1-16.
Brink, J., & Holmén, M., (2009). Capabilities and radical changes in the business models of new
bioscience firms. Creativity and Innovation Management, 18(2), 109-120.
384

Elgood, T., Paroissien, I., & Quimby, L. (2004). Tax risk management guide. PWC
Publication.[Online] Available: http://www. pwc. co. za/en_ZA/za/assets/pdf/pwc-taxrisk-management-guide. pdf.(Accessed 7 August 2013).
Ghelichli, R., & Garkaz, M., (2017). Tax avoidance and Firms Cost of Equity: The Moderating
Role of outside Monitoring. International Journal of Finance & Managerial Accounting,
2(5), 23-30.
Gillon, K., Aral, S., Lin, C.-Y., Mithas, S., & Zozulia, M. (2014). Business analytics: radical
shift or incremental change? Communications of the Association for Information Systems,
34(1), 13.
González, P. C., & Velásquez, J. D., (2013). Characterization and detection of taxpayers with
false invoices using data mining techniques. Expert Systems with Applications, 40(5),
1427-1436.
Jost, S. P., Pfaffermayr, M., & Winner, H. (2014). Transfer pricing as a tax compliance risk.
Accounting and Business Research, 44(3), 260-279.
Kahneman, D., & Tversky, A., (2013). Prospect theory: An analysis of decision under risk. In
Handbook of the fundamentals of financial decision making: Part I (pp. 99-127): World
Scientific.
Morgan, M. G., Florig, H. K., DeKay, M. L., & Fischbeck, P. (2000). Categorizing risks for risk
ranking. Risk analysis, 20(1), 49-58.
Mulligan, E., & Oats, L., (2009). Tax risk management: evidence from the US.
Rad, M. S., & Shahbahrami, A. (2016). Detecting high-risk taxpayers using data mining
techniques. Paper presented at the 2016 2nd International Conference of Signal
Processing and Intelligent Systems (ICSPIS).
Rezakhani, P., (2012). Classifying key risk factors in construction projects. Buletinul Institutului
Politehnic din lasi. Sectia Constructii, Arhitectura, 58(2), 27.
Rossing, C. P., (2013). Tax strategy control: The case of transfer pricing tax risk management.
Management Accounting Research, 24(2), 175-194.
Segal, T., & Maroun, W., (2014). Tax risk-management analysis: comparison between the
United States of America, the United Kingdom, and South Africa. Journal of Economic
and Financial Sciences, 7(2), 375-392.
Wunder, H. F., (2009). Tax risk management and the multinational enterprise. Journal of
International Accounting, Auditing, and Taxation, 18(1), 14-28.
Barzgari Khongah, Pourfeyz (2013). Risk Taxation Audit: Experiences from Developed and
Developed Countries. Accounting Research, 3 (1), 123-142.
Pourheidri, Omid, Fadavi Nia, (2014). Investigating the Impact of Avoiding Taxes on the
Transparency of Financial Reporting Companies Accepted in Tehran Stock Exchange.
Economic Research, 14 (52), 85-69
Mojtahedzadeh, Abu Hamza, Mirza'i. (2015). The Effect of Corporate Disclosure Quality on
Decreasing Tax Exit of Companies Accepted in Tehran Stock Exchange. Empirical
Accounting Research, 4 (3), 1-21.
Mescall, D., & Klassen, K. J. (2018). How Does Transfer Pricing Risk Affect Premiums in
Cross‐Border Mergers and Acquisitions?. Contemporary Accounting Research, 35(2),
830-865.
Sikka, P., & Willmott, H. (2010). The dark side of transfer pricing: Its role in tax avoidance and
wealth retentiveness. Critical Perspectives on Accounting, 21(4), 342-356.

385

Lennox, C., Lisowsky, P., & Pittman, J. (2013). Tax aggressiveness and accounting
fraud. Journal of Accounting Research, 51(4), 739-778.
Conte, D. (2019). Tax Risk Management Between Tax Authorities and Large Companies: The
Cooperative Compliance Regime. In The Future of Risk Management, Volume I (pp.
383-396). Palgrave Macmillan, Cham.
van den Broek, H. (2019). Tax Risk Management and the Paradox of Cooperative Compliance.
In The Future of Risk Management, Volume I (pp. 305-327). Palgrave Macmillan, Cham.
Hutchens, M., & Rego, S. O. (2015). Does greater tax risk lead to increased firm risk?. Available
at SSRN 2186564.

386

The Impact Of Perceived Human Resource Management Practices On
Intention To Stay In Private Higher Education Institutions In Malaysia: The
Role Of Organizational Citizenship Behavior.
Hafinas Halid
(corresponding author)
hafinashalid@yahoo.com
Graduate School of Business, Universiti Sains Malaysia 11800 Penang, Malaysia

Assoc. Prof. Daisy Mui Hung Kee,
daisy@usm.my
School of Management, Universiti Sains Malaysia 11800 Penang, Malaysia

Dr. Noor Fareen Abdul Rahim
noorfareen@usm.my
Graduate School of Business, Universiti Sains Malaysia 11800 Penang, Malaysia

Abstract – This study seeks to explain the motivations behind employees’ intention to stay in Private
Higher Education Institutions (PHEI) in Malaysia. This study explored the relationship between perceived
Human Resource Management (HRM) practices and employees’ intention to stay in Malaysia’s PHEIs. By
using Social exchange theory, this paper proposes that perceived HRM practices are uniquely positioned
to support the organization’s performance in terms of employee intention to stay with the intervention
of Organizational Citizenship Behavior (OCB). Overall data from of 323 lecturers work in PHEIs in
Malaysia support this model. Based on the analysis, the study revealed that recruitment and selection,
training and development, and reward and recognition have a meaningful relationship with intention to
stay, while performance appraisal did not have a significant relationship with intention to stay.

Keywords: “Human Resource Management (HRM) Practices, Organizational Citizenship Behavior (OCB),
Employees’ Intention to Stay, Education Sector, and Malaysia”

Introduction
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Globalization of the education industry has become a common trend, especially in a developing country
such as Malaysia. To compete in a globally competitive economy, Malaysia’s education industry needs to
be able to meet the demands of the economic sector, in terms of knowledge and skilled workforces
(Othman, Hamzah, Singh, Wahab & Ismail, 2011). Furthermore, for a country to be globally competitive,
the development of human capital is essential. Education can be viewed as a capital good, which is used
to develop human resource for economic and social transformation. Therefore, beside Public Higher
Education Institution, Private Higher Education Institutions (PHEIs) also need to respond to the changes
of the globalizing world, to be able to meet the political, economic and social demands.
The number of higher education institutions in Malaysia is increasing in line with the country’s
intention to become an educational hub in the Asian region (Grapragasem, Krishnan, & Mansor, 2014).
PHEIs in Malaysia have received international recognition and ten PHEIs have made their presence
known in the recent QS University ranking 2019 (QS Asia University Ranking, 2019). Overall, PHEs has
continuously shown a positive improvement over the years. Hence it indicates that PHEIs are the main
player in Malaysia’s’ education industry and managed to achieve a high position in the global ranking.
The demand for PHEIs in Malaysia also continues to increase due to the rising population of high school
leavers and to raise awareness of providing public higher education (Guide-book Getting started Private
Higher Education Industry in Malaysia, 2009). As of 31st Dec 2018, there were 53 private universities, 38
college universities, ten branch campus of foreign universities and 366 colleges in the country (Ministry
of Higher Education Malaysia, 2018). Table1 provides information regarding the total number of PHEIs in
Malaysia.

Table 1
List of Private Higher Education Institutions in Malaysia as at 31st Dec 2018

No
1
2
3
4

Categories Private Higher Education Institutions in
Malaysia
Universities
Branch campus of foreign universities
College universities
Colleges
Total

Total
53
10
38
351
452

Source: Ministry of Education Malaysia 2018

Nowadays, managing and retaining talented lecturers are becoming a key challenge for PHEIs.
Malaysian PHEIs have suffered from high turnover amongst academic staff for many years (Saraih, Ain
Zuraini, Sakdan, & Razli, 2017). The shortage of lecturers is a major problem to the educational
institutions. Hashim and Mahmood (2011) claimed that the academician’s turnover rate in PHEIs is at an
alarming rate in line with the research made by Zakaria, Jidi, Zani, Mislan and Eshak (2014) where the
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job mobility of private college lecturers has become an issue for the institution. These facts were also
supported by Critical Skills Monitoring Committee (CSC) which has reported that university and higher
education professional academician is one of critical occupation in Malaysia with a marginal growth of
11.06 percent in one-year period (Talent Corp critical occupational list 2016/2017; p. 75).
Furthermore, according to the National Higher Education Research Institute (2004), the turnover
rate of lecturers in private universities and colleges was 45.45 percent respectively in 2004
(Rathakrishnan, Imm & Kok, 2016). Malaysian Employers Federation (MEF) also reported that the
average turnover rate for the education sector was 29.28 percent in 2011. In addition, in the context of
private colleges in Malaysia, the turnover rates of the talented employees who are faculty head, senior
lecturer and new lecturer is relatively high (Manogharan, Thivaharan, & Rahman, 2018). Given the
number of employees who are quitting from PHEIs is on the rise, understanding its implication for the
workplace seems critical.
The continuous leaving of lecturers may not be a good sign in the long run as lecturers not only
act as the most valuable assets but also the guardians and disseminators of knowledge to students.
When lecturers decide to leave, it brings big impact on fellow lecturers, support staff, the students, and
also the management itself since they need to find a replacement to fill up the empty post. Dubosc and
Kelo (2011) reported that one important reason why employees leave the organization is due to the
inappropriate HRM practices to address the challenges adequately. An obvious it has been proved that
employees will quit from organizations if they are not satisfied with numerous factors related to the
organization. Branham (2012) suggested there are seven main reasons why employees leave; low pay,
lack of recognition, limited career advancement, untrustworthy leadership, poor management practices,
unfulfilling jobs and dysfunctional work cultures. All these factors are closely linked to HRM practices.
Thus, a proper understanding of the relationship between HRM practices and intention to stay will help
organizations make the right decisions in achieving organizational goals.
Organizations commonly aim to retain their employees emotionally attached to reduce their
turnover intentions (Saeed, Waseem, Sikander, & Rizwan, 2014). The organization will benefit from
encouraging employees to engage in OCB, because it has been shown to increase productivity, efficiency
and customer satisfaction and reduce costs and rates of turnover and absenteeism (Podsakoff, Whiting,
Podsakoff & Blume, 2009). Current studies by Chinomona, Dhurup and Joubert, (2017) also stated that
OCB is important to enhance employees’ intention to stay. The existence of OCB in organizations is
expected to increase employees’ intention to stay in the organization. Thus, our study argues that
employees’ OCB can help to explain the perceived HRM-intent to stay relationship and thus proposing
OCB is a potential mediator. It is interesting to examine how perceived HRM practices influence the
intention to stay through employees’ OCB.
Social exchange theory provides an explanatory framework to clarify how employee perceptions
of HRM practices are linked to OCB and intention to stay. SET which posits that individuals tend to feel
an obligation to repay their exchange partners for the support and benefits they receive (Blau, 1964).
Previous research stated that employees who perceive a social exchange relationship with their
organization are more affectively committed towards the organization (Supangco, 2015). Through the
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understanding of various well-known theories such as SET, this study can point out the critical factors
that imply toward employees’ intention to stay focus HRM practices and OCB in the contact of PHEIs.

Literature Review

The impact of perceived HRM practices on OCB and turnover intentions
HRM practices have been extensively studied in the previous decades, and various theories were used to
support theoretical framework. HRM practices are considered as one key success factors in
organizations which comprise of recruitment and selection, training and development, performance
appraisal, reward and recognition (Huselid, 1995) and career opportunities (Huo, Han, Chen, & Zhao,
2015). All these practices play a significant role in influencing employee attitude and behavior which can
enhance employee intention to stay in the private higher education industry in Malaysia. Moreover,
many previous and current studies view the effect of HRM practices toward the organizational-level
outcome (Delery & Gupta, 2016; Atteya, 2012). However, Alfes, Shantz, Truss and Soane (2013)
suggested that it is important to consider the effects of HRM practices on employee-level outcome
variables. Thus, this study examines the effect of HRM on employee's intentions to stay.
Furthermore, this study also takes into account that HRM practices are measured by employee
perceptions. This study chooses to measure perception because HRM practices can affect employees'
behavior (Boxall & Purcell, 2008). Hence, in order to examine the effect of HRM practices on employee
behavior, researchers have argued that it is important to focus on how employees perceive those
practices (Boxall & Purcell, 2008). Nishii, Lepak and Schneider (2008) suggested individual perceptions of
the aims may have a potential impact on HRM practices. In this research we conceptualize HRM
practices into five dimensions, namely (i) recruitment and selection; (ii) training and development; (iii)
performance appraisal, (iv) reward and recognition and (v) career opportunities. Employees who
perceive that these HRM practices are attractive, they are more likely to stay with the organization.
Thus, we propose the following hypotheses:

H 1: Recruitment and selection are positively related to the intention to stay.
H 2: Training and development are positively related to the intention to stay.
H 3: Performance appraisal is positively related to the intention to stay.
H 4: Reward and recognition are positively related to the intention to stay.
H 5: Career opportunities are positively related to the intention to stay.
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The mediating influence of OCB on the relationships between perceived HRM practices and intention to
stay
Although empirical findings have generally supported that HRM practices are connected with positive
individual and organizational outcomes, more recently researcher have sought to explore the
mechanism through which HRM practices are linked to individual and organizational outcomes. Studies
have proposed that OCB is a potential mediator linking employees’ perceptions of HRM and their
attitudes towards the organisation, particularly, intention to stay. Undeniable, many previous studies
have been proven that OCB plays a role as mediator especially the relationship between HRM practices
and turnover intention (Lam, Chen & Takeuchi, 2009; Cesário & Magalhães, 2017).
HRM researchers believe that HRM practices influence employee attitudes and behaviors
through a mediating mechanism (Guest, 2011). Since uncertainty in this mechanism still exists, this
argument is conceptualized as “black-box” of HRM (Boxall, Ang, & Bartram, 2011). To further explore
the “black box” of HRM, it is necessary to look at “how” or the process mechanisms through which the
HRM practices is delivered to employees. Therefore, the questions of how HRM leads to better
employee outcomes and how HRM forges strong linkages to mediators need to be answered. Thus, we
intend to examine the impact of HRM on the employees’ outcomes through the mediating influence of
organizational citizenship behavior (OCB). We offer the following hypotheses:

H 6: OCB is positively related to intention to stay.
H 7: OCB mediates the relationship between recruitment and selection and the intention to stay.
H 8: OCB mediates the relationship between training and development and intention to stay.
H 9: OCB mediates the relationship between performance appraisal and intention to stay.
H 10: OCB mediates the relationship between reward and recognition and intention to stay.
H 11: OCB mediates the relationship between career opportunities and intention to stay.

Theoretical Framework
The main objective of this study is to examine the relationship between perceived HRM practices and
intention to stay in Malaysia’s PHEIs. The second objective of the study is to examine if OCB is a
potential mediator for the above relationship. The research framework is presented in Figure 1.

Recruitment and Selection
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Training and Development
Performance Appraisal

OCB

Intention to stay

Reward and Recognition
Career Opportunity

Figure1 Theoretical framework
Source: Prepared by the authors

Methodology

Sample and data collection
To test our hypotheses, we collected data from 323 PHEIs in Malaysia. The total numbers of PHEIs
registered in Malaysia are 452 (Ministry of Higher Education, 2018). The target population of this study
comprises all categories of PHEIs and respondents were the Lecturers in these registered PHEIs. A total
of 2,424 questionnaires were distributed to target respondents. Of these 2,424 questionnaires
distributed, a total of 341 questionnaires were returned. However, 18 questionnaires were found to be
unusable because they were answered by foreign lecturer. The final usable questionnaires were 323
which accounted for 13.32 per cent response rate.

Measurement
At the initial stage, this research used an existing validated measurement to measure all variables in this
study. This research conducted a pretest using expert opinions as the questionnaire in this study was
developed from a different context, therefore, the questionnaires were refined based on an interview
with five respondents who are the lecturers of PHEIs in Penang to ensure the reliability and validity of
the scales. We chose five respondents for pre-test. We asked them to specify any ambiguity about the
phrasing of the items. Based on their feedback, we made some changes and adapt some items to fit into
the local context.
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Human Resource Management Practices
In this study, HRM comprises five components namely (i) recruitment and selection; (ii) training and
development; (iii) performance appraisal, (iv) reward and recognition and (v) career opportunities. A
total of 16 items was adapted from Langford, (2009). 5-point Likert Scale (1 = strongly disagree, 5 =
strongly agree) was employed.

Organizational Citizenship Behavior
To measure OCB, a total 10 items was adopted from Spector, Bauer and Fox (2010) was employed. The
Cronbach’s alpha reported for the overall items from this study is 0.80. Each dimension of OCB was
measured on a 5-point Likert scale, ranging from one (never) to five (every day).

Intention to stay
To measure intention to stay, a total 3 items was adopted from Langford (2009) was employed. The
Cronbach’s alpha reported is 0.89. A 5-point Likert scale, ranging from one (strongly disagree) to five
(strongly agree) was employed.

Analysis

Measurement model
This study used the two-step approach as suggested by Anderson and Gerbing (1988). Firstly, the study
assessed convergent validity and reliability and the discriminant validity. Convergent validity can be
ascertained if the loadings are greater than 0.5 (Hair, Black, Babin, & Anderson, 2010), composite
reliability greater than 0.7 (Gefen, Straub, & Boudreau, 2000) and the average variance extracted is
greater than 0.5 (Fornell & Larcker, 1981) as stated in Table 2. This study also tested for the discriminant
validity using the evaluation of the heterotrait-monotrait ratio of correlations (HTMT) (Henseler, Ringle,
& Sarstedt, 2015). Using HTMT as a criterion to access discriminant validity, the researcher needs to
compare it to a predefined threshold. This study used a conservative threshold of 0.85 as suggested by
Kline (2015) as stated in Table 3.

Table 2
Results of Measurement Model (Summary of Constructs Validity and Reliability of the Latent Constructs)
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Constructs
Career opportunity

Intention to stay

OCB

Performance appraisal

Recruitment and selection

Reward and recognition

Items

CO

Career1

0.903

Career2

0.925

Career3

0.911

Intent1

0.884

Intent2

0.943

Intent3

0.895

OCB1

0.803

OCB10

0.507

OCB2

0.868

OCB3

0.810

OCB4

0.752

OCB5

0.841

OCB6

0.810

OCB8

0.576

Perform1

0.887

Perform2

0.900

Perform3

0.909

Recruit1

0.890

Recruit2

0.905

Recruit3

0.899

Reward1

0.892

Reward2

0.905

Reward3

0.862

Reward4

0.898
394

AVE

CR

0.938

0.833

0.933

0.823

0.912

0.572

0.926

0.808

0.926

0.807

0.938

0.791

Training and development

Train1

0.821

Train2

0.874

Train3

0.851

0.885

0.721

Source: Prepared by the authors.

Table 3
Discriminant Validity (Heterotrait-Monotrait Ratio (HTMT)
CO

ITS

OCB

PA

RR

RS

TD

CO
ITS

0.742

OCB

0.478

0.664

PA

0.718

0.602

0.341

RR

0.761

0.773

0.433

0.777

RS

0.596

0.625

0.362

0.553

0.612

TD

0.664

0.678

0.381

0.556

0.642

0.602

Source: Prepared by the authors.

Structural model
The results are presented in Table 4. Bootstrapping of 5,000 resamples was conducted to determine the
path coefficient values and the t values for each path. Therefore, looking at each structural path
recruitment and selection (β=0.121, p < 0.003), training and development (β=0.141, p < 0.001), reward
and recognition (β=0.162, p < 0.028) and career opportunity (β=0.181, p < 0) were found to have a
significant relationship with intention to stay. Hence, H1, H2, H4, and H5 were supported. Meanwhile,
performance appraisal (β=-0.036, p > 0.263) was not found to be significantly related to intention to
stay. Hence, H3 was not supported.
Looking at the structural path, OCB (β=0.31, p < 0) were found to have a significant relationship
with the intention to stay. Hence, H11 were supported. Regarding indirect relationship, reward and
recognition (β=0.05, p < 0.03) and career opportunity (β=0.089, p < 0.001) have a significant indirect
effect on intention to stay, through OCB toward as the mediator. On the other hand, recruitment and
selection (β= -0.023, p > 0.116), training and development (β=0.020, p < 0.185) and performance
appraisal (β=-0.015, p > 0.274) were not found to have a significant indirect effect on intention to stay
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through OCB as the mediator. Hence, hypotheses H10 and H11 were supported and hypotheses H7, H8
and H9 were not supported.

Table 4
Summary of Path coefficient

H

Relationship

Path coefficient

T Statistics

p Values

Decision

H1

RS -> ITS

0.121

2.728**

0.003

Supported

H2

TD -> ITS

0.141

3.141**

0.001

Supported

H3

PA -> ITS

-0.036

0.633

0.263

Not supported

H4

RR -> ITS

0.162

1.907*

0.028

Supported

H5

CO -> ITS

0.181

3.314**

0.000

Supported

H6

OCB -> ITS

0.310

7.561**

0.000

Supported

H7

RS -> OCB -> ITS

0.023

1.194

0.116

Not supported

H8

TD -> OCB -> ITS

0.020

0.896

0.185

Not supported

H9

PA -> OCB -> ITS

-0.015

0.602

0.274

Not supported

H10

RR -> OCB -> ITS

0.050

1.882*

0.030

Supported

H11

CO -> OCB -> ITS

0.089

3.055**

0.001

Supported

Source: Prepared by the authors.
Notes: *p = 5 per cent, **p = 1 per cent (based on one tail test with 5,000 bootstrapping).

Discussion
This study investigates the relationship between perceive HRM practices and intention to stay in
Malaysia’s PHEIs industry. The perceived HRM practices comprise of recruitment and selection; training
and development; performance appraisal; reward and recognition and career opportunity. It also adds
in OCB as the mediator. We explored processes of mediation linking between perceived HRM practices
and intention to stay. Thus, we proposed that OCB mediates the relationship between perceived HRM
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practices and intention to stay. Data from 323 lecturers work in PHEIs in Malaysia support our model.
The results have several theoretical and practical implications, which we consider in turn.
This study sheds light on the nature of the relationship between perceived HRM practices and
employee behavior. Our study shows that where employees’ perceptions of HRM practices are positive,
OCB is enhanced and intention to stay is increased. Furthermore, our research highlights OCB as a
mediator for the relationship between HRM practices and intention to stay. Individuals who have a
positive perception of the HRM practices in their organization are more likely to show more OCBs
towards the organization and, therefore, have a high tendency to stay with the organization. By
introducing a mediator in the relationship between HRM and employee behavior,
Recruitment and selection, training and development, reward and recognition and career
opportunity have a positive relationship with intention to stay. This study found that career opportunity
has a highly significant relationship with intention to stay. This study supports the earlier study
(Murugappan & Durga, 2015) which found that career opportunity is positively related to intention to
stay. Employees perceived career opportunity as an indicator that organization appreciates employee
contribution (Allen, Shore & Griffeth, 2003); hence employee will tend to stay working with organization
for longer time. Our study showed that lecturer perceived career opportunity as important factor to
enhance their intention to stay. Lecturers also will appreciate if organization can provide career
opportunity for them so that they will loyal and retain in organization.
Recruitment and selection has been found to be significantly and positively related to intention
to stay. It highlights that in the lecturers working at PHEIs perceived that the recruiting and selection
practices are important factors which can influence their intention to stay longer with organization as
suggested by Gamage (2014). Besides that, Santhanam, Kamalanabhan, Dyaram & Ziegler, (2018)
suggested that recruitment and selection practices are beginning of the employment relationship and
will affect employee lead to intention stay with organization.
Training enables the employee to develop and enrich their skills which has a positive effect on
employee retention (Nkosi, 2015). The results showed that training and development have a significant
relationship with intention to stay. Our study showed that lecturers working at PHEIS perceived that the
training and development practices are important factors which can enhance their intention to stay with
employer and organization. The finding is consistent with previous studies (Asil, Akhlagh & Maafi, 2013;
Juhdi, Pa’wan & Hansaram, 2013) which found that training and development is significantly and
positively related to employee intention to stay.
Result showed that reward and recognition has been found to have a significant positive
relationship with intention to stay. It is therefore consistent with prior studies (Chew & Chan. 2008,
Johanim et. al, 2012) which found that reward and recognition is positively related to intention to stay.
Our study suggests that employees who get the reward and recognition for their efforts will have intent
to stay longer with organization. Thus, it showed that lecturer in PHEIs perceived reward and
recognition as important factors in determining their intention to stay. Furthermore, according to
Nadarajah, Kadiresan, Kumar, Kamil and Yusoff, (2012), Malaysia’s PHEIs need to improve their reward
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and recognition practice in order to retain talented lecturers in their organization. It I because the
reason lecturer or academicians leave the organization is related to reward (Rathakrishnan, Imm & Kok,
2016).
The research question asked whether OCB are related positively with intention to stay. The
current study found that OCB has a significant relationship with intention to stay. It is therefore
consistent with prior studies (Chinomona, Dhurup & Jobert, 2017) which found that OCB is positively
related to intention to stay. Intention to stay has been found as a positive consequence of employees’
OCB performance (e.g., Chen et al., 1998). Therefore, in this study, the lecturers that have OCB
inevitably will influence their intention to stay.
The indirect relationship between reward and recognition and intention to stay through OCB has
been found to be significant. By examining the mediating role of OCB, thus study therefore help the
mechanism behind the positive relationship between reward and recognition and intention to stay. It
suggests that lecturers who perceived reward and recognition as important factor that can enhance
their OCB, which in turn increase their intention to stay in organization and less likely to quit. In
addition, career opportunity also has been found to have a significant positive indirect relationship with
intention to stay, through OCB. The findings highlights that lecturers who perceived career opportunity
as important influencer will indirectly stay longer with organization. They will express OCB that also lead
to intention to stay.

Managerial implications
In practical terms, our results show that organizations need to be aware that, in addition to a consistent
set of HRM practices, the positive organizational culture is critical to establishing a positive environment
in which employees are willing to translate their OCB into higher levels of intention to stay. Arguably,
the aim of HRM practices is to evoke positive employee attitudes and improve individual and
organizational performance. The critical question for HRM professionals is how to manage this process
to achieve those aims. Our results show that employee perceptions of HRM practices play an important
role in increasing levels of employee intention to stay.

Conclusion

In conclusion, the present study provides an expanded understanding of the impact of perceived
HRM practices on intention to stay in the PHEIs industry. This study also provides fresh insights
on relationship between perceived HRM practices, OCB and intention to stay. Furthermore, the
current study also shed some light on the role of OCB as a mediator. Besides that, other
researchers can use this finding to deepen their understanding or to find the solution to these
issues will be even better. Overall, this study also has made significant contributions to the gaps
in the literature by linking perceived HRM practices, OCB and intention to stay in the context of
PHEIs in Malaysia.
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Abstract
The objective of this study is to determine the significant relationship between product display
and promotional mix strategies and sales performance in Tesco and Giants hypermarket branches
in Klang Valley. The research data were collected by distributing the 33 item structured
questionnaires to 210 management executives of the hypermarkets using systematic random
sampling method. But only 140 sets of questionnaires were returned and analyzed. The data
analysis was conducted by using descriptive and inferential statistics. It was found that all the
independent variables ie display, advertising, sales promotion, publicity and personal selling were
significantly related to the sales performances of the hypermarkets. The multiple regression analysis
found that display and promotional mix strategies explained 76% of the variances in the sales
performance of the hypermarket. The implications and recommendations for further research was
discussed at the end of the paper.

Keywords: product display, promotional mix, sales performances
Problem statement
Much has been studied on marketing mix strategies on purchase decisions of services and
durable products (Jamilah, 2018) but retailers still in the dark about the relationship between
promotional mix strategies and sales performances in big retail organizations such as Tesco and
Giants in Klang Valley.
Previous research by Yusaf Salman (2015) was in the Islamic perspective of customers but
studies using the management staff of the retails organization especially in the local
environments are scarce and very few.
More over the previous research findings were vague, mixed and fragmented as the promotional
mix alone still offer the gap as display of products was neglected (Van Nikerk, 2014). Therefore,
present study is such need, timely and important.
Research concept framework and research variables.
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A survey was conducted in order to obtain perception of the management staff of Tesco and
giants hypermarket in product display and promotional strategies which will contribute to the
sale performance. A sample of concept framework/theory is shown in figure 1.1
Product display

Advertising

Sales promo
Sales performance

Figure 1: Publicity
research conceptual framework.
This study is based on Shimps opinion (2013), in which sales promotion refers to the incentive
that beingPersonal
usedselling
by manufacturer to promote trade activities or to promote customer into buying
branded product and to increase the performance of the product selling. Retailers also use
promotional incentives into gaining and controlling desire behavior of a customers. Sales
promotion is more to short term oriented and will be able to influence the behavior of the
customers. In a nutshell, this study is conducted in order to obtain the staff of Tesco and Giants
branches hypermarkets perception towards product display and promotion strategies whether it
effect to the sale performance of the product selling or not.
Research objectives.
The objective of the study is to determine if there is any significant relationship between product
display, advertising, publicity, promotion, personal selling strategies and sale performance of a
hypermarket in the Klang Valley. The study is also trying to answer questions such as : is there
any significant contribution of promotional mixes towards sales performance of the
hypermarket?.

Promotion Strategies
According to Graeff (2015), promotional strategies are ways in which traders communicate to convey
important information about their products and persuade consumers to buy their product. Important
activities in managing the campaign strategies such as identifying the target market (the receiver), to
determine campaign objectives (desired response to the user), developing a campaign strategy
(message, source, medium), implement the campaign strategy and to assess the effects of promotion
strategies (responses).

The aim of marketing is to create and maintain value by promoting the exchange of products and
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services that satisfy client needs. In designing an effective campaign strategy, in essence a problem of
communication. Involving marketing communications activities. From the marketing of past research
findings, mainly focused on goals, desires, needs of the customer to the product being marketed.
Marketers / dealers to communicate to convey information about their products through various forms
of promotion (advertising).

The purpose of marketing communications is to stimulate interest in the signal and, develop a positive
attitude of consumers towards the brand compared to other competitor companies, where they can
meet customers' wants and needs. Effective marketing communications is to persuade consumers to
behave in a manner that is required (for example, try new products, make purchases, visit
hypermarkets, spread to friends about a product a positive buying experience).

According to Chen Shih-May and Patricia Huddleston (2009) the attractiveness of celebrities have a
positive and significant relationship with purchase intention to buy the products offered. Results of their
study results also showed that the reliability of the celebrity / product ambassador has a positive and
significant relationship with intent to purchase the product among consumers.

According to Shimp (2013), sales promotion refers to any incentive used by manufacturers to promote
trade (wholesale, retail, or other channel members), or customers to buy branded products and to
promote product sales performance.Retailers also use promotional incentives to encourage desired
behavior of the customer. Sales promotion is more short term oriented and able to influence behavior.
Totten & Block (1994) states that the period of sales promotion refers to a variety of sales incentives and
techniques to generate immediate sales, or the effects in the short term. Usually, sales promotion
including the use of coupons, samples, the bonus pack, price off, display of goods (products display), and
so forth.

Sales promotion techniques, when used strategically in various industries not only increase brand
awareness, but also encourage customers to try new products. For example, Blackwell et al. (2011)
explains producer / trader can take advantage of incentive coupons to encourage customers to try new
flavors of products at a discount. If customers are satisfied, they will buy products that have the same
taste at full price. Therefore, the incentive to reduce the risk of customers buying new products for the
first time (Blackwell et al. ,2011). Blackwell and colleagues believe that the promotion of new products
are more likely to succeed if customers try to experiment or idea or product is limited, with limited
financial risk.

According to Kardes, (1999) is another free sample of equipment / technical / sales promotion strategy
is important and is often used by marketers / traders. Marketing managers recognize the importance of
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product trial and direct experience with the product attitude. Marketers / dealers often send / post a
free product samples to customers so that customers can try products for themselves, not just hear
about the product alone. However, the study by Gilbert and Jackaria (2012) found that free samples as a
promotional offer does not give effect to persuade their customers to purchase products offered, while
a study by Pramataris et al., (2001), Content (2012), and Shimp (2013), have shown otherwise.

Gilbert (1999) which states that "loyalty card / membership (Clubcard) aims to build greater customer
loyalty and retention, develop methods for creating long-term relationship and eventually lead to
increased sales and profits. Through the perspective of customers, the researchers of this study
support opinion of Smith (2004), customers have a good perception of Tesco Clubcard because they feel
they are being rewarded with no charge to themselves when they use it.

Earlier studies on the achievement of sales performance
Research focused on the retail business, especially in the retail business in the supermarket. According
to Rod Bishop (2013), the strategy is to promote retail business through a variety of exhibitions, acting
as a warning to consumers who previously noticed the campaign messages. Following a similar concept,
the American Marketing Association (2017) asserts that trade in the dictionary has existed has two
interpretations, the first definition emphasizes the promotion of the practice activities in such shops to
display their products and the second focuses on identifying and selecting the results the right of the
products or product portfolio. Some research confirms that the sales are mainly visual communication
process, in which the vision represented 80% of human perception and the trial was 10% and the other
senses as touch, smell and feel represented remaining 10%.
This means that a significant visual impact on sales, as the participation of clients in the buying
process. Trade includes all activities in the store which aims to change behavior to benefit the buyer, so
the trade as a concept is composed of quality, blend (brand and product mix), to invent and develop
products and pricing. Supermarkets are in a very competitive market, and traders need to develop
different strategies to achieve loyalty commercial customers and get new users. (Senecal et al., 2017).

A study of sales performance has been carried out involving the two variables is the result of the
behavior of salespeople and sales performance by (Anderson and Oliver, 1987) study shows how
performance is defined, the sales manager plays a vital role in ensuring that salespeople focus to the
achievement of goals and a major problem facing sales managers in performing this role is the inability
to accurately measure performance. However, two theoretical framework agency and organizational
theories are useful in describing how managers can deal effectively with issues of measurable
performance. Anderson and Oliver (1987) states as the sales performance of salespeople assessment
based on what they produce (ie, finding sales revenue) and the action taken (ie the behavior of sales).
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For example, including the generations of unit sales, revenue, market share, new accounts, profits, and
others., While the behavior of sales skills to sell the put (eg, adaptive selling, teamwork, effective
communication, etc. others.) and sales activities (eg making sales calls, time and territory management,
and others.). Ouchi (1979) states that the strategy of retail performance evaluation is based on the
conditions of a sale (which is just the price, the level of service required, the quality is acceptable, and
others). It suggests that this is a form of control is very efficient performance at the disparity between
the buyer and seller goals reduced.
According to Mc Carthy (1957), marketing is a business activity that leads to the flow of products and
services from producer to consumer in order to get maximum profit and meeting the needs of users. In
order to achieve sales in large supermarkets, the promotion strategies used by the advertising, personal
selling, sales promotion and public relations, also known as publicity. The four mix of promotion
strategies should be developed to effectively ensure the success of a business.
Promotions play a vital role in increasing the sale of a business. If a business does not run the campaign
strategy, it cannot attract customers and increase sales and profitability of the business (Brovee &
Arens, 2014).

In this case, the activities of the promotional mix of advertising, personal selling, sales promotion and
publicity also plays an important role in achieving success and increase sales and profitability of the
business. This will also affect sales performance and profitability of a business (Bovee & Arens, 20014).

According to Keller (1993), the equity value based on the customer and the customer is considered to be
familiar with the brand and has a number of factors are strong, unique and required element of his
attitude toward the brand.

Research methodology
The design of the study is a descriptive survey using a questionnaire. According to survey data
collected is used for the current data and flexible that allows data to be further studied problems
(Sheffie, 2015; Wan Jaafar, 2007). In addition, this method is less expensive in terms of cost,
time and energy than other methods. Thus, quantitative studies used to examine the relationship
between two variables, namely sales performance (dependent variable) and products display and
promotional mix strategies (independent variable).

Population and Sampling
The study involved a large hypermarket i.e. branches of Tesco and Giants hypermarket in Klang
Valley. The population is 380 executives including supervisors, management executives and
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store managers and the sampling frame is 191 according to Krieje and Morgan table (Sekaran,
2013). The use of sampling methods in the group with the principle that every person in the
population have the opportunity to be selected as a sample (Lim Chong Hin, 2007). A total of
210 sets of questionnaires were distributed to the respondents using stratified random sampling
methods. But only 140 sets were returned and analysed which gave the respond rate of 73.3 %.

Research Instruments
This study used a set of structured 33 item questionnaires adapted from previous research Yusaf
Salman, (2015). The questions in the questionnaire are split into three parts. First, the perception
of the display technique and the second part on the perception of promotional strategies, while
the third is on the level of sales performance. The five points Likert scale was used to measure
the perception of the management executives in the branches of two hypermarkets brand, i.e. 1=
strongly disagree and 5= strongly agree. The operationalization of measurement and reliability of
the questionnaires is shown in table 1 below.
Table1: Operationalization of measurement and reliability of instrument
Dimensions (cronbach alpha)
Display (0.858)

Advertising (0.856)

Publicity (0.952)

Sales promotion ( 0.809 )

Personal selling( 0.756 )

Sales performance (0.883)

Item of measurement
Strategic product placement
Rack space
The composition of goods by cConsumer needs
Product packaging design
Advertising influences consumer buying
Many users asking for the advertised product
Visual advertising on the premises
The advertised brand of consumer choice
Use product ambassador
The popularity of ambassador / artists
The famous products
Press coverage
Product launch
Discount products
Promotion at Day Celebration
Low price products
Membership cards (club card)
Does not affect users
Low Competition
Consumers prefer to buy goods in hypermarkets
Not sold in hypermarkets
Customer number
increasing customer demand
Number of selling goods
Setting the expectations of the product
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Customer satisfaction

Data Analysis Procedures
Data gathered were analyzed using SPSS version 22, to find the frequencies and
percentages. Information on age, gender, race, education, income and position of respondent was
to describe the characteristics of the respondents.

Descriptive Analysis
Descriptive method is used to see the demographic distribution of respondents by the frequency
and percentage Frequency table is easy to read and gives a detailed and complete information
(Sheffie, 2015). It provides an overview of the distribution of the sample or the distribution of
the features being investigated or reviewed. In addition, it was used to compare the
characteristics of the sample by placing a number into the syllabus or class-specific measure.
The majority of respondents are male 73(52.2%), age between 30-39 years old 44(31.4%),
Malay 51(36.4%), having a bachelor degree 64(45.7%) earning between RM4001-500 monthly
and their positions in the hypermarket as
management or marketing executives
60(42.8%).Table2 below shows the detail of respondents demographics.

Table 2: Respondents demographics
Demographic variables
Gender
Male
female
Age
20-29
30-39
40-49
50 and above
Ethnicity
Malay
Chinese
Indians
Education level
Certificates
Diploma
Bachelor degree
Income level (RM)
3001-4000
4001-5000
5001-6000

frequency
73
67
28
44
39
29
51
43
46
45
49
64
31
39
34
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percentages
52.2
47.8
20
31.4
27.8
20.7
36.4
30.7
32.8
32.1
35
45.7
22.1
27.8
24.2

6001-7000
Above 7001
Supervisor
Executive
Manager

Positions

32
4
31
60
49

22.8
2.8
22.1
42.8
35

Inferential

statistics

The inferential statistic is using the two statistical methods i.e. pearson correlation and multiple
regression analysis (Wan Jaafar, 2007). Using the Bivariate Correlations procedure, the pearson
correlation coefficient measures the strength of association (relationship) between two variables
that can be calculated or determined (Sheffie, 2015). It was found that all the display,
advertising, publicity, sale promo and personal selling strategies were having significant
relationship with sales performances of the hypermarkets.
The significant relationship between display, promotional mix and sales promotion is shown in
detail in table 3 below.
Table 3: Correlation between display, promotional mix and sales performance.
IV
Performance
significance
n
**. Correlation

Display
0.301**
0.000
140
is

Advertising
0.380**
0.000
140
significant
at

Publicity
0.790**
0.000
140
the

Sales promo
0.805**
0.000
140
0:01
level

Personal
0.854**
0.000
140
(2-tailed).

Details of hypothesis testing result are shown in table 4 below
Table 4: Hypothesis testing results
Hypothesis
Ho1
There is no significant relationship between products display strategies
and sales performance .
Ho2
There is no significant relationship between advertising strategies and
sales performance.
Ho3
There is no significant relationship between publicity strategies and sales
performance
Ho4
There is no significant relationship between sales promotion strategies
and sales performance.
Ho5
There is no significant relationship between personal selling strategies
and sales performance.
Ho6

results
rejected
rejected
rejected
rejected
rejected

There is no significant contribution of promotional mix strategies rejected
towards sales performances.

Multiple regression analysis
In the real situation there are many factors that affect a particular phenomenon, and these factors
410

are sometimes interrelated causes the data becomes more complicated (Sheffie, 2015). Thus,
multiple regression analysis -multiple factors are considered the most accurate in interpreting
these factors. Multiple regression of factors are expressed by the general formula below:
Y = a + b1 x1 + b2 x2 + b3 x3 +b4x4+ b5 x5 +estimated error
Where:
Y = dependent variable
a=constant
b=coefficient
x1-x5 = independent variables
In this study, Y is sales performance, while x1 is products display, x2 is a advertising strategy
(ad), x3 is publicity, x4 is sales promotion and the x5 is a personal selling strategy. Thus, in this
study multiple regression analysis is conducted to see what factors the contribution of each
independent variable on sales performance. Therefore, multiple regression formula factors in this
study are:
Therefore, based on table 5 below, it was that the R square is 76.0% and can be seen as the IV
contributed 76% to the sales performance of the hypermarkets. This situation is due to factor
display products and promotional strategies have contributed76% to the sales performance, while
34.0% are factors that are not identified and accounted for in the equation.
In another words it is found that the independent variables ie display and promotional mix
explained 76% is the variances in the sales performance of the hypermarket branches in Klang
Valley.

Table 5: Model Summary
Model

R

R2

Adj R2

Std
R sq
F
DFI
Error
change change
1
0.872a 0.760
0.725
.18692 760
21,587 5
a. Predictors: (Constant), display, advertising, publicity, promotion, personal

df2
34

Sig F
change
0.000

Discussion

The research found that all the independent variables are significantly related to the sales
performance of hypermarket branches of Tesco and Giants. The same result was supported by
Yusaf Salman (2015) who used almost the same questionnaires to examine the relationship
between independent variable and sales performance in Islamic perspectives. Another study done
by Van Nikerk (2014) partially supported the result of this research ie in term of perception of
social media as promotional mix element in star graded accommodation establishment among
first time tourist. In term of retail display of products influences on sales performances, the
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research findings was supported by Margold & Fauld (2009) who did the same study using social
media as the new hybrid element of the promotional mix.

Conclusion and recommendation for future research
From the results of statistical analysis, the study obtained demographic elements such as gender, age,
ethnicity, education, income position to describe the respondents’ characteristics. From the data also
showed that practical businessman such as retailers and shopkeepers may use them to make more
effective display and promotional decision. No one could deny that the theories explained could be
beneficial to academician in understanding the retail business more clearly and eventually improved
research methodology.
Moreover, the results of this study may assist government institutions such as Entrepreneur
Development Corporation (SMIDEC) in providing guidance in the form of research to entrepreneurs,
small and medium enterprises to meet future needs, providing financial assistance, provide program
awareness on sales of retail outlets. This kind of research may coin innovations to be implemented for
SMEs working in tandem with Malaysia's economic activities.

Never the less, this study may also be a referent to the retailers to develop more effective promotional
strategies in an effort to influence the buyers in making purchasing decisions. In addition, traders can be
more accurately understand the attitudes, needs and requirements of consumers in making product
purchases. This study also represents a very important study for all consumers if you want to buy a
desired product. Consumers can learn more about how or why a product is marketed with the specific
techniques by retailers.

Based on this study, the researchers recommend that further studies to be conducted in the same field
with a larger sample of respondents involving more hypermarkets in a wider area. This will ensure a
more accurate survey results.

Besides that, the researcher also proposes that the design of questionnaires should be improved, and
thus collection data could be conducted online as to cut cost. By collecting data online, data could be
obtained faster from the segmented respondents through screening methods. Perhaps by some
innovative data collection methods, the biasness could be minimized. Therefore the quality and richness
of the data would be improved and thus the result would yield more effective ways of doing
promotional and display strategies.

In addition, the researchers also proposed such a study to be conducted with topics other than retail,
such as health care business, home or office maintenance services, education services and many other
services that involve modeling and promotional strategies on the sales performance of
service companies.
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Finally, it is recommended that retailers try to apply display techniques and promotional strategies
proposed by researchers to suit the business environment in the process of improving future sales
performance of their products.
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